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AN THE COMMISSION OF INQUIRY INTO ALLEGATIONS OF STATE
CAPTURE, CORRUPTION AND FRAUD IN THE PUBLIC SECTOR
INCLUDING ORGANS OF STATE (“THE COMMISSION™)

AN INVESTIGATION INTO THE VREDE DAIRY PROJECT

SWORN AFFIDAVIT |

|, the undersigned,

ROY JANKIELSOHN

hereby declare under oath as follows:

1. | am a major male South African citizen currently residing at Bruwershoop,
Bethiehem.
2. The content of this affidavil is true and correct and falls within my own personal

knowledge, unless the contrary clearly appears from the context or is otherwise

stated.

3 | have been approached by investigators associated to the Commission of
Inquiry into Allegations of State Capture, Fraud and Corruption in the Public
Sector including Organs of State ("the Commission”} to provide information with

regards to my knowledge as to the affairs and matters relating o the Vrede Dairy

Project.

4. In this regard, | am and at all material times have been associated with the

Provincial Portfolio Committee on Agriculiure in the Free State Provincial

Y

Government, in my capacity as a member of the opposition,
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10.

11.

As such, | have personal knowledge as to certain of the facis concerning the

Vrede Dairy Project and can accordingly swear thereto.

Furthermore, | have access to the relevant documeants to which | will refer

hereunder and which documents relale o the matier at hand.

More importantly and as will be detailed hereunder | was the complainant who
issuad the compiaints 1o the Office of the Public Protector, and which referral

gave rise to the ultimaie issue of a report on the affairs of the Vrede Dairy Project.

The first time | became aware of the Vrede Dairy Project or at leasi the
forerunner ic this project was during or about 17 November 2011 when |
attended a meeting with the MEC responsible for agriculture in the Free State at

that time, Mr Mosebenzi Zwane ("Zwane") at his offices at the Glen Agricultural

College.

Zwane explained at the meeting that he intended to initiate a concept called
Mahoma Mobung which would encourage agri-processing in the Free State

provinee.

Albeit that | was a member of an opposiiion partly, | supported this idea in
principle since Zwane explained that tve many agriculiural commuodities were
exported to other provinces where they were packaged and sent back to the

Free State at great cost to the consumers in the province.

As | understood from the preseniation of Mahoma Mobung, the concept was to
create certain agri-centric hubs which would specialise in agri-processing and
bring the production and processing of agriculiural products back to the Free

Siate for the benefit of the economy within the Free State province.
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12.

13

14.

15

18.

17.

At no stage was the Vrede Dairy Project or any other project mentioned or

discussed at this meeting.

During or about 2013 and after becaming aware of the Vrede Dairy Project as a
resuit of it being mentionad in former Pramier Ace Magushule's State of The
Province Address (SCPA) on 16 February 2012, and again in an ardicle in the
Mail and Guardian dated 7 and 13 Jung 2013 | requested the Department of
Agriculture and Rural Development ("DARD”} to provide further information on
the Vrede Dairy Project during a portfolio meeting for agricultural and rural
development. A copy of the Mail and Guardian articles are attached hereto as

annexurss “RJ1” and “RJ2"

The Portfolic Committee took a decision thal a report on this project should be

submitted by the DARD.

The DARD responded with a report to the chairperson of the commiltee (at that
stage Ms S Magwandana) which was dated 10 July 2013 and was signed by the
then MEC for DARD (at that stage Ms M Qabathe). | aitach a copy of the report

hereto as annexure “BJ3%

From the content of this report and for the first time | was able to determine that
mention was made of a project referred fo as “The Vrede Integrated Dairy

Initiative” as being part of the Mahoma Mobung initiative.

From a transcription that | managed to obtain of an interview between National
Treasury investigators and the former CFO of the DARD, it appeared that
Mahoma Mobung was in fact not an initiative but in fact a company. | aftach

hereto as annexure "RJ4” a copy of the transcription provided {o me,
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171 Later and upon further enguiries from Ms M Qabathe ("Qabathe™ | was able to
determine that the entire Mahoma Mobung budget was allocated to the Vrede
Dairy project. In this regard i refer the above honourable Court to the transcript
of the interview referred to above as annexure “RJ4" and more particularly page

52 thereof wherein this is detailed.

18 I was ultimately able to obtain a copy of the agreement which was concluded
between Estina and the DARD which was dated 15 July 2012, A copy of this

agreement is atlached hereto as annexure "RJ5".

18.1 From a perusal of the content of this agreement it becomes quite apparent that

it was signed by Mr P Thabethe on behalf of the DARD and a certain Sanjeev

Gautam as managing director of Estina.

18.2 it appears that this agreement was based upon proposals made by the DARD
to the Free State Executive Council in which it was stated that they had met with
a large Indian dairy company namely Paras Dairy and that Estina had signed a
memorandum of understanding with Paras Dairy which is evident from page 3

of the proposal, a copy of which is attached herelo as annexure “RJ§".

18.3 However, what is interesting to note is that from investigations conducted by
Amabungane and published in an article dated 7 February 2014 it is indicated
that Paras Dairy has denied any involvement in this project. | attach a copy of

this article hereto marked annexure “RJ7".

18.4 From what | have been able to determine it appears that, prior to the signing of
the agreement in 2012, Mr Thabethe andfor Zwane, alternatively the then

premier of the Free Siate, Mr Ace Magashule, were {aken to india o aftend a

J
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mesting with Paras Dairy.

18.5 Despite several requests the details relating {0 this trip have never been revealed

although rumour has it that the trip was funded by the now infamous Gupta

family.

18.6 Al that stage and from what | have been able ic determine all contracts with the
Free State Provincial Government were centralised to a central function and the
state legal advisors situated at the Premier's Office held the responsibility to

attend to thess contracis.

18.7 I have personally confirmed with the legal advisor in the office of the Premier, Mr
Bertus Venter, that the agreement belween the DARD and Estina was in fact
drafted by his department and in the Office of the Premier. This was further
confirmed by the evidence of the former CFO, Ms Syivia Dhiamini, in her
interview with the National Treasury investigators and in this regard | attach
hereto as annexure “RJ8" a copy of the franscript of her evidence and where

this is set out at page 60 thereof.

18.8 As a result of the abovementioned reports, (SOPA and Mail and Guardian) |
submitted formal questions to the MEC of the DARD and the Free Slate
Legislature in ferms of the rules and orders and received a reply dated 13
Movember 2013 signed by the then MEC, Qabathe. | attach a copy of the reply

hereto as annexure “RJg".

18.9 The reply indgicated that the costs of various items such as cattle were greatly
inflated and this prompted me to submit my initial complaint to the Public
Protector for an investigation. | attach hereto as annexure "RJ18” a copy of my

complain{ as was submitted to the Public Protector
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18.1C  The reply also raised concerns that Estina was both a partner and the

implementing agent on the project and that this could be regarded as a conflict

of interast.

18.11  Furthermore and in the abovementioned reply Qabathe zlso indicated that
Esiina were amongst others “Trained beneficiaries according fo need analysis
and marketing of produce and products both nalionally and internationafly’ and
“‘Pravide beneficiaries with affercare mentorship in conjunction with extension

support from the Depariment according io the scope of wark for each project”

18.12  On the question of what guarantees the DARD had that the private sector partner
would meet their commitments, Qabathe replied “‘Notwithstanding anything
comtained in the agreement, the Depariment reserves the discretion to verify any
information or documents submitted by other parties in the performance and

execution of its duties and obligations in terms of the agreement.”

18.13  As political head of the DARD | submit that Qabathe either never verified this as
indicated in her reply or she deliberately ignored the information and indicated a

total disregard for Estina’s contractual prescripts as contained in the agreement.

18.14  In spite of Qabathe mentioning beneficiaries the DARD have disputed ihe list of
beneficiaries which was aftached to the beneficiary agreement between the
DARD and relating to the Vrede Dairy Project, and as signed by Dr TJ Masiteng

on behalf of the DARD and #r Jun David Mahlaba on behalf of the beneficiaries.

18.1&  The beneficiary list of eighty individuals is attached to the contract and is drafted

on a FPhumelela Municipality letterhead and Mr Jun David Mahlaba’s name
appears on that list. | attach a copy of the said list herelo as annexure “RJ41".

b
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18.16 From what we have been able to determine there was no real cogent method in
obtaining the beneficiaries and in fact Zwane was pertinently involved in the
selection of these beneficiaries. Rumour in fact had it that Zwane attended the
district of Vrede in his vehicle and rounded up any individuals who may have
had an inferest in dairy farming for a meeting at the Vrede town hall and
accordingly compiled the list of bengficiaries from the individuals who attended
this meeting. As such there appeared to be no method in the drafiing of the list

of beneficiaries whatsoever.

18.17  On 11 November 2014 the acting MEC for the DARD, Ms O Miamileli (“Mlamieli”)
indicated in response to further questions issuad by myself, a copy of which
guestions are attached hereto as annexure "RJ42", that Esting was the sole
service provider on the project and that supply chain management procedures
were folliowed. She went on o indicate in the next reply (aiso in "RJ42") that
“beneficiaries were residents from the areas surrounding the project’ with the

same list attachad to the beneficiary agreement. | attach heretic as annexure

"RJ13 the reply.

18.18 | respectfully submit that this confirms that Mlamleli was aware of the

heneficiaries and would have known of their exclusion from the project.

18.19 | aiso subsequenily became aware of a report issued by Nationaf Treasury into
an investigation in the Vrede Dairy project which was dated January 2013, |

attach a copy of the said repori hereto as annexure "RJ14",

18.20 The abovementioned report indicates that beneficiaries were only identified after
the inguiry by the National Department of Agriculture, Forestry and Fisheries

(“DAFF"). As a result of this, National Treasury withheld funding from the projecis

Y



RJ-008

until such time as the beneficiaries had been identifisd.

18.21 The recommendations in the report (more particuiarly at page 34 thereof)

indicate that “disciplinary acfion” be taken against Mr Thabethe (HOD) and

Ms Diamini (CFQ).

18.22 Finally, the reportindicates that “ultimately the project should be reassessed and
the necessary due diligence should be completed fo ensure that the project is
viable. In its current form the project is not likely fo yield a value for money to the

Siafe”. In this regard see page 34 of the report.

18.23 | respectfully submit that this shouid have raised serious questions on the part
of the Premier of the Free Siate as well as the MEC for Finance and the then
DARD. in spite of the above various MECs from the DARD and the MEC for
Finance, Ms E Rockman, continued to allocate provincial funding to the project.
Furthermore, ithe Premier is responsible for the appointment and performance
of Heads of Departmenis in the Province and in spite of the report
recommending disciplinary action be {aken against the Heads of Department,
the Premier wilfully ignored this. | respectfully submit that this clearly indicates

their complicity in the projects and more particularly, the possible criminal nature

thereof,

18.24 | subsequenily became aware of the fact that the agreement was cancelled
during or about Aprit 2016. In this regard, an agreement was conciudad between
the parties cancelling the initial agreement. A copy of this agreement is attached

here to as annexure "RJ15",

18.25 The abovementioned raises cerlain pertinent questions particularly considering

that the following payments were made by infer afia the DARD fo the Estina

J
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project:
18251 8 July 2012 R 30,000,000.00;
18.25.2 18 April 2013 R 34,950,000.00;
18,283 26 April 2013 R 30,000,000.00;
18.254 3 May 2013 R 18,050,000.00,
18255 24 July 2014 R 30,000,000.00;
18.25.8 20 December 2014 R 29,950,000.00;
18.25.7 8 May 2015 R 80,000,000.00,
R

18258 5 May 2016 46,262,652.00.

18.26 i is imperative to note that cancellation of the agreement took place during or
about April 2014, Furthermore, and as has been set cut above, the reportissusd
by National Treasury was dated January 2013 and must clearly have been in
the mind of inter alia the MEC for Finance, the MEC for DARD and the Premier

of the Free State despite which all the further payments were made.

18.27 | again submit that allowing such substantial payments to be made, indicates a
clear choice to be complicit on behalf of at least the MEC of DARD, the MEC for

Finance and furthermore the Premiar of the Free Stale.

18.28 In reply {0 8 question to the Acting MEC for DARD, Mlamleli and as to whather
or not disciplinary action was instituted against the senior officials as
recommended in the National Treasury report and on 30 April 2015 the Acting
MEC for DARD, Miamleli stated that she was not aware of any investigation into

the appointment of Estina. | attach hereto as annexure "RJ48” a copy of the said

reply.

18.28 This is contrary to what was reported in the reply dated 28 April 2015 when she

21
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was guestioned whether or not the DARD had ceased payment to Estina and
what the reason for this was. She recorded that this was due o the National

Treasury report. | refer the above honourable Chairman to page 4 of the

abovementioned document

18.30  On 3 June 2018 the Public Protector issued a progress report, a copy of which

is attached hereto as annexure "RJ17°. The progress report records that:

“On 24 June 2014 the Acting Accounting General informed that the provisional
report was submiffed to the Premier of the Free Slale for comment.”

18.31 I submitthat the then Premier of the Free State, Mr Ace Magashule, had to have
been pertinently aware of the issues surrounding the Estina projects already in
June 2014 and despite this, deliberately allowed further payments in excess of
several hundred million Rand to be continued to be paid towards the project. |
respectfully submit that this indicates that at least the then Premier, Mr Ace
Magashule and members of his executive commiltee deliberately ignored the
MNational Treasury report in its content and its recommendations as well as the

progress report of the Public Protector.

18.32  Feam furthermore in possession of a Free State Executive Council memorandum
dated early 2014, a copy of which is altached herelo as annexure “RJ18" in
terms of which the then MEC for the DARD, Qabathe recommendad that the
Free State Development Corporation be allocated the 45% shares previously
owned by Estina and that the confract with £stina be terminated without penalty.
When a request was made to Premier Ntombela for a copy of the signed version
of this document, | was informed that the original document was amongst others,
seized by the Hawks and that this signed document was no longer in possession

of the Office of the Premier and/or the Executive Commitiee. \
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18.33 | attach the reply hereto as annexure "RJ19"

18.34 | again respectfully submit that the approval of the memorandum again
demonstrates that the Executive Commiltee and the Premier were at least

complicit in an effort to allow the perpetrators involved in this matter to escape

any liability for their actions.

18.35 During the 2014 debate on the budget and with the Office of the Premier |, in a

session, made the following statement:

“The Vrede Dairy project is ancther project that has only benefitted a company
called Estina and their friends in the Provincial Government. By cancelling the
contract, Estina appears to have milked the taxpayers and is now affowed to walk
away without penalties. The inflation of prices of goods and services provided to
the project as well as possible iregularities with the appointment of Estinag are

common knowledge.”

18.36 | aftach hereto a copy of my speech as annexure “RJ207,

18.37  in reply io this the Premier devoted all of his time during the reply in the debats
in a fierce personal atiack on me and my family that filled no less than iweive

pages of the HANSARD. | attach a copy of the extract of the HANSARD hereto

as annexure ‘RJ21".

18.38  Again, this demonstrates complete unwillingness on behalf of the Premier and

the Executive Council io iake responsibility for whai took place in Estina,

18.39 During a sitting of the Portfclio Committes on Agriculture and Rural Development
which tock place on 25 February 2015 | asked the MEC Jor the DARD several
questions regarding the Vrede Daiy Project. In particular, my guestions related
to the roll of the Department in the project at the time and what financial support

they continued to render to the project.
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18.40  The then MEC for DARD, Qabathe, at first tried to dismiss the questions claiming
that they pre-empted the State of the Province address debate scheduled for the
forthcoming Friday. She then indicated that it was not on the agenda for the
Commitiee. The chairperson of the Commitiee, Mr Thabo Meeko, conceded her

requests and disallowed my questions.

18.41  During a further sitting on 17 June 2015 and after Qabathe had become Speaker
of the Legislature and Zwane was reinstated as MEC for the DARD, | posed

certain questions to him during the sitting relating to the Vrede Dairy Project.

18.42 Zwane refused to answer my questions and the Speaker Qabathe protected him
by ruling in his favour. | wrote to the speaker on 1 July 2015 contesting her ruling
and requesting her to instruct Zwane to reply 1o my questions but received no

response.
18.43 | atiach hereto my letier {0 the Speaker dated 1 July 2015 as annexure “RJ22".

18.44  On the 31% of July 2018, the Auditor General issued a report a copy of which is

atiachad hereto as annexure "RJ23".
18.45 The upshot of the report was to find infer alia that:
18.45.1  That the Vrede Dairy Froject had effectively not been handed over o the
beneficiaries, and as such it was not established for this purpose as it ought

to have been; and

18.45.2 It confirms that payments were indeed made in regards the project even afier

&

the DARD had withdrawn from and terminzied the project,
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18.46 Subsequenily the Hawks investigation resulted in ihe arrest and charging of Mr
Thabethe, Ms Dlamini and Dr Masiteng amongst several other role-players on

or about 15 February 2018,

18.47 What was visible from the investigation of the Hawks wag that none of the
members of the Executive Council who were pertinently involved in the project

were arrested or charged.

18.48 Subsequently and on 28 November 2018 the National Prosecuting Authority
withdrew the charges against all suspects provisionally for reasons which | am

not yvet aware of.

18.49 Ifone considers the content of the National Treasury report as well as the context
of the information { have set out above, | respectfully submit that it clearly
indicates that the then Premier, Mr Ace Magashule, then MEC Zwane, MEC
Qabathe, MEC Mialeli and MEC Rockman were pertinently awsare of the issues
and problems with Estina and allowed substantial payments 1o conlinue being

made towards this project while being pertinently aware of the issues thereof.

18.5CG | submit that this together with the failure to impiement the disciplinary
recommendations of the National Treasury Report against the former Heads of
Department makes them compilicil in the greater Eslina scheme and that they

ought {0 alsc account along with Mr Thabethe, Ms Diamini and Dr Masiteng.

1851  In summary and {o substantiate what | state in this paragraph, the reasons for

this are as foliows;

18.61.1  They were supplied with proof of serious malfeasance by National Treasury

in the appointmeant of Estina and deliberately ignhored this;
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18.51.2  They were aware of the skewed share allocation to Estina and the fact that
Estina never contributed any of its own funds as required in the agreement

with the DARD;

18.51.2 The contract was drafled in the Office of the Premier and indicates that the
Premier should have been aware of this project and even ihe

misrepresentations relating thereto;

18.51.4  The approval of the project by the Executive Commiitee in spite of the
misrepresentations made by Estina and the DARD that they had an

agreement in place with the indian company Paras Dairy;

18.51.5  The continued appropriation of funds to the project in spite of knowledge that
the DAFF had withdrawn funding due to the National Treasury report

indicating serious malfeasance;

18.51.6  The implementation of the project with the knowledge that there were initially
no beneficiaries and that lists of beneficiaries were only produced afier
enquires, made by National Treasury, which beneficiaries were side lined and

ignored in the project;

18.51.7  The fact that no agricultural project of this magnitude could possibly have a

reason to exist, without beneficiaries as listed shove:

18.51.8  The cancellation of the agreement by the Executive Committee under Premier
Ace Magashule without penalties and with the knowledge that Estina did not
meet its commitments further makes them complicit in aiding and abefting

Estina and their partners to escape the consequences of the irregular and

iltegal activities. ﬁ
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18.52 Finally, and regarding the report issued by the Public Protector on 8 February
2018, a copy of which is aftached hereto as annexure “RJ24", | submit that this

also substantiates much of what | have stated above.

18.53  What is of interest regarding the Public Protecior's report is that an interim report
was issued, a copy of which is attached herelo as annexurs “RJ25" which |

submit atlributes substantial blame o the politicians involved in the matter.

18.54 This is the subject of an administrative review through the Public Protector's
report. This matier is, however, the subject of an administrative review
application which has been argued and in which judgment is being awsaited. This
application was brought by the Democratic Alliance in the High Court of South

Africa, Gauteng Division, Pretoria.

18.55 Should the judgment in the abovementioned matter become available | will

ensure that a copy thereof is presented to the Commission.

18.56 This is all 1 wish to record ai this stage.
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DEPONENT
Signed and sworn before me at B C'H/\\t \/\LW\ this a ] 'H" day of
A\Of\ [ \ 2019 after the deponent declared that the deponent is familiar with the

comentL of this statement and regards the prescribed cath as binding on the deponents
conscience and has no cbjecticn against iaking the said prescribed cath. There has been
compliance with the requirements of the Reguiations contained in Government Garzetie R1258,

dated 21 July 1972 (as amended).

COMMISSIONER OF CATHS: >

FULL NAMES:

CAPACITY: GERT JACOBUS VAN NIEKERK
Professional Accountant (SA}

ADDRESS: Pla VAM NIEKERK ACCOUNTANTS -

" Bethietiom, 9700
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PREMIER OF THE FREE STATE PROVINCE ON
16 FEBRUARY 2012

Honourable Speaker & Deputy Speaker of the Free State Legislature
Honourable Judge President and esteemed members of the Judiciary

Leaders of the African National Congress and the Alliance

Honourable Members of the Executive Council and Legislature

Honourable Members of the National Assembly and the NCOP

The National Chairperson of SALGA, the Provincial Chairperson of SALGA and all local
government leadership

The Chairperson of the Provincial House of Traditional Leaders

Leaders of the business, sports, traditional and religious sectors

Members of the diplomatic corps, including the Consuyl General of the United States of
America, Mr Earl Miller and the Indonesian Embassy Consul for Economic Affairs, Mr
Berlian Helmy

Veterans and stalwarts of our struggle

Comrades, compatriots and friends

Today, we reaffirm our commitment to serve the people of South Africa, and in
particular, the people of the Free State, in pursuit of a non-racfal, non-sexist, demaocratic
and prosperous province, where every citizen — African, Coloured, Indian and White -
can pursue their full measure of human development and happiness,

Centenary of the African National Congress

On 8 January 2012, the African National Congress returned to its place of birth as we
commenced the year-long centenary celebrations of our liberation movement in
Mangaung. The founding fathers gathered in the small Wesleyan church in Waaihoek to
map out a path towards freedom based on the profound values that are the heart and

soul of the African National Congress.

| wish to acknowledge the presence amongst us of the Maphikela and Moroka families:
as well as the presence of many of our military veterans of Umkhonto We Sizwe. The
plight of all military veterans will continue to remain our priority area and we will work
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closely with the South African National Military Veterans Association to further address
these matters.

Allow me, honourable Speaker, to also acknowledge the contribution of former Premiers
of the Free State not only to the struggle to attain our political freedom but also in
building a post-apartheid democratic state.

As | travelled through the province before and after the celebrations, it became clear
that our domestic and international visitors were overwhelmed by the hospitality of the
people of the Free State. Let me immediately acknowledge and appreciate the efforts
of our communities, black and white, which extended this warm welcome to our visitors.

Selemo sa 1912 e bile mathomo a leeto la dilemo tse 82 le lebisang tokolohong.
Nakong ena, ba tlileng pele ho rona ba lefile ka bophelo ba bona e le hore rona re tle re
phele monateng wa tokoloho mehleng ya rona. Difemong tseo tsohle, African National
Congress e ile ya hlahisa baetapele ba ikgethang ba kang Albert Luthufi, Oliver Tambo,
Walter Sisulu le Albertina Sisulu, Nelson Mandela, Chris Hani Charlotte Maxeke, Lillian
Ngoyi, le ba bang ba bangata. Banna bana le basadi bana ba ile ba re behela mohlala
wa boetapele bo hlokang boikgopolo, mme ba bopa metheo ya boitshwaro e kgemang
mmoho e boitelo, boikokobetso, boitshwaro bo botle Je tthompho. Mehlaleng ya bona re
furmana ho kgothala le mafolofolo a ho wantshana le diphephetso tseo re tobananeng

le tsona kajeno.

Honourable Speaker, last year | stated that the Centenary celebrations will never be
reduced to a mere project of the African National Congress. It is a celebration of our
political emancipation from racism and oppression and the return of fundamental rights
to the disenfranchised. It definitely includes the liberation of women from all kinds of

oppression and discrimination.

The centenary celebration and the- celebration of political freedom achieved since the
first democratic election, indeed, belong to all South Africans. It also presents us with
an opportunity to pay our respect and tribute to the icons of struggle produced by the

Free State province.

The Free State has reclaimed the historical greatness of its people. The founding
venue of the African National Congress, the Wesleyan Church in Waaihoek, the
Maphikela House in Bloemfontein and the Winnie Mandela house in Brandfort have
been declared as national heritage sites. Additional memorial sites that will be prioritized

by the national and provincial government will include the 1913 revolt of African women
in the Free State, the Moroka house in Thaba Nchu, Bram Fischer's house in Westdene
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and the Mahabane House in Kroonstad as well as various cemeteries and grave sites of
our freedom fighters.

Dit is deel van die kulturele erfenis van die Vrystaat en Suid Afrika. Dif js nie net die
erfenis van een spesifieke politieke party nie.

Our efforts to commemorate and give recognition to these historical sites continue to
redress the distorted cultural landscape of the Free State. The former residents of
Waaihoek, who are now primarily located in Batho, will benefit from the national fand

restitution programme this year.

Provincial Economy

Honourable Speaker, statistics show that there is a gradual decline in the population
growth of our province. In 2001, the Free State housed 6 % of the country’s population,
but this declined tQ 5.4 % in 2011. This adversely affects the provincial fiscal envelope
and makes it increasingly difficult to achieve the service delivery standards that we have

set for ourselves.

We have engaged with National Treasury to submit a compelling case that the
funding formula of provinces cannot be primarily based on population statistics but must
take into account major factors such as geographical size and the historical economic,
social and physical infrastructure backlogs of provinces.

Our provincial economy registered negative growth of 1.8 % during the 2009 global
crisis. Recovery has been slow as illustrated by the 2,1 % growth achieved in 2010.
Although the growth figures for 2011 have not been officially published by Statistics
South Africa, the provincially economy is expected fo grow by around 2.8 % in
2011. Undoubtedly we require a comprehensive industrial development strategy for the

Free State.

It will require the scale of determination and courage that brought about the realization
of the Containerized Manganese project in Bloemfontein. This partnership between
the Free State Development Corporation and Transnet unlocks the benefits of the
central locality of the Free State by linking the mines of the Northern Cape,
containerizing the manganese cargo in Bloemfontein and transporting it by rail to the
Durban port from where it is exported.

The centrality of our Province, our resolve as a Free State government, including our
potential as a major player in the movement of goods and the logistics sector have been
realized through the inclusion of the Harrismith Logistics Hub project in the Durban -

£eb.
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Free State - Gauteng logistics and industrial corridor as announced by President
Zuma in the State of the Nation Address. '

Mid Term Review

Honourable Speaker, we have initiated a formal mid-term review of our progress in the
national and provincial priority outcome areas. This process is expected to be finalized
by July this year. However, we aré already able to reflect on some of the progress we

have made to date;

Our matric pass rate has improved from 69.4 % in 2009 to 70.7 % in 2010 and
75.7 % in 2011.

s By January 2012, the availability of drugs at our health facilities has improved to
96 % across all districts against the 68 % when we took office in 2009.

+ The 2010 provincial crime statistics showed a reduction in only one category of
crime whereas the 2011 crime statistics for the Free State showed a decrease in 17

types of crime. M] Bow \)m\w%

W_ v ol RU‘&’G‘V'\-
We have rebuilt 1 thousand 339 dilapidated houses ih the towns of Van
Stadensrus, Jagersfontein, Kroonstad, Brandfort, Ficksburg, Senekal, Paul Roux
and Phuthaditjhaba, handed over deeds of transfer to 4 thousand 338 beneficiaries
and constructed in excess of 14000 houses through various housing

programmes.

e« We have strengthened the capacity of government immeasurably. This is
ilustrated by the permanent appointment of 1069 teachers in 2009, the filling of
1898 school- based posts in 2010 and a further 945 school based posts in 2011.

« During 2010, we appointed 250 Emergency Medical Service personnel and filled an
additional 828 posts in Health. To date, a further 4435 vacancies in Health were
filled during the current financial year, including 677 security officers at 19 health
facilities. 297 Masupatsela Youth Pioneers were permanentiy appointed in April last

year.

e« Our investment in the future of our youth is strongly illustrated by the
implementation of the Provincial Bursary Programme that has resulted in the
maintenance and allocation of bursaries to approximately 6000 students in the

period 2009 to 2012. o e

%ﬁygﬁ



RJ-024

¢ We improved our job creation opportunities through the Expanded Public Works
Programme from 18,115 in 2009/2010 to 32,108 during 2010/2011. The target for
the current financial year is to create 26, 979 opportunities and to-date 33 thousand
954 work opportunities have been created out of a total of 1, 237 projects.

Amongst the infrastructure projects we have completed since 2009 are;

« The construction of 13 state of the art schools and the upgrade of hostel
accommodation at various rural schoois throughout the Province.

) Infrastructure projects at five hospitals, the new Multi-Resistant Drug Unit at
Kopano Hospital in Welkom and the Forensic Mortuary as well as the Naledi
Transport Centre at Wepener and the Philip Sanders Resort in Bloemfontein.

. Various new libraries, the High Performance Training Centre for Boxing at the
Free State Sport Science Institute in Bloemfontein and multipurpose sport
courts at Vredefort, Heilbron, Petrus Steyn, Luckhoff, Diyatalawa, Mokgolokoeng
and Qibing/Wepener, a community gym in VanStadensrus as well as local talent
development centres in Sasolburg (Metsimahoio), QwaQwa (Maluti-a-Phofung)

and Thabong/Welkom (Matjhabeng).

. The Thitapole Dam in Motheo, irrigation developments in the Xhariep and
Lejweleputswa districts, a poultry hub and water reticuiation in Fezile Dabi as well
as schools, halls, créches, solar energy, clinics, houses and sport facilities in the
Thabo Mofutsanyane district have been completed as well as the construction of
14 animal handling facilities in four districts.

Honourable Speaker, the provincial government has strengthened its relationship with
ESKOM as one of the key stakeholders in our service delivery environment. During the
past year, ESKOM achieved 6 559 electrification connections with a target of an
additional 1 454 connections this year. During the past year, an additional 6 Compact
Fluorescent Light roil-out projects (total of 13 000 residential) and 11 energy efficiency
projects were implemented at a cost of R128 million. This is in addition to the 2.1 million m ,,‘t

CFL's, 14 684 solar water heating geysers and 24 897 ripple control units that have
been delivered since 2007. ESKOM is also constructing a technical training centre in
-:--'—'_"H_H_\_._'_\__—-'_'_"_—‘-——_——-________

Welkom.
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Creativity & Innovation - Cornerstones of an Interventionist Developmental State

Our initiatives to confront the challenges that face us have been frustrated by a plethora
of limitations. These limitations range from the global financial crisis to issues closer to
home such as unnecessary bureaucratic red tape wand, at times, a frustratingly rigid civil
service. Overcoming these limitations requires innovation; it requires us to try new
things, what academics often refer to as an “alternative development”.

We introduced Operation Hlasela in 2009 and stated that; “We are launching an all-out

ig%ﬁ offensive to free our people from the burden of poverty and underdevelopment,” In the
U‘N 2010 State of the Province Address we emphasized that; “In simple terms, Operation

Hlasela is a strategy, based on the ANC Elections Manifesto, which focuses on mass
mobilisation, intervention, collaboration and partnership to fulfil the notion of “working

together we can do more.”

Again, in 2011, we addressed the Operation Hiasela approach as follows; “Operation
Hiasela is not a stand-alone project that requires additional and separate funding by the
provincial government. Operation Hlasela brings together the resources of all spheres of
govemment - national, provincial and local — in a focused manner in order to bring about
real and concrete change in the lives and localities of our people.”

The township revitalization programme imptemented by the Department of Public
Works symbolizes our commitment to bring about real change in the lives of our people
through the Operation Hlasela approach. It is a joint urban regeneration project between
the Provincial and Local spheres of government and is part of government's integrated
Sustainable Rural Development and Urban Renewal Programme. It involves the
revitalization of strategic urban localities through refurbishing of infrastructure.

We have implemented the township revitalization programme in towns throughout the
Free State. We have reached the towns of Cornelia, Frankfort and Tweeling in the
Mafube Local Municipality. In the Ngwathe Local Municipality, the communities of
Parys, Koppies, Heilbron, Edenville and Vredefort have experienced the benefits of this
approach. We have done extensive work in Kroonstad in the Moghaka Local
Municipality as well as in the towns of Henneman, Virginia, Odendalsrus and Welkom in
the Matjhabeng Local Municipality. The Masilonyana Local Municipality implemented
the programme in Winburg, Theunissen, Verkeerdevlei and Soutpan.

Small towns such as Vanstadensrus, Ladybrand and Hobhouse and major urban areas
such as Batho, Botshabelo and Thaba Nchu have benefited from the programme. Our
continued focus area in Thaba Nchu will include the establishment of regional offices of

o
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growth over an extended period of time in order to significantly increase labour
absorption. The finalization of our customized Growth and Development Strategy will
concretize a shared vision and plan for our province in line with Vision 2030 being
developed by the National Planning Commission.

Major projects

Major projects announced during previous years have begun to materialize. This
includes the launching of the Kraft Paper Manufacturing Facility during April 2011 and
construction is expected to commence in the new financial year.

The Harrismith Logistics Hub {now part of the Durban - Free State — Gauteng
corridor) and the N8 corridor development remain some of the major projects that wili
unlock and stimulate the economic growth of the Free State.

The Passenger Rail Association of South Africa (PRASA) has finalized the feasibility
study of the Kimberley — Bloemfontein — Maseru Rail link and this project has been
identified as one of the prime rail investment projects in South Africa. Our work on this
project in partnership with the national Department of Transport, PRASA and other

stakeholders will continue.

A Technical Cooperation Project to support Small Medium and Macro Enterprises
has been established in partnership with the International Labour Organisation and the
Government of Flanders. This partnership aims to train and mentor approximately 2000
Small Medium and Macro Enterprises and is expected to contribute significantly to job

creation.

In recognition of the potential of the tourism sector to contribute significantly to
economic growth, the provincial government will continue to support tourism initiatives
such as the Bethlehem Air Show, the Cherry Festival in Ficksburg, the Phakisa Power
Boat Festival, the Tour de Free State and the Free State 500 NASCAR. These
initiatives do not only offer economic benefits but also support the provincial
government’s social cohesion programme.

We have undertaken the restructuring of our provincial public entities, specifically the
Free State Development Corporation and the Free State Tourism Authority. Further
consideration must now be given to improve and strengthen the governance
structures and arrangements of these provincial public entities and the extensive
recommendations of the Auditor-General will be implemented.



RJ-027

A comprehensive recovery and turn-around plan for the Free State Development
Corporation must be finalized in order to position it as a new vehicle to drive economic
development. Until this process has been finalized, specific measures will have to be
implemented to ensure that small businesses in distress do not become victim to the
inherent challenges of the Corporation. These measures must include the placing of a
moratorium on the foreclosure of businesses in distress. We have initiated a process
that will ensure that such measures will comply with the required legislative frameworks.

Re tla potiakisa ho thehwa le ho hodiswa ha dikoporasi, haholoholo indastering ya
theksthaele. Ana e tla ba a mang a mawa a tla re thusa ho tsosa botjha dibaka tse
kang Qwaqwa le Botshabelo. Ho lebelletswe hore phumantsho ya diyunifomo tsa
bahlanka ba sephethephethe, dinese, dikolo, bahlanka ba tshireletso le ditihoko tse ding
tse amanang le mmuso di tla tsamaiswa ke di co-operatives. Phepho ya bana dukolong
e lokelwa ho etswa ke di co-operatives. Ha re Hlaseleng unemployment! Ha re

Hiaseleng bofuma! Ha re Hlaseleng botswa!

We have made significant progress with the in-sourcing of identified services at our
public service institutions, specifically with regard to the permanent employment of
cleaners and security officers. As existing contracts to render these services reach their
termination date, the further in-sourcing of identified services will continue. | wish to
acknowledge and appreciate the support that we have received from organized labour,

specifically NEHAWU, with this initiative.

Hon. Speaker, one of the objectives we had set ourselves was to correct some of the
injustices to which our workers were subjected to during the past. When QwaQwa
ceased to exist as a so-called homeland, a number of female workers were transferred
from their place of residence to take up employment as cleaners for the provincial
government in Bloemfontein. During our interaction last year with cleaners of the
provincial government, it was agonizing to realize that these mothers had spent more
than a decade away from their families in some of the lowest-earning income categories

in the public service.

Today, 18 years later, we are finally able to announce that Me Malitaba Tshabalala, Me
Makolo Mahlomahoio, Me Puseletso Moeketsi, Me Linah Motsoeneng, Me Mantoa
Motsima, Me Manthati Motsoeneng and Me Dimakatso Mphuti have been transferred
back to their place of residence, QwaQwa, with immediate effect.
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Campaign with employers and labour

Honourable Speaker, throughout recent years we have been speaking about the state
of the provincial economy and the imperative for job creation. As we elevated job
creation as one of the major priorities of government, we understood that it is our role to
create a conducive environment within which job creation can take place. We also
understood the critical roles and responsibilities of the private sector and organized

labour in this regard.

The reality is that the state of the provincial economy will not improve and job creation
will not be achieved if we do not take concrete and decisive action. During the
forthcoming year, | will initiate an intensive campaign together with employers and
organized labour with the intent to ensure that all stakeholders cooperate in planning
and implementing programmes that will deliver the real and concrete jobs that the Free

State people and economy requires to bring abouf meaningful change. i wa

Power Generation

A self-sustainability model is essential for the Free State to achieve its economic growth
strategy. The Province needs to become a net exporter of goods and services to other
Provinces and countries. This can be achieved by maximising on its strengths,
addressing its weaknesses and developing mitigation strategies for current and

potential risks.

The development and value adding of mineral resources within the province is one of
the strengths that can be capitalised on. However, this cannot be realised if the country
cannot supply adequate cheap electricity in order to enable the development. There is a
need for the Free State to generate its own electricity in order for it to have greater
control of its destiny. Power generation becomes a value adding activity in the value
chain for the exploitation of the Free State coal reserves.

According to the Department of Energy, the Free State consumed about 9,740
Gigawatt-hours of electrical energy in 2009. About 63% of the power consumed in the
Free State is provided by Eskom, with the Free State municipalities distributing the
balance of about 37%. Eskom supplies mostly the mining, industrial and commercial
customer whilst municipalities supply predominantly domestic customers. The Free
State customer base is anticipated to grow once infrastructure projects such as the
development of the province’s coal reserves have commenced. Lesotho also offers the

potential of an alternative power market.
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The Free State provincial government will be engaging with national government and
State Owned Enterprises to realize the objective of establishing a power generating

plant in the Free State.
Deployment of Broadband Infrastructure

In 2007, the South African Government approved the building of an information Society.
Information and Communication Technology (ICT) Infrastructure is the foundation to the

development of an information Society.

The development of a Broadband Policy is in line with world trends. It is critical for the
Free State to achieve the goal of digital inclusion, enabling universal, sustainable and
affordable access to ICTs by all, and to provide sustainable connectivity and access to
remote and marginalized areas at both Provincial and Municipal levels.

In line with the mentioned strategic objectives, we shall strive to increase the
penetration of Broadband in the Province to ensure the realization of the goal of an all-
inclusive information society that can enjoy the economic benefits associated with

Broadband in both urban and rural areas.

A SKILLED AND CAPABLE WORKFORCE TO SUPPORT AN INCLUSIVE GROWTH
PATH

Honourable Speaker, the provincial government has implemented a comprehensive
programme to ensure that we contribute to the creation of a skilled and capable

workforce.

The Free State Training and Development Institute was launched in 2003 by former
Premier Winkie Direko. The purpose of the Institute is to facilitate in-house skills
development of the highest standard, based on identified skills gaps, to officials
employed by the Provincial Government, municipalities and other entities through an
integrated training model comprising of skills programmes and in-service short courses.

The extent of government's investment in the training and development of its public
service is evident from the fact that 3129 public servants attended training at the
Institute during the 2009/2010 financial year. A further 2014 attended training in
2010/2011 and to date in the current financial year, a total of 3366 public servants have
already attended training and development courses.
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| am pleased to report that since we assumed office in 2009, 2 thousand 823 young
people benefitted from learnerships and skills programmes- in various fields,
implemented by the provincial government in conjunction with Sector Education and
Training  Authorities (SETAs). An additional 1 350 young people started training

programmes during August 2011,

A clear exit strategy for beneficiaries of learnerships and skills programmes are
required. One of the aspects that we will further explore is the placement of these
beneficiaries with service providers who benefit from government procurement.

AN EFFICIENT, COMPETITIVE AND RESPONSIVE ECONGOMIC INFRASTRUCTURE
NETWORK

Honourable Speaker, as mentioned in the 2012 State of the Nation Address by
President Jacob Zuma, over the coming year we will work tirelessly with other
stakeholders to improve the movement of goods and economic integration through the
Durban-Free State-Gauteng logistics and industrial corridor. An increased focus
will also be piaced on the design, building and maintenance of the transport system and
roads in the province, especially within communities and important service roads to
boost transportation of goods and services such as our agricultural produce to various
domestic and international markets.

We will intensify the implementation of our plans in finalising the N8 Corridor
Development programme in order to provide economic and social benefits to the
communities of Bloemfontein, Botshabelo, Thaba Nchu, Tweespruit and Ladybrand.
There will also be infrastructure improvements at the Soetdoring; Koppiesdam; Willem

Pretorius and Maria Moroka resorts.

VIBRANT, EQUITABLE AND SUSTAINABLE RURAL COMMUNITIES WITH FOOD
SECURITY FOR ALL

The provincial government introduced Mohoma Mobung as the provincial growth and
development strategy for the agriculture and rural development sector. It is a multi-year
mega Public and Private Partnership business concept that deals with income
generation through farming in the rural area of the province, the creation of on- and off-
farm agri-business, value chain enterprises and Black Economic Empowerment,

Ons het aansienlike vordering gemaak met die implimentering van inisiatiowe wat ons in
die verlede aangekondig het. Dit sluit in:

1l
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Implementation of Mahau, Boitumelo, Tshepiso, Aganang and Oppermans
Irrigation schemes in the Xhariep district area to utilize 3000 ha of water rights.

Twenty two mentorship confracts were signed to provide support to two hundred
and ninety five (295) farmers.

Agro-processing have been extended at Wilhelmina through provision of
additional processing equipment for fruit, a dairy parlour and dairy animals and
extending production. In partnership with Potato SA and the Department of Rural
Development and Land Reform, agro-processing of potatoes at Makgolokoeng
both through planting and the imminent construction of a processing plant where

frozen potato chips will be processed.

A dairy project will be established in Vrede that is expected to create an additional
150 jobs.

We are in the process of implementing thirty-nine fish tanks at the Xhariep Fish
Hatchery for the production of fingerlings in the three towns of Springfontein,
Koffiefontein (Gotswametsing) and Bethulie. 13 Fish tanks will be established in
each of these areas and the Xhariep district has been identified as a fish hub for

the next three years.

Honourable Speaker, allow me also to recognize the immeasurable contribution of our
established farming sector that contributed R188 million to the provincial economy
through the export of animals and animal products to SADC and European Union

countries. | would like to specifically mention:

Mr Almur Smit from Parys who exports layers to Lesotho;

Mr Edwin Claassen of Sasolburg who exports red meat to Lesotho, Namibia,
Swaziland and Botswana.

Supreme Poultry from Botshabelo that exports poultry meat to Lesotho and
Namibia, and

Mrs Tefblanche who exports hides and skins to European countries.

It is important to_emphasize that South Africa is a constitutional state and there will be
no land-grabbing that takes place in the Province or the country. We call upon all Free

e —
fale farmers, and white, to work together to maximize agricultural output that will

increase food security for us all.

A&
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SUSTAINABLE HUMAN SETTLEMENTS AND IMPROVED QUALITY OF
HOUSEHOLD LIFE

The integration of our communities must be the starting point that drives human
settlements, because this will inevitably lead to sustainability in economic development
and social inclusion. The government of the Free State is mindful of the legacy of
apartheid spatial development that continues to haunt the democratic South Africa and

the Free State Province.

Our human settlement approach is driven by our resolve 1o improve the quality of life
for our citizens. Our intention over the years going forward is that our citizens, in
particular the historical disadvantaged, must be provided with shelter. Clearly, the
process of providing ownership of houses has ensured the creation of relative economic
assets and security to many members of our society. -

The Free State Development Corporation has entered into a tripartite partnership with
the Free State Department of Human Settlements and the Mangaung Metropolitan
Municipality to facilitate and implement a Mixed Housing Development of 3,000
housing units in Mangaung. The project is aimed at addressing the housing needs of
persons in the R3,500 to R12,000 per month income bracket, who do not qualify for
RDP houses and struggle to obtain home loans from commercial banks. A similar
partnership was entered into with the Moghaka Local Municipality for the construction
of 2,000 Mixed Housing Development units in Viljoenskroon and Kroonstad.

Whilst we will continue to consolidate our housing delivery programme, we must be
critically aware of the need to maintain the highest level of prudency in the management
of service-delivery as well as the appropriate planning of municipal services. Over this
year, we will focus on improving municipal area development that leads to social and
economic development. This renewed focus will be preceded by comprehensive
performance planning that delivers on needed improvements in targeted areas.

Mohlomphehi Speaker, Selemong sena se tlang re tla tsepamisa maikutio hahofo
phethelong ya diprojeke tsa bodulo tse sa phethelwang. Ke boetse ke laetse hore re
lokela ho qoholla bodulo ba maqheku, haholoholo ba dilemong tsa bomashome a
supileng, fe ho feta, bao esale ba le lenaneng le emetseng matlo ho tloha ka 1994, Ruri
re hloka ho shebana le ditthoko tsa karolo ena ya baahi ba rona e hlokang tihokomelo
hanghang. Re tla efsa merafo ya tthabollo e ditieho dj lekaneng hantle, ya difemolemo,
e sa shebanang le ditshebeletso tsa motheo feela, empa e ta isa ntshetsopeleng ya
moruo le bophelo Botshabelo, Thaba Nchu fe Qwagwa.

13
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From the inception phase, the development of these plans will be done in
consultation with communities and all relevant stakeholders. We will also involve
the appropriate national government departments, national agencies such as the
Development Bank of South Africa (DBSA), Industrial Development Corporation (IDC),
ESKOM and TRANSNET. | will convene a Premier's Town Deveiopment Summit to
discuss the implementation of the plan with potential investors and social partners.

We will embark on an extensive programme to identify housing beneficiaries during
March this year together with our Community Development Workers, Ward Committees

and local municipalities.

In addition, we will consolidate human settlement infrastructure development of social
and rental housing in Masimong Harmony, G Hostel, Silver and Dark City and
Brandwag. The Brandwag social housing project in Mangaung entails the conversion of
municipal flats into social housing and aims to increase the social and economic
integration of the area and targets low-income eamners as beneficiaries. All tenants who
are currently staying in the project area and who fall outside the target market must

relocate.

RESPONSIVE, ACCOUNTABLE, EFFECTIVE AND EFFICIENT LOCAL
GOVERNMENT SYSTEM

Honourable Speaker, despite various improvement in some of our municipalities in the
Free State during the past two years, much still have to be done towards creating viable

and sustainable municipal service delivery.

We believe that government should achieve this by ensuring that municipalities have
sound financial and administration systems, by building a strong revenue base that not
only encourages, but also hold the users of municipal services accountable for the
payment. In conjunction with the political leadership within municipal councils and their
management teams, we will work towards the delivery of quality and sustainable
municipal services and improve participatory democracy where communities to facilitate
community involvement in governance and development in their areas.

The 2009/2010 audit outcomes of municipalities, showed an improvermnent in the audit
outcomes of six municipalities, whilst 13 municipalities remained unchanged and one
municipality regressed. The audit outcomes of municipal entities showed an
improvement in two instances whilst three remained unchanged.
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in the forthcoming year, we will be deploying teams of suitable qualified and
experienced personnel, comprising of both the provincial and natjonal sphere of
government as well as the private sector, to the Mafube, Ngwathe, Tokologo, Nala,
Phumelela, Masilonyana and ail Xhariep Municipalities to provide Sustained support

over a longer term period.

stakeholders—within— ater and electricity industnes in Wesselsﬁron, LCusaka

(QwaQwa), Parys, Odendaalsrus, Ficksburg, Botshabelo, and in Mangaung in the areas
of Isithwalandwe, Khayelitsha and Phase 9.

In addition, honourable Speaker, the implementation of the extensive Cleaning
and Greening campaign throughout the Free State will be intensified.

Honourable Speaker, | wish to call upon all public Servants within the provincia] and
local government sphere to ensure that we place the interests of the communities that
we serve as our foremost priority and that we make excellent service delivery standards
the norm of our daily work. Equally, honourabie Speaker, allow me to acknowledge and
appreciate the role of all our public servants, including organized labour, in bringing
about meaningful change in our service delivery environment.

COOPERATIVE GOVERNANCE

The Provincial Executive has through various interactions with the President and the
Ministers of Finance and Transport requested national govermment assistance for the
provincial Departments of Treasury and Police, Roads and Transport. Progress on the
national assistance will be measured and monitored on 1 regular basis over the period

of intervention.

DEALING WITH CORRUPTION AND FRAUD

Commission.
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There is, however, no such requirement regarding the disclosure of financial interests of

public servants below the level of Director. Not surprisingly, the majority of the identified

cases of conflict of interest involve public servants who fall outside the senior

management service and therefore have no disclosure obligations to meet. | have

requested the Minister of the Department of Public Service and Administration, the

J Public Protector, the Auditor-General and the Chairperson of the Standing Committee
@» on Public Accounts (SCOPA) to provide us with further advice on this matter.

E\ (\\Qf The Office of the Premier and the Provincial Treasury are coordinating a process where ( X0
&+ all instances of identified conflict of interests, as reported by the Auditor-General, are w _
investigated by the relevant Provincial Department and appropriate action will be taken \E&
by the relevant department. A report on such action taken will be filed with the Provinciali ‘)«m g@
Treasury and the Office of the Premier and will be provided to the Auditor-General.

The Provincial Treasury is also coordinating a process {o ensure that reported
irregular, fruitless and wasteful expenditure reported by the Auditor-General are
properly investigated by the relevant departments and, where possible, corrective action
is taken. Such corrective action may include disciplinary action against officials
responsible for causing irregular, fruitless and wasteful expenditure to be incurred and_-\,j;»ﬂ’:k 9
the possible recovery of monies from such public servants or service providers. W N A

YOUTH DEVELOPMENT

Honourable Speaker, the Free State province produced young lions who would have
been able to make an invaluable contribution to the achievement of our political and
economic freedom. | wish to pay our respect to the late Manniki and Boiki Motlohi,
Nathaniel Melthalfe Teboho, Freddy Basholo, Solly Mdingi, Sipho Mutsi, Teboho Sikisi,
Thengiwe Ndlovu, Scotch Moeketse and Master Nakedi.

These young lions embodied the spirit of youth leadership produced by the African
National Congress. They were strong-willed, vocal and principled. They displayed a
profound knowledge of the founding principles and values of the African National
Congress, the struggle for a better life for all people of the Free State and they
understood the dynamics of generational leadership. Indeed, their absence leaves us

much poorer.

Youth unemployment is not only 2 statistical matter, but it is at the core of the quality
of life, as it negatively affects the welfare, livelinood, development and progress of
youth. There is obviously an imperative for us to act decisively to intervene and arrest

the challenges of youth unemployment.
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Honourable Speaker, between September to December 2011, the Executive Council
met unemployed graduates from all districts in order for us to understand the scale and
dynamics of graduate unemployment in the Province. A database of unemployed
graduates has been developed by the Office of the Premier. This will form the basis for
targeted strategies and programmes to be developed together with our private sector
partners to proactively address this chalienge.

V7

We are pieased to announce that ESKOM has confirmed that they will draw 150

candidates from the unemployed graduate database for placement in intemnship
“programmes in the human fesource, engineering, communications and finance fieids.

Technology, the local govermnment and private sector will be cooperating in the
development of a programme that will resuit in the placement of students who require

For the 2012 academic year, we have allocated an additiona| 1500 new bursaries to
deserving students to study at various Universities and Collegem
mmp—:mmw'
am pieased to acknowledge the contribution of the private sector such as Standard

During 2009 a total number of 336 bursary holders completed their studies. The
graduates, who did not find employment, were all taken up in internship programmes in

various government departments,

During 2010, a total number of 242 students completed their studies. 22 of these
students were employed in the private sector and 181 were employed in

government,
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An overview of the progress we have made in the youth development sector include the
following;

. The National Rural Youth Service Corps (NARYSEC), the Re Jala Peo
programme, household profiling to inform the Comprehensive Rural Development
Program (CRDP) and War on Poverly (WoP) and the establishment of youth
development cooperatives focusing on  primary production, marketing,
manufacturing and processing.

. The Tourism Ambassador Programme, the Hospitality Youth Initiative and the
Training of Chefs programmes focusing on facilitating youth empowerment in the
tourism and hospitality sector.

. The National Youth Service and the implementation of apprenticeship, learnership
and contractor development programmes.

Hon Speaker, these examples ilustrate the significant extent to which the provincial
government has translated its youth empowerment and development policies into
practice. Some of our priorities in this regard will include;

e The possible expansion of the National Youth Service and existing youth
development initiatives

. Fagilitating the introduction and/or improvement of appropriate career guidance at
secondary school level in consultation with Student Representative Councils,

institutions of higher learning and other stakeholders

* Creating an environment conducive to promote youth entrepreneurship linked
with business development support and.

. The establishment and development of youth cooperatives

We acknowledge, honourable Speaker, that we could further strengthen the
coordination of initiatives between the National Youth Development Agency as well as
the provincial and local spheres of government. The participation of the NYDA in the
provincial cluster system will facilitate the prioritization of youth development issues.

1.

| will also be convening a Free State Youth indaba within the next three months where

——— — =
_we_will_create an o Srtunity to interact with ail youth on matters relating 0
_empowermentand development. -
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SOCIAL COHESION

Honourable Speaker, allow me to report that refurbishment projects are in progress at
17 special schools and we have appointed 19 social workers at special schools. We
have also established services for the visually impaired at 15 libraries at a rate of 3 per

district.

Our efforts to ensure the inclusion and mainstreaming of our most vulnerable sectors,
specifically the disabled, women and children, in the programmes and initiatives of

We will continue our Support and involvement with identified sports codes such as
Free State Rugby and our rugby team, the Cheetahs. The Free State provincial
government will actively support the initiatives to ensure that the Cheetahs retain its
status in super rugby. Our soccer teams, Bloemfontein Celtic and Free State Stars,

are ensured of our unwavering loyalty and support.

Implementation of our programme aimed at the upgrading of school and public sports
facilities will continue. The first phase of design of the upgrade of the Seisa Ramabody
Stadium has been completed and construction has commenced. The roll-out of
community gyms will be included as one of our priorities to promote and achieve a

“healthier lifestyle Tor all of our people.

—
The expansion of various sport, arts and culture programmes to all sectors throughout
the Free State will be promoted. During this term of government, we will also ensure the

heritage.

Honourable Speaker, the significance of our initiatives to encourage and promote
reconciliation towards achieving social cohesion should not be under-estimated. | want

to urge all people of the Free State to participate in these initiatives, including Mandela
\____-‘-_‘_'———-——___‘

Day and the annual Reconciliation Walk that we initiated last year.
ey 9Nl

17
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The Summer Olympic Games will be hosted in London this year. | am sure we are all
unanimous in expressing our support and well wishes to the South African sportsmen
and women who will make our country proud during these Games.

Allow me to use this opportunity and join the rest of South Africa to extend heartiest
congratulations and good wishes to the wife of the late former ANC Treasurer General,
and SACP general secretary, Moses Kotane, who turned 100 years old on Sunday the

12" of February.

CONCLUSION

Honourable Speaker, | would like fo invite the members of this House, the media and

the general public to accompany us on a public visit to verify the progress we have
made against the objectives we have outlined for ourselves. The details of these

verification visits will be announced over the next few days.
Honourable Speaker, there is no more appropriate way to conclude than by
emphasizing President Zuma's referral to the wisdom of ANC Women's League

founding president Charlotte Maxeke who said in her Presidential address to the
National Council of African Women,

“This work is not for yourselves — kill that spirit of self, and do not live above
your people, but live with them. If you can rise, bring someone with you”.

Let us Hlasela!
Laat ons Hlasela!
Ha re Hlaseleng!
Thank you.

Baie Dankie

Ke a leboha.

70\1') S SLKAI/\/\)% ../w\/us ;L,J\{m( \/\gg)p {\/
b G e.%lr' \/\glk\ - )\/W .M J\GVWLSV\
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Seemingly coneeptualised dur-
ing the first half of last year, the
project started taking off when
the Phumelela local municipality,
which includes Vrede, ceded the
Krynaauwslust farm outside the
town to the province last December.
The provincial agriculture depart-
ment, which will fund the project,
immediately handed it to Estina
under a 99-year rent-free lease.

The plan is for Krynaauwslust's
4400ha to house a large herd of cows
and a huge processing plant for milk
from the farm and beyond.

(uw

A second pruposal ducument ha]ls
the technical prowess of Paras. It
calls Estina “the local representative
company which has been appointed
by Paras” to engage with the provin-
cial agriculture department on the
dairy project. Both documents carry
Estina and Paras logos.

But this week a Paras spokesper-
son in India, Bharti Singh, repeated
the company’s denial that it knows
of Estina or the Vrede project. Singh
said she had circulated amaBhun-
gane'’s query to all Paras directors.
“We have no businesses in South
Africa. We don't know Estina. There
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Member of Ihe Executive Council
for Agriculture & Rural
vevelopment

FREE STATE PROVINCE
10 July 2013

Me S Magwandana

Chairperson
Portfolio Committee on Agriculture and Rural Development

Private Bag X 20561
Bloemfontein
9300

Honourabls Chairperson

REPORT ON THE VREDE INTEGRATED DAIRY PROJECT

in relation to your inquiry about the matter referred to above, | would like to respond as
follows:
Vrede integrated Dairy Project: Proposed integration of Dairy and other elements of

production and processing with the smphasis on value-addition and beneficiation, such
as a range of processed dairy products aligned with the Agri-BEE business norms

stipulated by Government.

1. Executive Summary

The Department of Agriculture and Rural Development is setting up of an Integrated
Dairy Project at Vrede in the Eastern Free State under the Mohoma Mobung initiative
as outlined in the concept document as is flagship Project.

The Department representative and a representativeof Estina visited India, the largest
mifk producers in the world, and met with several established Dairy Producers and Milk
Processing Plants, many of whom expressed keen interest in working with the

Department on this prestigious Project.

Page 1 of 5
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The Department thereafter signed an agreement with ESTINA PTY LTDon the
T understanding” that Estinahadstrong Tefationships: with severatweti-estabiished-Dairy
producers in India,to deploy this flagship Dairy Project in Vrede. The Agreement covers

setting up of Dairy Plants to produce milk and related Dairy products in South Africa.

A phased investment by partners in the project is based on a total projected investment
of R570m (five hundred and seventy million rand). The first phase impiementation of
the project is based on an initial Grant of by the Department whereby a total of R114
million is required per year. This will add up to a total committed grant of R342m (three
hundred and forty two miltion rand) over a period of three years. The second Phase
implementation is the Processing Plant by Estina for the Amount of R228m (two
hundred and twenty eight million) in the second year of implementation. At the moment
we are implementing the first phase of the project.

DAIRY INFRASTRUCTURE (PHASE ONE)
% Location - Vrede, Phumelela Municipality
& Cattle — 500 Cows In-Dairy and 500 Cows to be donated
% infrastructure — Dairy Parlour/Feed Storage/Feed-Lots/Land cuitivation for
Feed

PROCESSING PLANT (PHASE TWOQ)
& State of the Art Certified Facilityto be setup
E initial Processing capacity of 100,000 fitres per day
f = Initial targeted milk intake of 40,000 iitres per day.
¥ Products to include Liguid Milk, UHT Milk, Cheese and other products

PRODUCT MARKETING & SALES
- Products will be branded “Mohoma Mobung"”

e Aggressive marketing campaigns using celebrities and Sporis icons as
brand ambassadors

g Supply of Bulk Milk to Hospitals and UHT Milk to Schools

Page 2 of 5
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The department is in the process of fagilitating the identification of 100 members of the
Community who will be pariicipating in the project

2. The flagship project

The objectives with the project are to:
@ Utilise the existing natural and other resources to create a viable large-scale

integrated agro-industrial enterprise;
Broaden the agro-industrial production base of the district;
Improve the food security situation for a number of rural communities;

Create a number of small enterprises; and
Alleviate the poverty of the surrounding communities.

* B & &

In the table below a short summary is provided of the salient figures which apply to the
planned project.

Overarching Benefits for the Province and the Nation

® In line with the Agri-BEE business norms stipulated by Government, it has been
agreed that a new Special Purpose vehicle (SPV) be created in which ESTINA
will hoid 2 48% share while the remaining 51% shares will be distributed to

selected Grant recipients.

= Estina will provide the required capital injection as outlined in the proposal, as
weil as the technical know-how.

. It is envisaged that this integrated agri-business project will become a centre of
excellence for the entire Free State and even the neighbouring Provinces.

. Eventually this Project will provide On-site, in-service practical agricultural
training for aspirant farmers to equip them for the profitable operation and
management of their own DARD projects, albeit:

~  Primary production of livestock and agricultural produce, or

-~ Value-adding and beneficiation to livestock and agricultural produce

Page3of 5
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s Basic business, financial and management skills fraining and in-service

application

. Cooperative processing, value-adding and beneficiation of livestock and
agricufiural produce for all DARD projects in the Free State

® Cooperative marketing facilities into the major consumer markets of South and
Southern Africa for all milk projects in the Free State thus creating the necessary
critical mass and economies of scale which will unlock additional financial benefit

for project participants
3. Phases for Project Deployment

The Depariment has brought to the fore the problem of iack of funding for this project
which has been a major stumbling block in the execution of this type of project in the
past. This issue was also raised as a serious concern by the Indian Partners. However,
with a view to crystalizing the vision of the Department, Estina has, of their own accord,
enabled a phased approach to the project, whereby the Department will release
available funds and Estina will ensure the implementation of the project in a moduiar
form with technical know-how inputs from Estina and, when required, financial

participation as well.

4, The need for the chosen Dairy Project

;ta;a;n be concluded that there is an urgent need for this project based on the following
« The sale of mik provides extra income on a regular basis to rural pecple who
often have just enough to get by. Mitk sales also improve the nutritional status of

rural populations, though not necessarily the urban needy. Milk is also one of the

few agricultural products which can be supplied and marketed regutarly by non-
landowners. A dairy plant creates johs in rura! areas, and thus helps check

urban migration.
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OFFICE OF THE MEC

Privata Bag X02, Bivsemfontein, 9300

Chemistry Building Ground Floor, Room 116 Glen
Tel: (051) 861 8506 Fax: {057) 581 8575 —
E-mall: jacobs @fs.agric-2e. ke




RJ-049

» Mik and milk products are thought of as staple foods in most developing

— . countries._Favourable production _condifions mean thal everyone can consume .
large amounts of milk and dairy products. For many of the world's peoples,
however, even though milk plays no role in the diet, if balanced food is available
in sufficient quantities, neither health nor welfare should be affected by the lack
of milk. Milk protein can enhance plant protein and in a diet combining several
foods, a compensatory balance is established among the various sources of
proteins. Animal proteins supply essential amino acids, ptant proteins can then

economically top up the total supply.

« Many Third World countries find it hard to right the balance of payments:
imported dairy products are one foreign exchange savings which can be effected
by a dairy development policy. Moreover, international prices may go up in the
medium or long run, placing a country which is not in a position to partially
substitute imports by local production at a disadvantage

| trust that this report will suffice. Should you require any further information, please do
not hesitate to contact this office.

Yours faithfully

&)t

Mo, MG Qabathe (MPL)
MEC.: for Agriculture and Rural Development

Free State Province
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FILE: interview Dlamini - CFO

Present. Suad Jacobs — ENS, Trevor Barnard - ENS, [Dipatle] Dlamini - Department of Agriculture

and Rural Development.

JACOBS: CFO, thank you very much for meeting with us this morning. As we discussed
yesterday, we would like to chat to you about the Vrede Dairy Project. Overnight you
prepared some documentation for us and we started with the pack that you indicated
addresses, bullet point 1, 2, 6, 7 and 8 in the letter that we sent you last week requesting
documentation. We were just talking about the documents. You were faking us through the
documents so effectively this presentation that I'm having a lcok at now, titled "Proposal to the
Department of Agriculture and Rural Development from Integrated Dairy Project in Vrede, Free
State. You say this presentation was made by Esfina on 24 May 2012 and this presentation was

made of the senior employees in the Department that visited India.

DLAMINI: Yes.

JACOBS: Allright and you mentioned that the senior members of the Department that had

—n

visited India was the HOD for the Department as well as the MEC.

CLAMINI: I'm not sure [inaudible 0:01:30.4] yet the memo from the Premier that [normally] the

Premier faxed. [Inaudible 0:01:36.0] I'm not 100% sure of the MEC but I’qr‘ﬁ 100”%sure that should”

he attended was part of the delegation that went there but the office will then before you

leave, would have given you the memo that was approved by the Premier for people to go to

India.

JACOBS: And when was the trip to India?2 Do you know more or less2 We can see the exact
dates from the memos and the motivations that would be attached but

DLAMINI: remember of relying the fact that | still remember what date was it.

JACOBS: Butit was after, you say this presentation was after that visit.

DLAMINI: Ja this presentation was after that visit,
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JACOBS: Ok so Estina came here and they did the presentation, You say senior management

wds present.

DLAMINI: Yes.

JACOBS: Whois that?

DLAMINI: it was two Directors and | was also there. [HOD] was also there but unfortunately,
that’s what I'm thinking, I'm still struggling to locate from the secretary, the person who was
taking the minutes has both resigned, so I'm not able fo, I'm sfill frying to frace the attendance
register for that particular day and the attendance register and the minutes of that particular
day but few people, I'm not sure maybe you must also advise me because | can also get
people who can confirm that | was in that meeting. | can give you, | can make a list and say
people must confirm because if | can give you the list that you confirm to say that they were in
that meeting.

JACOBS: The HOD was in the meeting and you werg in the meeting.

DLAMINI: Yes.

JACOBS: You're clear on that?

DLAMINI: Yes.

JACORBS: Mr Masikeng, was he there?

DLAMINI: I'm not sure whether Dr Masikeng.

JACOBS: But we'll check with him.

DLAMINI: Was there but you will check with him whether he was part of the meeting.

JACOBS: And the MEC was she there?

DLAMINI: MEC was not there. It was a he then, not she.
JACOBS: Oh.

DLAMINI: The she is no.

JACORBS: Sothe MEC wasn't present?

DLAMINI: No, the MEC wasn't present.
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JACOBS: And who is the MEC at that stage?

LAMINI: MEC Zwane,

JACOBS: And the new MEC is¢

DLAMINIE: MEC Qabathe.

JACOBS: How do you spell ite

DLAMINI: Qabathe.

JACOBS: And when was she dppointed?

DLAMINI: Qabathe, March.

JACOBS: 20132

DLAMINI: 2013.

JACOBS: So effectively Estina came to speak to you and to do a presentation on the project.
DLAMINL Yeah.

JACQOBS: Ok and what was the presentation aboute

DLAMINLI: I you look at that presentation that presentation was basically about setting up a
dairy project right? The location and everything, it was idenfified by us, by the Department.
Myself could only be when the delegation was India, this was some of the things that were
discussed and then they had to come up and then make a follow up to say where is the
location and all that so ja. Basically the presentation was about setting up and partnering with
us in terms of doing the dairy in different states.

JACOBS: Ok.

DLAMINI: And they also, | think at the heart of the whole thing is to {inaudible 0:05:41.0] they
want to come and invest in terms of putting up a profiting land and the Department must
[inaudible 0:05:54.4] about the farmers in terms of setting up the dairies which the dairy would
produce the milk and the processing plant will assist in terms of the beneficiation of the milk,
JACOBS: Ok. We are going to go through this with you but | can see some of the

documentation looks familiar already.
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DLAMINI: Yeah we gave some of the documentation of it 1o, that was the memorandum of
argument which ailso regulate the country fo country but it's the broad one is sent by the
Minister. Those are the minutes is the extras because that was another rmeeting with the DG,
who took place with the DG, the MEC, Treasury, the HOD Treasury, the [inaudible 0:06:45.9]. The
reason why I'm giving you the extras is because the meeting was called, the meeting show you
the resulls of the, if you look at the Exco resolution, that's the results of the Exco resolution right
but it was called in the Premier’s office by the DG right but unfortunately I'm also not able to
locate the Minister of the meeting but the extras is from one of the advocates who is a State
Law adpvisor in the Premier's office because when | was trying to say to them “Can YOouU give me
the minute and the tender [Inaudible 0:07:17.8] for that particular day nobody could give me. |
could not locate that but the advocate said “l can give you the extras that my own [Inaudible
0:07:27.9] that | was making for that particular day™.

JACOBS: Ok. Fine. We're going to take you through all of the documentation. We have a
couple of guestions we would like fo ask you obviously but let's just have a look so these you
can go through again, have some idea and then the others?

DLAMINI: This are the payments | give you, | give National Treasury already copies of this
payments. The unfortunate part now is the time when | did them | did not know that my
[inaudible 0:08:03.2] in finance gave me the copies. My problem now is that we have just,
Finance has just moved from the from Town to here so some of their documents are still in boxes
and it's a lot of documents so we could only trace two of those documents but | believe that
majority of documents or all of the documents | may have given them to National Treasury
already but this ones there | did tell you because this ones without the sheet of the copy that
shows who approved what but this one has got all the information in it. So this relotes to the
payments [inaudible 0:08:46.5] with that [inaudible 9:08:52.7] and then this pack here are
[inaudible 0:09:15.9] communication between us, Estina and the communication within our

[inaudible 0:09:21.0] and the consultation that we did with the farmer. This pack here addresses
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the budget issues. We also asked about documents relating to the budget, this oddresses the
budget issues. My only dilemma, | need to agree with you because this could [be business] are
the only copies that we are having but there is a lot of information in this. It's not only relating to
the Vrede deal it relates to all the grants right, the CASP grants but in it you'll find that Vrede is
here so I'm not sure whether you'll allow me to copy this cover page that shows this particular
document was approved and also make you a copy of the extras that shows that Vrede did
was budgeted and the grant was approved. The business plan for, this is what you call the
business plan for that [inaudible 0:10:45.9].

JACOBS: Not familiar with the document. Let's have a look. We have got copies or you
provided copies of the 2013/2014,

DLAMINI: This is 2013/2014 one. This is 2012,

JACOBS: 2012/2013

DLAMINL Because the [Inaudible 0:11:06.2] has started last year mos.

JACORBS: If someone could copy this for us today that would be great. What I'll do is we'll have
a look through our file but | think we have a copy of the 2012 2013/2014. If that is the case then
I'm not going to take another copy.

DLAMINI: Ok,

JACOBS: Because then we'lljust mark it that you've given us this copy and it's the same.

DLAMINLI: Allright. So in the meantime while, when we are finished while you'll be seeing HOD |
will then make a copy so that before you leave you get a copy or unless you want to take it to
HOD then | can make it overnight and then tomorrow night

JACOBS: Dr Masiteng drafts this, Dr Masiteng so we wanted to chat to Dr Masiteng about this
document.

DLAMINI: It's a CASP co-ordinate, one there.

JACOBS: Does he not have copies of.

DLAMINIL: That's the one | [inaudible 0:11:58.7] from you.
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JACOBS: Ok that's fine. We leave that for now.

DLAMINI: These are all the allocation letters from Treasury. The allocation letters is relative, that
comes and says this is what we are dealing for agriculture and this is housing and all those
things that is specific that indicates.

DLAMINI: Can I have signed versions of these documents please? These are not signed, none
of these so | need the original.

DLAMINIE: Pl have to check with the office of the HOD if they have originals because normally
Provincial Treasury would have sent it via the emails. That one is signed. That one is not.
JACOBS: Thisis Mr Thabeihe

DLAMINI: Those are final allocations. Let me see no then this one is [inaudible 0:12:52.6] tender
basically you can work from this. This one is [faulty]. This is a final, it's the same document
linaudible 0:13:17.0] this one, you can take this two copies [ihaudible 0:13:22.0]. | will then try
project the sighed copies of 2014/20

JACQOBS: This one is signed and one of the others are also signed,

DLAMINL [inaudible 0:13:34.6] told me this project | can. This one is [inaudible]

JACORBS: Is this the same one?

DLAMINE No this one is

JACOBS: Let's take the preliminary allocation its ok. Then I'll just mark it and you could have
that cne because ! think that one is also

DLAMINI: No this one and that one is the same. At the back of that one there’s another one of
2013/2014, that one is not signed, that's the one | must get the sighed copy for you.

JACOBS: Nolthink that one is sighed.

DLAMINI: No this one is 12/13 to 14/15. It's the same as this one. Look at the one that is signed.
These two are the same.

JACOBS: No, they're addressed to different people.

DLAMINI: Oh they're those two different people because we had two different departments,
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That's fine.

JACOBS: We've got these two and the preliminaries that are fine. Have we got every page of

ite

|C2

ARNARD: Ah.

JACOBS: Isit the same?

BARNARD: I've gone right through this it's the same. I'll check the front and middle of that so
that | can check every pack.

JACOBS: Have we got that from. | think the back one will be the right one, that one was the
one that we submitted. Is that the one we picked up in Pretoria?

BARNARD: Hm.

JACORBS: That's fine. So we've got the 2013/2014.

DLAMINI: Ok then I'll [inaudibie 0:15:07.9] make copies for this you.

JACOBS: It's fine let's just check that it's the sighed off ones so that we know we're dealing with
the [inaudible 0:15:13.3] ones. The signed off would be [inaudible 0:15:17.5]

BARNARD: Here.

BARNARD: [Inaudible 0:14:11.0] is at the back.

JACOBS: Ok.lwant to check ifit's all signed. [Mahala] want us to arrange this quick before
trial that evening. | think that's probably best [inaudible 0:16:27.1] so it may not be exactly the
same. Can we have a copy of both please?

DLAMINI: [inaudible 0:16:33.7]

JACOBS: There were many that were made afterwards. | was concerned that we may have a
[unrendered] version then. Maybe we may react and, we may be [expecting] him accurately.
DLAMINI: It's fine. I'll just copy it like this.

JACOBS: Allright.

BARNARD: This is [inaudible 0:16:565]. There's a signed copy that's never [inaudibie]

JACOBS: Itise
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BARNARD: Yech. Let me show you. This one is not signed ne?
JACOBS: Jabutlet us for the sake of being safe let’s just get the proper one.

BARNARD: [Inaudible 0:17:14.9] copy.

DLAMINI: Ok. This address is [inaudible 0:17:18.8 progresses]

JACOBS: Also page 502

BARNARD: Ja there's two copies, one blank.

JACOBS: Two copies of the same page but | don't want to take the risk that we

BARNARD: It will be safer to make a copy.

JACOBS: Because there, you see there was submissions related to [Lima Letsemal] that was
rejected and then they were finalised.

LAMINI: Madima Mobeni

O

JACOBS: [Ingudible 0:17:41.6] progress report. Is there only one progress report?
DLAMINL No there are many there.

JACOBS: Ch are these all of them?

DLAMINE Jait's all of them.

JACCBS: Ok these are all of the progress reports to date?

DLAMINI: 1t is all the progress reports to date,

JACOBS: That's perfect.

DLAMINL. This address is [Inaudible 0:18:05.0] which point 14 are saying ldentity and contact
details of all the directors and shareholders or beneficiaries of the Agri BEE entity. What I'm
giving you is only the list of the beneficiaries. | still to get other information in terms of

JACORBS: So that I do the list, ok its 80 people

DLAMINI: Yes and I also still to confirm with the last time | checked the Agri BEE entity was still
work in progress but they're subsequently been informed that is the set up so I'll have just to get
that confirmation and then before you leave | will tell you whether the documents are there or

not and that would mean if the document is not there in terms of the Agri BEE entity, we give
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you the beneficiary then we stili to finalize the entity and the sharehoiders and all that but those

beneficiaries are the ones that have been [perform] trust and all that and then they become

the sharehaolder in the entity.
JACOBS: Ok.
DLAMINI. Yes.

JACOBS: Allright.

DLAMINI: What | have not given you or the point that | have not addressed is the issue of the
feasibility. We [delft] the feasibility and that's the only feasibilities party that we are having that
we provided to National Treasury and I'm sure you are in the possession of that feasibility
[inaudible 0:19:35.2)

JACQBS: [Jawe are]

DLAMINLI: The trip relating to India, I'm still waiting for those documentation from the office of
the HOD. Maybe by the time you see him he will be having those documents. The office can
provide you with that. There was also payment information. The payment information in terms
of [Nuvendo] I also | don’t know what happened. That's why I’'m saying some of our documents
are still in the boxes that make the [having] a [inaudible 0:20:14.3] for this company that we are
still busy locking for that [inaudible 0:20:20.6]

JACOBS: And then you still need to give us payment documents.

DLAMINI: No, payment documents | gave you | must give only the vendor information.
JACOBS: No no butit’s only the two.

DLAMINI: That's why I'm saying the payments documents there's a reason | gave you that
because that one has got the supporting documents but the supporting documents would
understand even if | gave you one payment they will be the same throughout.

JACOBS: But surely there are different work being completed for different payments. It can't
be the same work completed for different payments.

DLAMINI: It's because the payments were done as a fransfer not as pay the invoice.

L —
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JACOBS: Ok we can chat about that you can
DLAMINI: We will talk about that
JACOBS: [Inavdible 0:21:01.7] you get there.

DLAMINI: Ok fine.

JACOBS: Ok payment documents. Then you mentioned, sorry, the CK documents for the legal
entity. Do you have the name and the registration number of the legal entity because we can
check up whether it's registered or {inaudible 0:21:21.9]

DLAMINL The legal entity, that's why I want to understand. You mean Estina or you mean the
Agri BEF entity,

JACOBS: No, the Agri BEE.

DLAMINI: No the Agri BEE entity that's why I'm saying I'm waiting for the documentation that's
why | did not your point 13 also.

JACOBS: So there’s no

DLAMINI:  No currently the money is paid info Estina’s account,

JACOBS: And the vendor information? The payment, the vendor payments, the bank account
details and all of that where's that?

DLAMINI: | thought you wanted from the [inaudible 0:21:51.9] maybe that is ancther off search
for myself. | will get you the banking details [inaudible 0:21:56.9].

JACOBS: We want all of the details that you have, the [statute].

DLAMINLE And the first [statute].

JACOBS: The first [statute] to get Estina ja.

DLAMINE Ok no it's fine. | will get it for you.

JACOBS: So Estina financials ok.

DLAMINE [Inaudible 0:22:32.6]

JACOBS: So all the infernal documents relating to discussing or accepting the proposal, that's

the first batch of documents you gave us corresponds between the Department and Estina.
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The feasibility study that gave rise to the need for the proiect. All documentation related to the
frip to India. Allsupply and chain management documents related to this project including the

bid specification. So there are no supply chain management documents.

DLAMINI: No there are not because there was a deviation. | give you the deviation admission.
JACOBS: Ok. Alldocuments relied on by Mr Masiteng Ms Dlamini and Mr Thabethe in proving
that deviation, all documents relied on Mr Masiteng, Ms Dlamini approving and accepting the
proposal. Where are those documents?

DLAMINI I'd give you that's why | said some of the documents they go through [inaudibie
0:23:59.5]. It you look at the first one that's top of the deviation, it's two in one. It tops off
dccepting the proposal and it's also saying it's a request for deviation also.

JACOBS: Ok.

DLAMINI: So thaf submission is in [inaudible 0:24:14:.3]

JACOBS: All documents relating to budgeting for the project. All documents related to the
payments effected on the project. All project progress [inaudible 0:24:24.2] performance
report which you have given payment information for the legal entity. All documentation and
details related to the Agri BEE entily that was established fo being [hurled] from this project and

the identity of the directors and shareholders. Ok so that's still outstanding. The feasibility study

you say there is none.

DLAMINI: [Inaudible 0:24:44.9]

JACOBS: You're still waiting for the HOD's office so that we can still get today. Planning
documentation we will discuss when we get to it. The CK for the legal entity for the Agri BEE
entity, do you think you will be able to get us that foday? We'll be back next week anyway so if
you don’'t have it today then we can chat about it again next week.

DLAMINI: That's fine.

JACOBS: Estina financial documents for payments. All right we are gonna get that information

as well. Thanks very much for preparing all of the documentation. |know that considering that
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according to the HOD, our [directive] was only received yesterday. It must have been quite a
mission to get all of the documentation as much as you did together.

DLAMINI:  But [inaudible 0:25:43.3] do you remember the correct address because you still was
looking from me the electronic copy of this.

JACOBS: [Inaudible 0:25:52.8) It's the same address that | [inaudible 0:25:53.3]

DLAMINI: It's the sarme address, | wondered why you [inaudible 0:25:56.1)

JACOBS: | [kepl] it to the PA, we faxed it, we emailed it to what 3 different addresses but from
now onwards | copy you on any [inaudible 0:26:04.7] this because. Did you receive my email
yesterday?

DLAMINI: Yes | did receive it.

JACORS: Jathen | copy you on this.

DLAMINI: Yes please.

JACOBS: But then what I'll dois if | send correspondence I'll just sms you to say did you get it
then I know until | get a response from you you may not have received it.

DLAMINE That will help. That will help [Inaudible 0:26:23.7]

JACOBS: don't expect that there will be a huge amount of correspondence but should there
be 'l send it directly to you as well. 'l copy the CFO; I'll send it to both you and the HOD and
then send you both an SMS so you can just confirm that you received it. Sometimes | think your
server there may be a little bit of fraffic on your server.

DLAMINI: It's a big problem.

JACOBS: Sometimes | think with more than one department we've picked up that the server
traffic can be.

DLAMINI: Don't talk fo our IT [Inaudible 0:26:53.8] so our address is not the same as others s50.
JACOBS: | went into your website as well and we struggled to get details for you guys off the
website because the one website says it's no longer the active website, there's gonna be a

new website and it says click the link and you click the link and you don't go anywhere and ja.
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DLAMINI: The [Polesa) website®

JACOBS: No but even for the Departments, more for the Departments because [inaudible
0:27:12.1]

DLAMINI: That's why | am saying you must first get into the Free State Provincial and then click
Agriculture ja. No we are fine here, they will move to. You know what2 Go and check with the
office of the HOD. If the office of the HOD's boardroom is not busy so that if they see HOD they
can see HOD in this boardroom and the rest of the people. | don't like this boardroom, it
doesn’'t have privacy. Yes. [Inaudible 0:27:57.7] HOD I'm saying or you must request HOD that
it's their turn fo use this boardroom than to use this one because this one does not have
privacy. That door does not even close in this one,

JACOBS: Chreally.

DLAMINI: You can only pullit; it doesn’t close like this one is closed.

JACOBS: Ok. How long have you been with the Free State Department?

DLAMINI: First date? | have been first date since 2007 December.

JACOBS: As?

DLAMINE Chief Financial Officer, Department of Housing and Local Government then.
JACOBS: When did you move to Agricullure?

DLAMINI: 2010 December.

JACCBS: So you've moved fo a CFQO paosition here at the Department.

DLAMINI: Yes.

JACOBS: Whatis your role as CFO?2

DLAMINI: Financial Management in general. I'm responsible for the financial accounting which
your [Inaudible 0:29:24.9] of creditors, your initial statements preparation, your revenue, your
[Inavdible £:29:32.3]. I'm responsible for management accounting which is budget and
reporting on financials and also responsible for supply chain management and in supply chain

management I'm also the chairperson of the [Bid and] registration committee. Risk
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management is also part of my responsibility, You must not come again. In the meantime
please ask Thato to get me the, find allocation letter for 2013/2014, current financial year find
allocation letter [Inaudible 0:30:41.4]

JACCOBS: What are your qualifications?

DLAMINI: I have a B.Com.

JACOBS: CA (SA)?

DLAMINIE No,

JACOBS: Previous to be in the Free State you were employed by National Treasury.

DLAMINI: Not National Treasury, Provincial Treasury.

JACOBS: In?

DLAMINI: |started my career in the Provincial Treasury here in Free State and then | moved to
the Municipaiity for two years, then | moved to Provincial Treasury of Limpopo in 2001 up to 2007
| have been in the Provincial Treasury.

JACORS: In what capacity?

DLAMINI: In the Limpopo from 2001 and 2007 | went there as a Deputy Director: Budget
Management and | then got promoted to [Inaudible 0:31:59.3] and | became the Director
within the same department [Inaudible 0:32:04.3] management and then | moved in the same
department Chief Director. | was general manager. They call it Project Director/General
Manager its one thing. Cash management and assets. No in fact the title is Assets and Liability
which is Asset Management, [Inaudible 0:32:41.3] and cash management together. From that
Provincial Treasury | moved to 2007 Aprill moved to the Provincial Treasury of Northern Cape.
TREVOR BARNARD: Northern Cape®

DLAMINI: Yes. As the Chief Financial Officer but | did not stay long there because the same
year | moved to Local Government and Housing as the Chief Financial [Inaudible 0:33:16.6]
JACOBS: What process was followed in authorizing this project? Talk to us about the earliest

recollection of when this project started and how it had come to your attention and how the

L §
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department identified Estina.

DLAMINI: How the process came to my attention for the first fime is when the office of the HOD
made us aware that there will be a presentation that is coming from a company that is going
to deal with, but we did not know this obviously, was to dedling with the company that was
going to. That presentation is on the date [Inaudible 0:34:33.4]. So that processit's in the
normal course of the running of the department. When there is somebody either, that person
met with the MEC or the HOD or whoever one of us who's had — I have this idea or | have this
proposal that | want to share we normally say come and present at the Executive
Management meeting. If there is no Executive Management meeting [Inaudible 0:35:07.7] of
the HOD will write a date for that particular company or any person to come and make a
presentation on

JACOBS: Present fo, sorry2 The Executive Committee.

DLAMINI: Executive Management Committee yes.

JACORBS: Of the Department?

DLAMINI: Of the Department. So that is the process normally in the running so the same
[oudience] started that we were the company chain Estina to make a presentation but
depending on the current of the presentation we then invite other people that we feel might
be of help In the department. The technical people now because the Executive Management
we may hot necessarily [Inaudible 0:35:58.0] all the technicalissues. So hence | mentiched to
say one of the, some of the people who attended when this company chain was [Inaudible
0:36:08.7] in the department and also ... people attended.

JACOBS: Allright. So the HOD was the person who thanked you and said there is o
presentation, there's a service provider who wants to make a presentation on this.

DLAMINI: Not necessarily the HOD. Normally it will be the invite from the office of the HOD to

say

JACQOBS: So was it an invitation or was i, what was it Was it a email or was it the HOD that

L
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came to say because you said the HOD said the company is coming to do a presentation.
DLAMINI: That | want to correct to say not necessarily because HOD can not talk to individuals.
Normally they will send an email to say on this particular date the presentation from a particular
company. You are requested to come and attend there,

JACOBS: So did the HOD send an email to that effect?

DLAMINI: It may have come to the office of the HOD. | may not say whether it was from his
emdil but normally the email will come from the desk of the office manager or the PA,
JACOBS: Ok. Do you have the email or did you receive the e-mail2

DLAMINI: Unfortunafely my computer has since been stolen, | don’t have. This one I'm using
[Inaudible 0:37:41.9] | had a housebreak during December so [Inaudible 0:37:44.7) documents
that were in the laptop is missing.

JACOBS: Are you clear that the HOD or the HOD office sent out an invilation or could it have
come from someone else?

DLAMINI: [Inaudible 0:38:37.3]

JACOBS: It would come from the HOD?

DLAMINI: Sorrye

JACOBS: It did come from the HOD's office?

DLAMINI: Yeah.

JACOBS: Ok. So the HOD invite you to this new thing, because of the nature of the meeting
you can remember that logistics was, sorry you said specialists, you invited specialists to attend
it, you invited the economist and the research division.

DLAMINIE The research division was [Inaudible 0:3%:32.3]

JACOBS: And to listen to the presentation and this was the first that you heard of.

DLAMINE That was the first.

JACOBS: Ok and what was so that was the first that you heard of the project and then you

were invited 1o the presentation and you attended the presentation?
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DLAMINI: Yes.

JACOBS: At the presentation, what took place? Who came to present?

DLAMINI: I can't remember that guy's name that's why | was really looking for the attendance
register. It was the guy from Esting.

JACOBS: If Imention his name tc you would yvou recollect?

DLAMINI: 1don't think so.

JACOBS: if I showed you a picture would you remember2

DLAMINI: Most probably.

JACORBS: Have you ever dealt with him again?

DLAMINI: [Inaudible 0:40:48.2]

JACOBS: [Inaudible £:40:48.5] you came through the presentation have you ever seen him
again? | mean this is the premier project for the Province?

DLAMINI: This guy | have dealt with but | can’t remember whether, was he with two people or
one person which had to do the presentation?

JACOBS: Sovyou say you not [Inaudible C:41:17.1].

DLAMINI: I would not want to give confiicting statements because | may not make a
thoroughly now, that's why I'm saying if the attendance register was here | would generally
collect and remembper exactly how many pecople came from the Estina side and whether that's
their side but it seems as if they [will] represented that day, Was [Inaudible 0:41:36.1] | don't
remember.

BARNARD: Was the presentation here at this office?

DLAMINI: The presentation was in the board room down there but that boar room was [things].
BARNARD: | mean this building?

DLAMINI: Oh yes it was in this building.

JACOBS: So we've shown the picture of Kamal Vasram who is the Director of Estina, you say il

wasn't Kamal that presented. You seem someone that was taller.
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DLAMINI: Iremember someone who was a bit taller but | must say | stand to be corrected.
Maybe my, I'm not really recollecting properly.

JACOBS: Ok. So what happens at the presentation?

DLAMINI: Normally the person will come and present and that was.

JACOBS: Ms Diamini, I'm not interested in what normally [Inaudible 0:42:29 8]

DLAMINI: Ok.

JACOBS: I'minterested in what would specifically happen, what specifically happened on this
day so if you can’'t remember then you could just say because we need to be clear. | don't

want to confuse and misquote you so please confine yourself to the facts of this particular

matter.

DLAMINI: Ok.

JACOBS: In the presentation on that day you remember that they presented. What was the
nature of the presenfation? What did they come and say?

DLAMINI: The presentation was started with the contract of [Mochoma Mobung] right, which
was the company, | can only explain to say they the partner to Paras [Inaudible 0:43:22.1]
representing Paras and because of their [Mohoma Mobung] that was presented when the
delegation went to India. This is a follow up on that one. It was they do now, the after the
presentation of [Mohoma Mobung] the interests in partnering with us in doing some of the
brochures in [Mohoma Mobung] of which one project was the Vrede Dairy.

JACOBS: So they said they are the partner of Paras?

DLAMINI: Yes.

JACOBS: The Indian dairy.

DLAMINIE: Yes. Let me. Nof specifically the partners, pardon my English, not really the partners
but like presenting all the. They have a agreement while they put it in, they have agreement
with Paras thot Paras will support them in terms of fechnology and all that but we. | can't

remember asking a lot of things in terms of really the relationship with Paras except that they
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not in the relationship with Paras and they are here because of that collaboration between

themselves and Paras.

JACOBS: So the mention they have collaboration with Paras, they partnered, they have an

agreement with Paras that Paras will support them. You're not [Incudible 0:45:20.7] by mention

that they have a partnership with Paras.

DLAMINIE: No | don't remember them saying they have a partnership. | can’'t remember.
[Inaudible 0:45:32.2].

JACOBS: They mention they have a relationship with Paras and they have collaboration and

that's why they are here because they are interested in pursuing. The presentation that was

made on.

DLAMINI: Mobung.

JACOBS: Mobung to Paras in India®?

DLAMINI: Yes.

JACOBS: Ok and what happened then?

DLAMINI: Then we took the [Inaudible: 0:446:11.0] to the presentation. After we have listened to
the presentation [again] and then they left. We discussed, let me say that the presentation was
in such a way that it's an interaction and we were asking different questions and all that
[Inaudible 0:46:29.0] questions and comments and then after that the meeting adjourned. They
left and then we left by [Inaudible 0:46:45.8] depariment now without Estina. Only the
employees of the department and we discussed which | thought the discussion of which | will
share with you through the minutes that unfortunately, like | said, | am unable to collect today.
The documents from the [krot] for that particular day which were dictated which was d kind of
the discussion.

JACOBS: Is this the employee that has resigned?

DLAMINI: Yes that employee has resigned.

JACOBS: Truly the minutes are kept in a central place and not with a specific person?
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DLAMINI: You. That'sright. Unfortunately | don't know what's happening in that unit that

[Inaudibie 0:47:31.9].

JACOBS: And which unit is that?
DLAMINI: Communication.

JACOBS: And the employee?
DLAMINI: The employee was Thlagane.
JACOBS: And hersupervisor is?

DLAMINI: Modiehi Thlobelo.

JACOBS: Allright. And you've asked her supervisar for these minutes that she can't find ite
CLAMINI: | asked her, could not find it [inaudibie 0:49:07.1] a pack of the attendance register
and the minutes of this meeting. | checked, | did not find those.

JACOBS: Ok and the supervisor is Modiehi Thiobelo. Allright. So you discussed the project and
what happened then? Then after the discussion of the project so you start discussing the
project and what happened thereafter?

DLAMINI: What happened thereafter was we tentively agreed one to say there should be a
task feam and you'll see the letter that talks to that amongst the pack that | give to you on the
communications. There should be a task team constituted of the technical people and the
director aiso. The director Thabo Mofutsanyane should also be part of that task team and we.
JACOBS: The task team should constitute of a technical team.

DLAMINIE: Yeah.

JACOBS: And the?

DLAMINI: The director Thabo Mofutsanyane [Inaudible 0:51:00.7]. I'm sure it's the acting
director.

JACOBS: And who's that?

DLAMINI: The acting director.

JACOBS: And who's that2
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DLAMINI Alta Mevyer,

JACOBS: Ok.

DLAMINI: And further tentively we said yes we can accept the proposal but it must then go to
Exco because the projects must all go via Exco. We then make a memorandum 1o the
Executive Council.

JACOBS: When you mean the [xco you mean the Provincial Exco?

DLAMINL: Provincial Exco yes. Then we make a memorandum to the Provincial Exco to explain
received today d presentation on a company so and so Estina which wants to do a project
with us in terms of the dairy and then.

JACOBS: Where is that memo?

DLAMINI: | will request it [Inaudible 0:51:16.3] what | did then the decision of this [Inaudible
0:52:20.4] of that memo.

JACOBS: No I've seen that but that is not very helpful. | mean that basically says that Exco is.
DLAMINI: You wanted [Inaudibie 0:52:27.7].

JACOBS: Ja because we'd like 1o see on what basis you approached the Provincial Exco.

DLAMINIE All right.

JACOBS: Because | mean the Provincial Exco doesn’t [cramp] the PMFA. You know what |

meant¢

DLAMINL I'll give you that memo before you leave.

JACOBS: Ok. So this presentation takes place on 24 May here at the offices. You say there
needs to be a fask team. What was the task team going to do?

DLAMINL: Basically the fask team was suppose to represent us in terms of a meeting with this
people when they come, when the company comes and.

JACOBS: When Estina comes.

DLAMINI: When Estina comes and they go on site. There's task issues of land issues of [Inaudible

0:53:36.8] discuss issues of land but advising one another. Assisting with in terms of advising

L
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because they are the technical people and also advising us as a department.

JACOBS: Allright so the task team was suppose to represent the department when Estina
comes and they were gonna go fo site. Was there a decision to proceed with this at this point
already? Because that's what it sounds like. Were you going to be engaging with Estina or.
DLAMINTI: [felt there wasn't really a decision because the decision was only a final decision, let
me sy there was tentively a decision to say we are buying in. Into the project.

JACOBS: Ok.

DLAMINI: There was. Let me say there was a buy in. Is that the correct English2 There was a buy
in into the project.

JACOBS: It was conceptual. You liked the concept of the project.

DLAMINI: We liked the concept of the project. We want to pursue this project.

JACOBS: Ok and then¥¢

DLAMINI: Then there was a follow up in terms of the memo that went to Exco and then aflter
the memo that went fo.

JACOBS: When did the memo go to Exco?

DLAMINI: Can I have that document then I'll tell you exactly when it might have gone there.
JACOBS: Isit that pack? Because Exco signs off on the [Inaudible 0:55:49.9] on 13 June but

there’s no indication of when the memo.

DLAMINIE: The memo might have gone then in June, during that particular. Is it not underneath
there? | hope | attached it here. Isn'tit [Inaudible 0:56:30.3].

JACOBS: Here, that's the Exco memo. Or that's the Exco approval but that's not the memo.
DLAMINI: The memo was sent probably the same date because you see its cabinet meeting
13/06/12 so it was sent on 13 June 2012,

JACOBS: Did you ask the HOD for that memo? What was the task team suppose to do

because basically you see them on 24 July. You say there wasn't a decision at that stage to

approve the project but there is @, can you pass me that file please? There is a document from
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the HOD that directly contradicts what you say and effectively the HOD sent a letter to Estina
dated the 27" May, 4 days after the presentation, 3 days after the presentation stating that the
department accepted the proposal.

DLAMINI: That is why | was saying their acceptance was not necessarily a binding. | know what
you are talking about, it's fine. | gave you also in the pack. My understanding is the
acceptance was just to say that we have accepted the proeposal but we were still to further it
and appoint the decision of Exco because most of the project needs to be approved by Exco.
We don’t approve projects.

JACOBS: But that's not the indication that you've given the service provider in writing. | mean
effectively what if says is your project proposal for the Vrede In’regrc::’réd Dairy [Inaudible
0:58:58.5] Business and related presentation to the department refers and the assistant is [Sanjay
Garkam]. The department hereby informs you that the proposal has been accepted subject to
the signing of a partnership with you which will clearly indicate the terms and conditions of the
relationship. The implementation date will be the date of our signature on the [Inaudible
0:59:18.1] says this is subject to anything. This is an undertaking that we’ve accepted your
proposal and that we are going to sign a partnership agreement and we'll [indicate] the terms
and conditions in the contract that we're going to sign.

DLAMINI: But the partnership was not going to or the contract was not going 1o be signed until
we received the Exco resolution.

JACOBS: Whether or not it was going to be received, that's an undertaking by the Head of
Department who's the accounting officer, not so?

DLAMINI: Now I see what you are talking about. Maybe it's one of those things that we [abide]
and.

JACOBS: That's binding because that’'s an undertaking by the [AUG] that we're gonna
contract. [Inaudible 1:00:11.4]

DLAMINI: | hear what you are saying. | hear what you are saying: | can't [dispute] that.
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JACOBS: What procurement process was followed? Before Exco had been apprecached,

there’s an undertaking that you're going to accept and on what basis is that undertaken? |
mean the [PFMA] applies.

DLAMINI: Ja the PMFA applies. | think the procurement was was going to be cbviously it's only
one company which [chain] was their interest in what we're saying we want people to come
and help and it's in line also with some of our projects which we've been doing in the Province
where companies come. Especially [Inaudible1:00:56.4] where companies come and say we
want to assist the Department in implementing a particular project and this is what we're going
to offer. Mainly they come in terms of offering their skills more than any other thing and from our
side we support the farmers. Such projects like if you go to where the project, we have a
project of the chickens. The company which is [VTHB], I'm sure you know VAB has put up in
[Abato] and we have partnered with them to say we're going to support the farmers. That
we'll supply the chickens to your farm, to the other [tow] so what the agreement is in such o
way that [VTHB], we're going to cast our money into [VTHB]. VTHB will assist in terms of putting
up the structure in terms of ensuring that there's chickens for those farmers and all that. The
main reason why we are doing that, especially with people who are saying, who are having
processing plants. The main reason is we are sure of the [hatchet] for that particular farmer.
Which is the biggest problem that we are facing with our farmers. To say that we have a lot of
farmers but their produce are not taking anywhere, but anybody who comes and say: I'm
putting a processing plant. | want someone who can supply me but these are the conditions for
that farmers to supply me. | need to be involved in terms of putting up the structures orin terms
of even getting animals that will supply. Or whatever produce we normally accept, we
normally accept such thing and | think it was in line with that [procedure]. [Inaudible 1:03:00.1]
JACQOBS: Coming back to Esting.

DLAMINE Ja.

JACOBS: Your explanation for why there was no procurement process is that Estina was the
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only service provider who showed interest.

DLAMINI: They are the only ones who shown interest in the whole thing.

JACQBS: In providing?

DLAMINI: In providing the processing plant. To say they're gonna puf up d processing plant.
That's the main thing. Otherwise if it wasn’t of the fact that they want to put up the processing
plant, we would not have partnered with them. They say: we're going to invest and put up a
processing plant to put the milk, the cheese and all those dairy products. Then we say: Ok fine
if you coming up with your processing plant we will support farmers in terms of coming up with
the dairy that will supply the processing plant. Because the plant will not move without the
input which is the milk. Mainly that is where we are coming from.

JACQOBS: So they say they will put up a plant to process the milk, cheese and?

DLAMINI: Cheese, yogurt, a number of products. Yogurt, cheese, that's an example but all

those.

JACOBS: How did you ascertain that there was no other service provider who was interested in

providing the service?

DLAMINI: It's because when we started the whole thing of, when we started the whole thing of
Mohoma Mobung we invited. Sorry?

JACOBS: When was Mohoma Mobung started?

DLAMINI: Mohoma Mobung was started around | think Sep’rember/dc’rober 2011 but I stand to
be corrected. What then we did, after we have [carted] the documents and agreed to say
this was how we want to change. This is the strafegy that we're going to use to try to [be
support] and yes the agricultural development the Free State. We called o lot of stakeholders;
we invited the Legislature to make a presentation to say: This is the Mohoma Mobung, this is the
concept, thisis what the concept is trying to do. In the main the concept is trying or the
strategy is to complete the [dairy] chain in terms of our product and we invited all the. The

Legislature we invited, the universities we invited, the farmers we invited, the agricultural
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organisations which are your milking producers, your, what are they calied fhe milking
producers — I stand fo be corrected — your BKB's, your [grainless inaudible 1:05:43.1]. We invited
all those stakeholders that are in agriculture. So and in the main normally what we do, we invite
the when we invite the stakeholders, the milk producers will come with all the companies. Or
the CEO of the companies that represent particular companies in that industry right. So we
took it that we did a thorough consultaticn in terms of that but nobody [loaned] an interest.
JACOBS: In September/October 2011.

DLAMINI: I'think so, September/October 2011. That's why I'm saying I stand to be corrected in
terms of the date right but that process was done and that is where [Dichaby] also showed an
inferest and say: Becduse we are bringing in the {Avato] bring in, you must bring in the farmers
that are going to supply. So that was the process and after that then | know there is a number
of times where HOD was also going to. We even went to the National Department of
Agriculture and presented the same concept because it would need a lot of money to do.
That it would need a lot of partners to.

JACOBS: To do what2

DLAMINI: To implement it, to implement the strategy. Mohoma Mobung right2 So further then
the International [Treat] that there be taken its one of the things that, Because normally when
they go internationally they need to [see] the stuff. That's one of the strategy that has to be
presented so to say in Agriculture in the Free State, this is what we do and this is where the
whole thing comes from. And maybe | will also mention to say, as we get into these partners,
the reason why we are not all of them, not signing a [TripleP] partnership also is because we are
supporting farmers. We do not own those assets or we are not deriving any revenue from that.
It's only us saying: here's our farmers, work with them, they produce this, we support the
production and you take the produce. So basically what we do is we facllitate so that the
value chain is completed in the factor,

JACOBS: So basically Government invests in this project R324m and gets nothing out of it.

l .
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DLAMINL Yes, the tarmers are the ones that are going to benefit. [Inaudible 1:08:42.8] because

some beneficiaries that you put together and you form your co-op.

JACOBS: Ok.
DLAMINL Yes.

JACOBS: So you don't sign a Triple P because Government is not going to benefit.

DLAMINI: Yes.

Tasamy

JACOBS: OQut of this process. How does this make sense to the Department? | mean you
spend R324m of taxpayer's money to invest in a project with a foreign company who gets 49%
of the company. The Department gets nothing, making the bulk of the conftribution. How does
this process makes sense?

DLAMINI: It was suppose to be the Government goes to the beneficiary. Our interest is the
beneficiary.

JACOBS: The beneficiaries were identified when?

DLAMINI: | think Dr Masiteng will be able to assist you in that,

JACOBS: My understanding is the beneficiaries were identified recently. Right after the
National Agriculture asked about the beneficiaries and it is then found that there are no
beneficiaries.

DLAMINE If you read.

JACOBS: This is not signed and it's nof, this document is not dated. It's signed but not dated.
DLAMINI: You will be able to verity that issue with.

JACOBS: Dr Masiteng.

DLAMINI: Wilth Dr Masiteng but if you read, there’s another leter that | give that | marked,
number, this that yellow sticker that | marked part of number 3.

JACQBS: Sosay.

DLAMINI: [Incudible 1:10:33.9]) number 3. See that something the Minister where we are saying,

did you look in that one? But there's somebody that looking at that | gave to you, where we
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are preparing fo say the Municipality where we are going to do this project were to assist in
terms of identfification of the beneficiaries.

JACOBS: So this, am i to understand if | understand correctly are you saying that Estina was
appointed on the basis of being a sole provider?

DLAMINI: Yeah. No, not necessarily a sole provider because they are not the only one in the
country. That's only because they came and say: We want to invesl. On the basis that they
are investing. Either they're investing R228m to put up a processing plant.

JACOBS: Butif they're not the sole provider of the service and how do the Department know
that there wouldn't be other people who would be prepared to invest if they knew that the

Department wanted fo engage,

DLAMINI: No that is why | explained fo you to say we invited a lot of people to say: Here are the
commodities.

JACOBS: No, that was in 2010. That's part of your commodity program. We raising a, you
know “Saving the province from hunger project”

DLAMINI No, that was 2011, when we come with Mohoma Mobung.

JACOBS: Ok. So what project are you talking about, when you went into the public and said

to service providers: We're interested in gefting someone who's prepared to partner with us on

this process. Because on what basis do you identify Estina as the company that is only

interested. Because that's whot I'm hearing. Unless I'm not hearing you correctly. Because |
agree with you. Estina is not the only service provider who's capabie of delivering this. This is o
very generic type of project because in South Africa alone, never mind internationally. | mean |
could think of Clover who would be interested in South Africa. Dairy Belle another one. The IS
Dairy Board, another huge milk and butter producer internationally. Nieu Zeeland also very big
in the international butter and milk environment. On what basis did the Department decide

that Estina was the only company that was interested in partnering with the Department?2

DLAMINI: On the basis that, like I've explained that. When we started to implement Mohoma
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Mobung [org], say the concept or the strategy of Mohoma Mobung right? We invited
stakeholders in the agriculturai field.

JACOBS: Was this in, this is according to you in September/October 2011.

DLAMINI: Yes but | don’t want fo dwell more on the September/October because | say it was in
2011. I'may not necessarily be 100% sure.

JACORBS: Ok.

DLAMINL: in terms of the month exactly but Mohoma Mobung started, the startage was
finalised in 2011 let me put it that way.

JACOBS: Ok.

DLAMINI: Right, so we invited the stakeholders in the country right? Including the Milk Producer
Association fo say we would want, we want to complete a value chain in everything that we
do. In the dairy, in the red meat, in the chicken industry. We want to complete the value
chain, where we are looking for investors to come and invest in terms of processing plant in the
main. Because from our side, we can only provide the produce. Qur farmers we can only
support our farmers to provide the produce but the problem in the market where we are taking
the produce righte So as I'm saying is normally when we invite the stakeholders right2 They will
then go back and inform their members, right? So that process was done and nobody showed
interest.

JACOBS: But how does Government normally procure? How does Government normally get
involved in Tripple P's and big projects? You advertise don't you?

DLAMINE Yes we do advertise.

JACOBRBS: In fthe form of tenders,

DLAMINI: In the form of tenders but at the same time and again Government receive proposals

JACOBS: Unsolicited goods that's what it's called yveah?

DLAMINI. We normally receive that,
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JACOBS: Ok,

DLAMINI: Right.

JACOBS: And what's the process in dealing with unsolicited goods?

DLAMINI: That is what I'm saying in this case Ma’am. That's why we open to say whether we're
right or wrong ifs fine but all what we are saying is in this case we are having already a model
that has been run by this department for a long time in terms of assisting. You see if it was like if
an unsolicited [bid] was saying: Come and build this building for Government, it's somelhing
but we are saying: Come and assist farmers. There was that what we could have done. We
could have transferred, do a cooperative right? Transfer the money into the cooperatives
which are the farmers and the farmer’s then deal direclly with the company that say: We want
to provide this skili. Like in the case in Bethlehem. The Bethlehem [Pass] we are doing with Agri.
JACOBS: No. Ms Dlamini | don't think it's going tc be helpful if you menticn all the other
projects. tet’s confine ourselves to this project. Right, so there’s this presentation where you
engage stakeholders. Everybody understands it, then Government procures. | mean that's well
legislated since the PMFA was you know promulgated in 1999. It's now a piece of legislation
that's been around for 13 years. We all understand that Government, Provincial and National
Government engages on it's sirategies, it follows a procurement process. Now | mean, you
agree with me?

DLAMINIL: Yes | do.

ACOBS: Because that's the legislated way of dealing with public funds not s02 The PMFA,

being quite a significant piece of legislation also deals with unsolicited bids. You agree with
me? As the CFO vou would know this.

DLAMINI: Yeah

JACOBS: So it deals with unsolicited bids. It deals with Tripple P's.

DLAMINI: Yes.

JACOBS: It deals with single source service providers. Righte We've agreed that Estina is not
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a sole provider because the service is not a soul provider type of service. You agree?
DLAMINI: Ja.

JACOBS: You say you didn't want to go the route of a Tripple P because Government would
be investing money and getting nothing out of it. So it wasn't a ready revenue generating
project. Right? And then the only other thing | can think of that this is potentially, it's not a

single source; it's not a Tripple P. It's then a single, it's an unsolicited bid.

DLAMINI: That's why I'm saying for me it's neither all of the three because we are talking of

support of the farmer.

JACOBS: Ok.

DLAMINI: We are talking of the support of the farmer here. We are not talking of acquiring a
service for Government or acquiring goods for Government.

JACOBS: But when you spend Government money and you are procuring services on behalf
of the people then there's a process prescribed to spend that money, not so2 Or are you
saying. Because we weren't as a department going to benefit from this project, we are not
required to behave in terms of the rules set out in the PMFA dealing with supply chain
management?

DLAMINI: Not necessarily not necessarily that. That is why | am saying we applied the model
that we've been applying in the Department.

JACORBS: Ok, which is what?

DLAMINI: Which is the same that I've explained to say when we have this. We have different
kinds of farmers. We have farmers who has the capacity o do themselves. We have
beneficiaries that we organise. For those beneficiaries that we organise, if we have a company
or an organisation which says: I can help this group or: | can help in this area, we transfer money
intc that particular group Iike | have made an example of VKB which time and again we
transfer money into VKB to assist the farmers right2 There's a list of farmers that they assist that

they that we agree. These are the farmers that they assist. The other [Inaudible 1:19:37.4]




11

12

14

L5

16

17

20

21

22

23

24

25

26

3 ;BJ-O82

we've, for instance the chicken abatfoir, they assist them with the chicken houses and
everything that deals with that business of the chickens. They also assist in terms of the fertilizer
so those that in grain. So that’s all that I'm saying is maybe the model is right, maybe the model
is not right but in.

JACOBS: But as the CFO I mean you're responsible for financial management. How do you
justify this expenditure in terms of the legislation? What in the PMFA and in the MFMA or what in
the PMFA in its regulations and in your internal policies authorizes you to behave in this manner?
DLAMINI: | think we describe it in terms of transfers.

JACOBS: Which is dealt with in which section of the PMFA?2

DLAMINI: Transfers is part of, let me see [Inaudible 1:20:41.5] I'll be with you now now.

JACOBS: Neo, just take your time.,

DLAMINI: I"'m almost finished.

JACQOBS: Sure.

DLAMINI: In Section 38.1{j)

JACOBS: Allright and what does that Section say?

DLAMINI: In terms of the you remember the Section would be broad but in terms of the Treasury
Regulations which is Regulation 6.4 it talks to transfers and subsidies. [Inaudible 1:28:47.4]
division of revenue grant and other allocation transfers. It says an accounting officer must
mainfain appropriate measure to ensure that fransfers and subsidies to enfifies are applied to
the intended purposes. Such measures may include regular reporting internal and external
project requirements and [more] appropriate submission of audited statements. Regular
meniforing procedure, scheduled or unscheduled inspection [usage] or reviews of [definite] or
any other control measures [Inaudible 1:29:20.3].

JACOBS: And in your opinion this covers payments to private organisations?

DLAMINI Yes it does because it talks of other entity,

JACOBS: Allright, so according to you Government can give away any amount of money it




11

12

14

15

17

16

20

21

22

24

25

26

3§-083
—

feels like without any process being foliowed as long as it pulls in under Section 38.1{j).
DLAMINE: No not necessarily as it wishes that's why I'm saying we applied what we know has
worked for us. Yes. Which we applied, which is the process that deal with with other
organisatiorganisations [Inaudible 1:30:09.2].

JACOBS: So your payments to cooperatives. What is the legal relationship between the
Department and the cooperatives that it makes payments to?

DLAMINI: Which cooperatives?

JACOBS: Well you've mentioned that your cooperatives that you.

DLAMINI: [Inaudible 1:30:24.7] that's only grants, there's no legal relationship. It's an
organisation that is in agricultural sector.

JACOBS: Ok.

DLAMINI: It's a stakeholder.

JACOBS: [t's a stakeholder.

DLAMINI: Ja.
JACOBS: And the Department just his private companies funds.

DLAMINE We don't use private companies; we send a memorandum of agreement for them to
assist farmers.

JACOBS: Allright.

DLAMINI: Or beneficiaries.

JACOBS: Yes.

DLAMINI: Yes.
JACOBS: Sothere’s a program?e
DLAMINI: There's a program.

JACOBS: And they are the organisation in conftrol of that sector for example VKB is what?

What does it stand for?

DLAMINLE [Inaudible 1:31:07.7] something, | forgot. | don’t know what it means.
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JACOBS: And what do they do?

DLAMINI: They do alot of things. It's a cooperative in agriculture right. They provide like, let me
start to say 1) They have a skillin ferms in dealing with a whole range of agricultural activities.
Your grain, your planting, they are now in chickens. They have a know how in terms of the
agricultural activities. They are able fo advise for us when fo plant, when not to plant. If you
want to for instance you want a explain of the chickens. How to maintain your chickens and all
that, all those things. Butin the [name].

JACOBS: That's a cooperative right? So it's established | assume in terms of the Cooperatives
Act, the Agricultural Cooperatives Act.

DLAMINI: VKB is now a company.

JACQOBS: Isit a private company?

DLAMINI: Yes,

JACCBS: With private shareholders?

CLAMINI: It's a company owned by all the members but it's a company now. | don't know
what is shareholding structure but it is a company now.

JACORBS: And you say it's a private company?

DLAMINI: I'm not sure if it's a private company but | know it's a company.

JACOBS: Orisit a state owned company?

DLAMINI: No it's not state owned,

JACOBS: Okit's a private company; it's not established in terms of the PMFA or the MFMAZ
DLAMINI: Yes it’s not,

JACOBS: And this is o company, this is an organisation that is effectively to manage, well it
effectively represents all of the farmers, what in the Free State? Relate that o whate

DLAMINI: Not necessarily. | may not say it represents the farmers in the Free State. All that | was
saying is it's a company that is there, It's a stakeholder in the agriculture, they have the know

how in terms of the agriculture. So many a times, they have a range of services that they
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provide. Let me put this example: one of the things that they provide, they provide fertilizer
right and how we [chain] to maybe the relationship that | found when | ran this department is
because they give fertilizer our farmers — the farmers that we support — they will then take
fertilizers on credit from them right and they must, they take the fertilizer on credit whatever
green or whatever, what do you call thise Any other thing that relates to planting.

JACOBS: Ok.

DLAMINI: They take it on credit. They go and plant right? They are expected to pay back. So
the problem arised, they could not, they were not able to pay back right because the produce
are not good and all that. There's losses and all that. So we then say: let's have agreement
with VKB. All this farmers that we support, instead of giving them money directly, or instead of us
buying this fertilizers for them right because we are also limited. We don't have a number of
officials that can assist [Inaudible 1:34:45.9] in terms of capacity. Let's have an agreement and
we give money fo VKB. VKB ensures that they plant their harvest right2 That's where the
relationship came from. So they provide in the main, the skilis that they are having.

JACOBS: Ok so they support the farmers because they are | suppose recognised experts in this
areq.

DLAMINI: Yes.

JACOBS: In the Free State.

CLAMINI: Yes. Notin the Free State. VKB is everywhere.

JACOBS: Oksoit's actually a what? A national organisation that has agricultural expertise.
DLAMINI: Idon't know that's national or what butit's everywhere.

JACORBS: Everywhere. Where everywhere?

DLAMINI: In Gauteng there's a VKB, in Western Cape there's a VKB.

JACOBS: Ok so it appears to be almost a national or [entitled] organisation.

DLAMINI: Yes.

JACOBS: And it's a cooperative that consists of farmers2
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DLAMINI: Yes.
JACOBS: Oksoit's an Association in the farming industry®
DLAMINI: Yes,

ACOBS: Andit’s owned by its members?
DLAMINL: Yes.
JACOBS: Now you say that is regulated by a memorandum of understanding?
DLAMINI 1don't know what regulates them.
JACOBS: So what regulates the legal relationship between the Department and VKB?
DLAMINI: Oh yes between the Department and VK, we sent o memorandum of understanding.
JACOBS: Ok. Do you have a copy of that memorandum of understanding?
DLAMINI: | can make it available.
JACOBS: Please, I'd like to understand the basis on which you engage with VKB, Now VKB is
fundamentaily very different from Estina.
DLAMINL: But maybe let’s fake Estina coming from the background of, because | think cur main
issue is not necessarily Estina here,
JACOBS: No our main issue is Estina because Estina is a [wholly] private owned company.
DLAMINIE: No. Let me comect mysell. I'm saying between the discussion yes Estina is a big
company but what we are saying is what made us - from our side — what made us to say; let's
get into this agreement with Estina. It's because of the Paras which are experts in the milk
industry.
JACOBS: Ok. So Paras indicated that they were interested in gaining or in becoming involved in
the projects
DLAMINI: Not becoming involved but becoming an invest a processing plant,
JACOBS: Ok. So what is the legal relationship between Pards and Estina?
DLAMINI: They have an agreement that Paras will support.

JACORS: Where is that agreement?
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DLAMINI: 1can gelii l don't have it here.

JACOBS: Have you seen the agreement?

DLAMINI: No, I would be lying. I have not seen it but they told us that they have the agreement
with Paras.

JACORBS: Whois they?

DLAMINI: Estina.

JACGCBS: Whal did the Department do to verify that there was a relationship between Estina
and Parase

DLAMINI: Sure. | think we maybe it's all | say that we took for granted because there was, you
can see they have been using the logo of Paras in their.

JACOBS: |can take the logo of Paras off their website and put it on a document.

DLAMINI: Ok.

JACOBS: As clearly you have done foo.

DLAMINI: No we have not. I'm not sure maybe HOD can verify if or Dr Masiteng because
they’re technical people. Maybe they have verified that. | have not verified all myself.
JACOBS: Ok. So the HOD and yourself discussed this and have decided that no procurement
process were necessary.

DLAMINI: Not necessarily that procurement processes were not necessarily but like 'm saying is
how best can we deal with this issue and then we said because we [are] supporting from us
let's deal with it with the model that we are using of transferring monies and have this people
providing the skill in terms of setting up the dairy and all that, Let me put a worst case scenario
ne? If these people tomorrow they say, they say we are moving out ne or we are no longer
investing right? The dairy is the farmer's dairy. It's not their property. The dairy does not belong
to that man it belongs to those beneficiaries that | gave you there.

JACQOBS: There's no legal entity.

DLAMINE [Inaudible 1:39:25.1] it may not be here now but that [Inaudible 1:39:27.1] is going to
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be there.

JACOBS: Ms Dlamini you're a CFO, now with all due respect, there’s no legal entity that exists
currently that owns the 51%. Am | correct?

DLAMINI | have not seen if.

.

JACOBS: Ok. At the time that you signed the agreement with Estina there were no
beneficiaries that had been identified is that comrect?

DLAMINI: Yes.

JACOBS: You pay these monies into Estina’s bank account. Is that correct?

DLAMINI: [Inaudible 1:40:04.0]

JACOBS: Do you have access to that bank accounts

DLAMINIE: No.

JACOBS: Do you know how they're spending the Covernment's money?

DLAMINI: That's up to [that] to be report.

JACOBS: They can put anything on a piece of paper. What kind of oversight do you have
over the way that Lstina spends Government's money¥®

DLAMINE Apparently [Inaudible 1:40:21.7]

JACOBS: Nothing. Nofsoe

DLAMINI: That's something | accepted they'd report.

JACOBS: Butyou agree with me that Estina could put anything on paper and you wouldn't be
any the wiser. Correct?

DLAMINI: | think so.

JACOBS: What process did the Department follow in ensuring that Government receive value
for money? | can understand that Government is not going to receive any benefit of the
project but how did you as a department go about ensuring that this was the best possible deal
that the farmers couid get? Because you can't say to me that you spent the money because

someone's prepared to invest in the farmers. What did you do to make sure2 [ can come here
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and invest. | could charge you as these people have, R550m to provide a cooperative for milk
producers and a processing plant. What did the Department do to make sure that that was
valve for money? What feasibility did you do locally, infernationally? What public process did
you engage in or departmental process did you engage in to make sure that this was a
worthwhile project to undertake?

DLAMINI: What happened, we departmentally have explained to that their proposal and the
discussion was received via majority. Not majority because they're partner distribute by
management inclusive of the technical people which is your research you know, economics
and all that and in tferms of the consultation; the consultation was also [bid] with the farmers in
Vrede right and the municipality in Vrede. Which the farmers, some of the things that they were
saying, they were saying they are the [biggest] problem. I'm not talking about commercial
farmers now which we met in Vrede, which were saying their biggest problem is the slowly
closing down because of in Free State we don't have the processing plant. We don't have

where our farmers actually.

ACOBS: Ms Dlamini that doesn't answer the guestion. How did you detfermine that this was

value for money? It's not a concept that you're not familiar with. Now how did you determine

that this was value for money?@

DLAMINI: Iwas answering. You said what consultation? | was answering on the part of the
consultation.

JACOBS: I'm notinterested in the consultation, my quesfion to you was: How did you go about
ascertaining what public or private inquiries, feasibility studies did you engage in that said that
this deal from Estina is a good deal?

DLAMINE Remember we gave you the feasibility study. One of the things when we agreed
with them was to say you will do the feasibility study because of the limitation in terms of the
capacity that we need and the feasibility.

JACOBS: The feasibility study was finished in October 2012. You signed the agreement in July.
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The feasibility study came afterwards. My question to you was: before you agreed with Estina

on this project what process did you undertake to make sure that there was value for money to
the state?

DLAMINE Maybe the, remember when we agreed it was still estimates to say we estimate that
this is going to cost this much. Ok go and do the feasibility study that will show this and | still
believe that this is still estimating costs. As they implement they must still give us invoice and we
have, we can request it anytime the original documents in terms of their suppliers and all that.
JACOBS: Tell me when VKB invests in farmers and they give farmers grain and they give them
expertise do they take a stake in the farmer's farm? No?

CLAMINI: They don't,

JACOBS: No. So why does Estina get 49% of this Agri BEE entity?

DLAMINI: Maybe let’s understand it this way. To say actually the farmers are the ones — that's
my understanding, that is my personal understanding of this one.

JACOBS: The farmers are?

DLAMINI: That their stake is basically on the business of processing which is the business of Estina
but the dairy like | said, the dairy belongs to the farmer.

JACOBS: Now what part of the dairy belongs to the farmers?

DLAMINI: The dairy self, the [cows] itself and the [cattles]. That's my understanding to say the
animals and the [Inaudible 1:45:37.7] itself. The structure where you milking and all that will
belong to the beneficiaries. That's why I'm saying even if tomorrow this stakeholder they move
out right they say we are no longer coming and invest right2 The cattles remain then the
farmers, the structure that is there on sile, remains with the farmer; but as they run the business
of processing they make money in that business that's why we are saying our farmers because
they are providing. they must also [Inaudible 1:46:12.9].

JACOBS: So thisis a very different situation from VKB because VKB comes and upskills people,

enables them to become competitive righte This is not what Estina’s doing. Estina is using
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government’s money to establish a plant, putting cows on land that is given by government
rent free. Now they get fo make a fortune off the infrastructure,

DLAMINI: Let me make it this way; they are geing to put up a plant with their R228m.
JACOBS: Which they own.

DLAMINI: Which they own.

JACOBS: OCn state land.

DLAMINI: On the state land.

JACQOBS: Which they don’t pay for.

DLAMINI: That is another thing.

JACOBS: No thatis part of this whole thing.

DLAMINI: Ok.

JACOBS: Then the cattle belongs to the farmers.

DLAMINI: Yes.

JACOBS: Which Estina will then milk and sell the produce.

DLAMINI: Ye.

JACOBS: What do the farmers get out of this?

DLAMINI: 51% of the processing.

JACOBS: 51% of the processing of everything.

DLAMINI: Look.

JACOBS: Estina gets 49% of everything.

DLAMINI: Maybe what was supposed to have happened is to say let’s together with the
company maybe we're supposed to be saying we should have come together with us and we
present the model. Because my understanding of the model is you have the dairy which
produces the milk right? After you produced the milk somebody must buy this milk right and the
people who are going to buy this milk is Estina right and they will process it. But we are saying

we are pushing that. If we, this farmers provided the milk well they not necessary, our farmers
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are not necessarily making a lot of money out of their produce. The only way for them to make
money is they produce and they get money for their produce right and then.

JACOBS: [Till] somebody buys it.

DLAMINI: And then they supply this other company allright? When they supply we're forcing
now, that's where we are moving to and we started with Estina. We thought that if they supply
you they must also own a stake in that part. If we had money as government we would also
put up a processing plant for these people that they would own 100%.

JACOBS: So Estinais bound to take the milk from this.

DLAMINLE Is bound yes.

JACOBS: And oris the Agri BEE entity going to be bound?

DLAMINI: No, Estina is bound to fake this.

JACOBS: Where is this, where is thate Because where is the offtake agreement in respect of
the sale of the milk. What is Estina going to do with the milk once they get the milk2

LAMINI: They're going to process it because they're going fo put up a processing plant.

ACOBS: Ok and then? Once they process the milk then what2 They sellit. To whom?

|—

DLAMINI: They will sell it to the market.
JACOBS: Where's the offtake agreement?
DLAMINI From who?

JACOBS: From Estina. What compels Estina to sell this produce? I'm not seeing that anywhere

here.

DLAMINE What I'm explaining Ma'am is [that] Estina is putting up a processing plant.

JACOBS: No that I get. That process the milk | can see that in the agreement.
DLAMINI: And when they process the milk.

JACOBS: lJa.

DLAMINI: Then [Inaudible 1:49:31.7] tc the milk to.

JACOBS: [inaudible 1:49:33.3]

1
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DLAMINI: And all that yes.

JACORBS: s Estina going to do this?

DLAMINI: Yes.

JACOBS: Where does it say that?

DLAMINI: Maybe it's one of those things that when you raise it that [lacks] in the agreement.
JACOBS: Yes because this project hasn'l, it doesn't appear this project’s been thought all the
way through because an offfake agreement to sell produce, you need a market. Does Estina
have the market to seil this produce?

DLAMINI: They may not necessarily having the market but ocne of the things that we know from
our province is all our produce that comes from our own farmers; obviously the milk will be
coming from our own farmers and it will go into Estina to produce. One of the commitment
from our government in the Free State that this produce would be taken.

COBS: From whome So government is going to buy that milk2

—

DLAMINI: Nof necessarily the milk. Ok the milk because they'll purchase the mik also and you

guy can whatever whatever. Part of if, yes we are going to have seme agreements with the
hospitals and all that to buy from that thing. So government has [Inaudible 1:50:40.7] that 100%.
They will still have their market in terms of, starting to get markets into Pick and Pay, Checkers
and all the supermarkets.

JACOBS: Where's that set out because thal's not set out in the agreement.

DLAMINI: That's why I'm saying maybe that's one of the things that lacks. That agreement was
stil gonna come. Yes | agree with you it's not there.

JACOBS: Whatis Estina’s track record in the production of, in the dairy food industry?
DLAMINIE: What is that?

JACOBS: Whatis their track record? | mean Estina was, | can understand that Fstina comes to
you and they indicate they're interested in engaging in this project with the department which

is fine. What is their track record? I mean these are people who just walked in off the street.

.
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What is the, the company was incorporated in 2008; their background appears to be in IT.
DLAMINI: That is why | said our main interest was the [real] reiationship with Paras. {With] Paras
have goft [Inaudible 1:51:56.0].

JACOBS: Ja. What did you do to ascertain that Estina would have the capability to deliver on
this projects Where is that feosibility and due diligence report?

DLAMINI: That was done by ourselves.

JACOBS: By the department?

DLAMINI: No we have not done that.

JACOBS: You not done thai?

DLAMINI No.

JACOBS: So the department did no due diligence into Estina? So for all you know Esting is o
shell company with absolutely no income other than this project.

DLAMINI: What | have said is the main relationship is not more on the Fstina but it's more on the
skilt and the knowledge that Paras brings.

JACOBS: And Ms Dlamini as we.

DLAMINI: Because unless somewhere things would change. What it [will be this then]. The
branding also was going to be the branding in terms of Paras.

JACOBS: Ok.

DLAMINI: Of the produce.
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JACOBS: And as you said the department did nothing to ascertain what the relationship was

between Paras and Estina.
DLAMINI: Well maybe I'm not aware of that's why I'm saying Dr Masiteng would confirm, HOD
would confirm also. | may not be aware of the [ascertainment].

JACOBS: Ok. Did you consider any other possible partner for this project?

DLAMINI: No.

JACOBS: This matter was not publicly advertised to attend the process. Is that correct?
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DLAMINI: No it was not.

JACOBS: Did you, you didn't compile any due diligence on Estina. Did you compile any due
diigence on Paras as a department? | mean I've heard all the nice things on Paras; that's it's
big Indian company and that they supply that they're one of the largest milk supplicrs in the

world. Was any of that verified?2

DLAMINI: Verified. | may say we relied on the fact that HOD went to India and to Paras [and)]

was there.
JACOBS: Sc who from Estina did you interact withe
DLAMINI: The person who came to the presentation?

JACOBS: And anyone else. i showed you the picture of Mr Kamal Vasram, you say you just

seen,

DLAMINI: From where I'm sitting we don't always interact at that meeting their project
manager.

JACOBS: So would it have been HOD who would have interacted?

DLAMINI: The [Inaudible 1:55:36.4] is it would have been HOD because | once met when we
went to National Treasury the guy that you showed me it's not that L.

JACOBS: National Treasury?

DLAMINI: Ja, we went there to the National Treasury on site.

JACOBS: Ohit's at the site that this was done at the farm during the course of | think it was last

yedr, end of last year?

DLAMINI: This year.

JACOBS: Was it this year? Ok,

DLAMINI We met with that guy that you.
JACOBS: Ohyes he was at the farm,

DLAMINE He was at the farm.

JACOBS: And the person from National Treasury that was present was Chris Adam.
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DLAMINI: Yes and normally we interact with the project manager.

JACOBS: Is he the project manager?

DLAMINI: No there's a project manager.

JACOBS: And whatis his name?

CLAMINI: | don't know the name:.

JACOBS: Ck,

DLAMINI: Their names are very difficult | can't remember them,

JACOBS: Allright. Who gudranteed Estina’s performance | mean one of the biggest risks in
government and | mean it's something that's come quite a while. Now particularly BEE entities
and smaller companies, risk of non performance is a big risk. Would you like.

DLAMINI: Non performance?

JACOBS: Non performance.

DLAMINI: Yes in some companies yes. It's a big risk.

JACOBS: Now Estina, you didn't to do any due diligence right2 Who guaranteed Estina's
performance? Or is this similar to you're not quite sure whether Paras guaranteed Estina's
performance.

DLAMINL: That is why I'm saying we relied mainly on the fact that we had a relationship or an
agreement with Paras [then] Paras being a big company we want the partners there
themselves.

JACOBS: Did you see in the newspaper articles Paras is denying any involvement in this
projecte

DLAMINI: No, which newspaper?

JACOBS: Mail and Guardian.

DLAMINI: Oh | did not see it.

JACOBS: Have you seen the Mail and Guardian articles related to this project?

DLAMINI: | did not because Iremember | was not here when they said it's in the Mail and
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Guardian but I don't think whether our communication has got that. | do not [merit] it.
Honestly.

JACOBS: And you haven't. This is the first you're hearing that.

DLAMINE No [ hear that this project has been in the media for a long time.

JACOBS: Asthe CFO of the project, | mean the CFO of the department that's implementing
the project didn’t you think it’s relevant to have a look af the articles? | mean this certainly has
brought alot of scrutiny down on the department not so?

DLAMINI: 1don't know maybe it's because many a times government is in the news, in the
media so.

JACOBS: How many times has been the department been in the news in the last year other
than for this issue? Negatively?

DLAMINI: [Inaudible 1:58:31.8]

JACOBS: And you haven't looked as the CFO | mean you know supply chain management
procurement irregularities and that's valid into your portfelio not so?

DLAMINI: No the thing is if | was told that this thing is in the newspaper and these are the issues
right? Then like the processes is a process that we are telling you I'm telling you that we
followed which I'm being open with this which is subject to scrutiny it's fine.

JACOBS: And did you see | mean my question fo you is: Paras is the backer for this project.
They are the expertise not so? They're denying involvement in the project. Do you have a
comment on thate

DLAMINI: No I don't have a comment on that.

JACOBS: Ck. Just to summarise on this issue.

DLAMINLI: Yes.

JACOBS: The department decided not to go ahead with any kind of procurement process
related to this project because the HOD and yourself believe that this is not necessary because

this is net a Tripple P, it's not a sole provider and it's not an unsolicited bid. It's a situation where
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money is being given to a service provider.

DLAMINE [l know much about].

JACOBS: To facilitate, let me just finish, to facilitate building infrastructure for dairy farmers to
sell their products or to process their products.

DLAMINI: [ would not agree with this statement that says we did not see it not being not
necessary. We looked at all options then we say how this can be implemented as [one] and
say let's implement this model and with the implementation also we consulted [working] you'll
see that thing that was written there, that extras from that advocate. This matter was even
discussed with the Premier’s office and the DG was present, the HOD treasury was present, the
state law advisors were present in that meeting. We discussed this issue and we looked at this
and he asked us what model would we want fo apply. We explained.

JACOBS: Where is this model documented?

DLAMINL There is not a model per se it's a practice, let me put it that way?

JACOBS: Ok and as CFO did you advise the HOD that this was an expenditure of public funds
in the procurement of a service provider to build infrastructure that the PFMA actually was
relevant and that supply chain management in particular was relevant in this matter.
DLAMINI No, like I'm saying it's not the infrastructure that belongs to government, it belongs to
the beneficiary.

JACOBS: Soin your opinicn the PMFA and supply chain management had no relevance here.
DLAMINI: No not right the PMFA has a relevance here because we transfer money and [we'll
need] in terms of the.

JACOBS: I'll be more specific. The supply chain management has no relevance here.
DLAMINI: That's not frue [Inaudible 2:01:57]

JACOBS: So supply chain management wasn't relevant,

DLAMINI: That's why | say | don't know. | would not know how can we [take] this not relevant

because we looked at everything and we say.
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JACOBS: And decided to follow no supply chain management process. So you decided that
supply chain management was not relevant. [t's not a hard question Ms Diamini it's quite a
simpte question. Yes or Nog Did you, was supply chain management relevant? You didn't go
any recognised suppiy chain management route so you as the CFO might have believed that
supply chain management wasn't relevant.

DLAMINI: This was not relevant in the sense that we treated this thing as a transfer. In fransfers
supply chain management we don't necessarily.

JACOBS: And in your opinion.

DLAMINI: But what we do in the company that uses the money right?2 We need to make sure
that they use the money for the intended because one of the things is to practice with [supply
chain] with financial management.

JACOBS: And we've already established that there’s been no financial management
oversight here because you're making payments directly into a private company.

DLAMINI: Which they report. Which would then.

JACOBS: That's not financial oversight.

DLAMINI: Ok.

JACOBS: Would you agree with me? | mean you've got no insight into how they run. You
have no insight into how you spend the state's money. |see in one of the progress reports that
they indicated that they deposited, that they made aloan to the Department of R8m. Did you
see thate

DLAMINI: Maybe let me explain with the loan part of it. This project is in two phases. The first
phase it to put the dairy itself which is what we call the cow [hotel]. That is the correct
language. The reason why they put it as like a loan is because the department in [Inaudible
2:04:02.9] the beneficiary is responsible to put up that dairy. They may not use their own money
to put up the dairy but they will lose their money - their investment — in putting up the

processing plant and the money that they say it's a loan it's [Inaudible 2:04:10.2] to the
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activities relating to putting up the dairy itself. That is why they classify it as a loan because
that's the part that we must do but because we have not as yet [have] money there then let's
continuve with the project.

JACOBS: Butin fruth you had no idea whether they actually invested the R8m do you?2
DLAMINI: |would say | would rely on their reports.

JACOBS: You have to rely on their good faith because the truth is that if they were taking your
money and using it and then rolling those funds in the same back it was your funds, you would
have no idea. | mean the department effectively have no oversight right2 Correct2

DLAMINL 1 will not agree entirely to say that there is no oversight. The fact that we don’t have a
structured ways maybe the better word is because maybe we don't have a structured way of
monitoring because it [we know we did] and we go and look at progress.

JACOBS: Have you seen the bank accounts and the financial management of Estina?
DLAMINI: I have not seen the bank account.

JACOBS: But you know how the funds are being spent? Other than their report because as
we have already established Ms Dlamini people can put anything on a piece of paper. ksn't
that the pointe

DLAMINI: [No] other than the report. For myself have not established anything.

JACOBS: What was the moftivation, | can see in this document that somebody thought it was
necessary to get an authorisation to deviate from the prescribed procurement process. $o
there is an actual recognition that there is a prescribed procurement process which needs to
be deviated from. What was the reason from deviating from the prescribed procurement
process?

DLAMINL: | don't know. The main issue there was fo get or to make, to have o document that
says, that shows a procurement process was not followed and the only way the procurement
process was not followed is when you use a deviation,

JACOBS: But you know when you say that the procurement process wasn't followed at pre
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[supposal] that the procurement process was required. Not so I mean that's logical. You don’t
sQy.

DLAMINI: It could have been. For me it could have been used but the nature of the
fransacticn is in such a way that if you fransfer and it deesn't require that.

JACOBS: What was the urgency in approving this project?

DLAMINI: 1 don't think so there wasn't an urgency.

JACOBS: So why did you go ahead with the project where you don't have a budget? Isn't
sound government financial management is that especially with a project where the project is
almost taking a third of your equitable share that you plan for it properly financially 2

DLAMINI: But the project is budgeted for,

JACOBS: No. The project was not budgeted for in the 2012/2013 year when it was signed.
DLAMINI: [Suppose] it was budgeted for [checking] the.

JACOBS: No no I'm telling you Ms Diamini we have spoken fo national treasury. We've also
spoken fo DAFF. This project wasn't budgeted for.

DLAMINI: Which year Ma’am®@

JACOBS: 2012/2013 as I've said 2013/2014 is a different situation.

DLAMINI: Let me show you,

JACORS: There was a R12m budget,

DLAMINI: 2012/2013 yes for the previcus year.

JACOBS: And Estina says, you said to us you will give us R114m and that's why we need to give
you the loan because you have not come up with the R114m.

DLAMINI Because if you look at the Exco memo it was saving the department needs to work
with treasury, work with FDC and other state entities to.

JACOBS: To get the money which means you didn’t have the money which means it wasn't

budgeted for.

DLAMINI: But that very same year, I'm going to show you something. The very same year there
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was an allocation. This one was for rural development. Let me have the [Inaudible 2:09:24.7]
the thing.

JACOBS: ldon't think you have those but please go ahead and have a look.

DLAMINI: That money for Mohoma Mobung for 2013 R85m.

JACOBS: That comes from where?

DLAMINI: That come from the Provincial Treasury.

ACOBS: That they allocated fo the project?

DLAMINI: Was allocated for Mohoma Mobung and this project is part of Mohoma Mobung.
JACOBS: Yes but what was the amount allocated to this project? Because thisis only one of
many projects that exists under Mohoma Mobung.

DLAMINI: The enfire amount was allocated because this project has since been given a priority.
In any case let me put it this way; not necessarily it has since been given the priority it is the only
one of this magnitude.

-IACOBS: My question then comes back to you. Why was this project agreed to with such
urgency when in the [end tech] budget in the CASP budget there was no allowance for this
project? As a department you have not budgeted for this project. You scramble to get money
together as is very clear from the exco memo that the Free State Development Corporation
was called in to try and source finance for the project. This was not a budgeted project.
DLAMINI: The reason why Exco was saying that the Free State, the FDC must come and assist is
because we budgeted this project but we budgeted it small like you're saying there was a
R12m, there was 35 and the only reason was for us to get to the R100, to the three is because
Exco has instead of doing this project over many years it was, from where we are sitting we did
not have a problem to say this project we can start with this phase and this phase and if it can
take 5yrs 6yrs right? We're still gonna complete it with the little that we are having in the
department; but then Exco resolved to say let the project not take long so that the benefit is

seen in a short space of time and then the.




11

12

13

16

17

19

20

21

22

23

24

25

26

5’3 RJ-103

JACOBS: So yousign an agreement.

DLAMINI: And then the freasury was then requested to say it must assist in terms of finding the
funding.

JACOBS: What was the initial budget set aside by the department for this project?

CLAMINI; Initially it was R12m started.

JACOBS: R12m. How did it [grad].

DLAMINI: And it was the R12m from the grant and the R35m from Mohoma Mobung, we were
to take money from there also. So we took, actually we funded it with R30m in that particular
year.

JACOBS: So it wasn't the whole of Mohoma Mobung that was taken.

DLAMINI: No the other R5m was not taken.

JACOBS: Where is the presentation that was done to all of the stakeholders on Mohoma

Mobung and the strategy behind the Mohoma Mobung last year?

DLAMINL: | think the HOD got the presentation work [Inaudible 2:12:32.7] sense.

JACOBS: Which bring me back to my guestion? You sign an agreement with a service
provider that a R114m will be made available during this financial 2012/2013 financial year.
R12mis budgeted for the project. Why the urgency in signing this agreement? Firstly why the
massive hike in the budget for the project? {Inaudible 2:13:11.3] from RI2m to R114m to g
R342m overall contribution is @ massive increase.

DLAMINI: Basically when we looked at this it was not only R12m. It was R12m plus the R35 of
Mohoma Mobung because Mohoma Mobung is not a grant we need not necessarily been
specific.

JACOBS: So the department decided that the entire Mohoma Mobung contribution would go
to this project? No other projects would benefit in this province because this project was such a
priority ¢

DLAMINI: But we did not use the entire of the 35 because some of the money then was

L -
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transferred to VKB for the chicken [broyers].

JACOBS: If then begs the question. Why was this project so important? Why the urgency and
the importance for this project?

DLAMINLI: [ don’t think there was an urgency, maybe the importancy is only the importance to
say if you look at it the economics [pin] of it that [necessity] that the beneficiary will get, the
benefit that the area itself itself. The activities that will be there, the jobs that will be created in
their.

JACOBS: A hundred jobs. A 100 jobs, | mean a 100 farmers are gonna benefit, the maximum.
DLAMINE No but there will be people who's gonna work on the project working and all those
things.

JACOBS. How many people?

DLAMINL: What was the figure? Is it not 5002 Or 1502 | can'tremember.

JACOBS: A 150 for R342m worth of capital injection. Government gets out no equity stake, 100
jobs and 80 farmers who are going to have a place to sell in bulk and receive some cows. Do
you think that's value for money to the state?

DLAMINI: Remember the state money that is invested here is the property of those
beneficiaries. They are not only getting the [Inaudible 2:15:24.0] they also own, they're also
going to won that [starta] that’'s why I'm saying even if Estina can wake up and say we are
moving out we will then have fo assist them because there is big dairy there. We assisted them
to get a market for their milk somewhere.

JACOBS: That makes sense. What they don't own is the processing facility and they've got no
place to sell their milk.

DLAMINI: Yes.

JACOBS: So effectively they've got a place, well they've got a cow shed effectively for R342m
they have a stake as you put it in a [cow hotel]. No access because effectively the processing

plant belongs to Estina, you create 100 jobs for people who are working on the farm and 80




0

11

12

13

14

15

16

17

20

21

22

23

24

25

26

R%lSQS

farmers have a place fo process their milk and that seemed like a good idea for R342m worth
of investment.

DLAMINI: Let me put it this way. The 80 will own right the dairy itself, the cow hotel and the
cattles right. Meaning we're creating farmers right.

JACOBS: Well, existing farmers. You're benefiting existing farmers.

DLAMINI: No this existing farmers like your commercial farmers those are going fo benefit
indirectly in terms of instead of transporting their milk fo Gauteng they will then transport their
milk to which is nearby and they'll save on the [contract]. That will benefit around the farmers.
The commeicial farmers and other farmers that are around that area when that processing
plant is up and running.

JACOBS: Allright.

DLAMINI: Right but of this 80 that will own the investment that government is making there.
JACORBS: Are they farmers or not?2

DLAMINIE: Some of them are some let me not [Inaudible 2:17:21.2] Dr Masiteng is the one who
can say because I've not seen the beneficiary. | may not, i'm not a technical person. That list
that | gave to you.

JACOBS: So the benelficiaries are not farmers necessarily 2

DLAMINE No that list that | give to you, that’s why I'm saying to you I'm not sure whether all of
them are farmers but remember in agriculture.

JACOBS: Then on what basis are they beneficiaries?

DLAMINI: No Ma’am wait. I'm saying | am not sure. Dr Masiteng will confirm whether all of
them are farmers or not or 100% they are farmers but | also want to explain to you to say a
project is not necessarily an agricultural project can be started with farmers only. No, we
sometimes group people together and say we are giving you this land go and plant.
JACOBS: And they have no idea what they're doing.

DLAMINI: That's why we give them support.
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JACOBS: Estina is the support that you're giving them,

DLAMINI: Estina is the support that is given to them.

JACOBS: So these people if they aren’t farmers they must go and become farmers? Is that the
understanding and then Estina will give them a place to process their milk because Estina has
no - my understanding is not that they're going to act as a cooperative and go in there and
teach people how to farm and you know create milk.

DLAMINI: But remember they are going to assist them to {Inaudible 2:18:53.8] make sure that
the dairy producers [Inaudible 2:18:56,7] which the dairy belongs to this 80.

JACOBS: Ok so why these 802 Who are they that they get to benelit and nobody else in the
province gets to benefite On which basis were these 80 people chosen?

DLAMINI: That's why I'm saying maybe they all the smali farmers in that areq,

JACCBS: Ok but you may not know why they were chosen or not ok.

DLAMINI: I'm not clear.

JACOBS: Ok allright, Can you say that there was no real urgency in signing?

DLAMINI: No.

JACOBS: I'mean this was fast in terms of signing a lefter of engagement with a service provider
don't you agree? | mean they submit their proposal on 12 May, they do a presentation on 24
May, the HOD three days later sent them a letfer saying we accept your proposal. The MEC
signs off on this | mean the Exco signs off on this with the premier how many days later. Two
weeks later and then within two three weeks of thal there's a letter of engagement signed with
the service provider and a deviation from the procurement process signed on the same day.
DLAMINI: But remember because there was already the budget it's not necessarily that there
was an urgency but we budgeted already and only in government if you don't run with your
processes and put money and spend money that you've budgeted you loose; but the urgency
was | don't think it was a matter of urgency no.

JACOBS: When was your financial year?
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DLAMINI: OCur financial year end March.
JACOBS: March 31 so when you received this, this was basically right at the beginning of the
financial year. In actual fact you received this proposal 12 days into the new financial year not

s02 You received the first proposal on - no | lie it's 12 April — it was 6 weeks into the new financial

year.
DLAMINI: Yes.

JACOBS: Whenis Estina’s contribution to be made?

DLAMINE Esfina’s contribution was to be made immediately in the second year. it's actuaily
suppose 1o happen this year because this is the second year of the project.

JACQORBS: Why was that not set out in the contract with Estina?

DLAMINI: It wasn't [Inaudible 2:21:43.8] that the project is in phases.

JACOBS: No it doesn’t say that. It says that Estina will make a contribution if necessary. All
project plan in line with Estina’s proposals will determine the dates for capital injection by Estina
but whal the agreement does say is: Estina will make a capital injection if necessary which
makes this even more suspect because if the basis for this is the fact that Estina is going to be

putting money into the project the agreement doesn’t speak to the money that Estina is gonna
put into the project.

DLAMINI: Not necessarily.

JACOBS: And neither does it speak to what Estina’s role is going to be in this project.

[Inaudible 2:22:29.3].

DLAMINIE: You have a copy of thate

JACOBS: Jawe have a copy of that. Obligations of Estina: Estina shall provide a capital
injection of [inaudible 2:23:37.3].

DLAMINI: What page?

JACOBS: Thisis page 6, 6.2: Estina ensures that the beneficiaries own 51% of the Agri BEE entity.

Why should Estina make sure that the beneficiaries own 51% of the Agri BEE entity?2 What is

|
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Estina’s interest in thise They're a private company. How can you leave that as a department
can you leave that responsibility to Estina?

DLAMINI: Ok.

JACOBS: Ok? Do you agree with that? I mean [Inaudible 2:24:16.8] of advocating the
department’s responsibility.

DLAMINI: | don't think so but we also were really advised. Remember this contract was done
by the state law advisors for us. So | think all that they want 1o say — that’s just my loud thinking —
is to say in that processing plant thing or that entity that 51% should go to the beneficiaries.
JACORBS: Estina shall pay R228m towards the project payable as contemplated in clause 6.2
with Annexure A. Can you take that call please? So if the project gets into phase 2 which is
effectively the.

DLAMINL I'm sure they've even started.

JACOBS: Sorry?

DLAMINI [say I'm sure phase 3 has even starfed.

JACOBS: And do you know. Just phone him back quickly because he called twice so it must
be important. So Estina was going to make its conliribution. How do you determine, how would

you know when Estina started to make its financial contribution and what the extent of that

confribution would be?

DLAMINI: How do we?

JACOBS: How would you know once Estina started to make its contribution and what the
exfent of its contribution would be? | mean financial oversight over the contract and over the
relationship surely that must have been thought of. | mean when you engaged in the

agreement,

DLAMINIE: You mean how are we going to make sure that that they have invested is R228m:.

JACOBS: R228m.

DLAMINI: Yes. It's a bit of a grey area but I think from our side what we're looking at is to pay
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the processing plant should be there and the value of the processing plant maybe is another
thing but it was estimated at that point in fime at R228. 7.4 say: The department shall consider
and approve [Inaudible 2:27:49.2] for phase 2 and phase 3. That's why | was saying the project
is gonna be implemented in phases.

JACOBS: At the point that the contract was signed there's actually no indication of what the
phases of the project will be is that correct?

DLAMINI: It’s in the contract.

JACOBS: Noit's,

DLAMINI: 7.4

JACOBS: 7.4 says that the project will be concluded in phases right2 It shall consider and
approve amounts to be determined by Estina for phase 2 and phase 3 but it doesn’t actually
include the actual phases. Annexure A when you look at it, it sets out on obligations for the first
phase is the land acquisition. The environmental impact assessment, feasibility study, water
[reticulation], electrical connections and then draw up a project plan in line with Fstina
proposals but it must have milestones and fimelines for phase two as approved by the
department. So at the point where this agreement is signed with the department, where,
there's no actual project plan that forms part, there's no timeline and there's no. You know
what concerns me Ms Dlamini and maybe [Inaudible 2:29:25.9]

DLAMINI: | hear your complaint,

JACOBS: The confract for a massive capital injection by the department because the
department is not going to receive any benefit. The contract is also fairly loosely drafted, you
understand what I mean?

DLAMINI: That's what i'm saying we thought this was the best confract becquse the contract is
drawn on our behalf.

JACORBS: By the state law advisors.

DLAMINI: By the state law advisors. We don't have the capacity in the department.
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1 JACOBS: And who was the state law advisor who drafted the contract?

2 | DLAMINI: [Incudible 2:30:04.8] a Mr Venler in the Premier's office.

3 | JACOBS: Ok and Mr Venter's contact detfails?

4 | DLAMINI; Idon't have it, will you please ask HOD for it.

;‘]COBS: Why were the beneliciaries in the project not identified before the project was

6 [implemented],

7 | DLAMINI: Honestly let me say it was one of those lost and challenges in the system.

g8 | JACOBS: Meaning what?

9 | DLAMINI: Under normal circumstances the beneficiaries were suppose to have been there

10 | before that so | [won't] say.

1 | JACOBS: This again adds to my concern that there seems to been a great deal of urgency in
12 | getting this agreement signed when the department wasn't even clear that there were going
13 | fo be beneficiaries because now there appears fo only be 80 beneficiaries.

14 | DLAMINI: The beneficiaries were gonna be there, if you read under definition it says there
15 | beneficiaries are persons from Vrede are, which means that the requirements of the Agri BEE
16 | Charter on Black Economic Empowerment issued by the Minister of Tourism Industiry [Inaudible
17 | 2:31:51.6] but also if you look at the minute that | gave to you of the consultation with the

8 [ municipality. One of the responsibilities of the municipality was to identify the beneficiaries in
19 | thelr ared.
20 | JACOBS: So the beneficiaries weren't even consulted on whether or not they wanted this
21 |facilty. The agreement was entered into and then they were appointed or then they were
22 | identified.
23 | DLAMINI: This project is one of those initioted where you say when we get into this area and
24 | you say you want to uplift the lives of the people in that area, you then group people like | said
25 |it can be women in a group it can be. That normally it's not necessarily a process where you
26 | cansay: | advertise people who are interested must come. It's a process where mainly the
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municipality will assist and say this is the poorest of the poor or this. I'm just making an example
I'm not saying this is the examples that we used. I'm not aware, I'm not aware from where I'm
sitting of the criteria. That’s why I'm saying this now becomes a technical issue that probably Dr
Masiteng can help or HOD can help.

JACOBS: Are you aware, you may hot be aware, how Vrede was identified as the ared for this
project and why the Vrede communily was picked out as the community that would benefit
because it seems that they've been beneflited ahead of the rest of the province. My question
is why?

DLAMINI: I'm not, I may not be aware but I'm told that the, it’s one of the good sport if | may
mind my English. It's one of the good sport in terms of the Mofutsanyani area because when
you look at Vrede because when you look at Vrede it's nearer to those of Mpumalanga. That
part of Mpumalanga which that area I'm fold in terms of the statistics if good for milk or mild
farming. Technically that’s what | hear amongst the discussions to say that area is good for it's
one of that areas that is good for farming. Actually it’s Mofutsanyani in the Free State. Majority
of the milk Tarmers are from Thabo Mofutsanyani.

JACOBS: Whatis the total amount that is being paid to Estina on this contract?

CLAMINI: To date? R114.

JACOBS: R114m?

DLAMINI: Yes.

JACOBS: Are you sure?

DLAMINI: Yes I'm sure.

JACOBS: We have BASS information that indicates that R198m has been paid. Can you
explain the difference®

DLAMINI: 198¢

JACOBS: Ja.

DLAMINI: No it can't be.
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JACOBS: These are extracts from the BASS system.

CLAMINIE: From who? From me?

JACOBS: These are the payments that have gone through the BASS system and it shows there
that a total of R198m has been paid,

DLAMINI: No, | know what happened. This was not 8. The 84 that you see it was subsequently
route fo the cash flow problem but it was subsequently paid as 34, 30 and then [Inaudible
2:35:48.6] and we can prove that. The 84 was never paid. The BASS document that, let me put
it. Until we started [20 for] 2013 and let me [show you] and say we committed that 114, we did
not pay the 114 in 2023/2013 financial year. We paid only R2m and at the beginning the
company Estina came and say we have dlready placed corders, here's our cash flow we're
short of 84. Right we [Inaudible 2:36:24.8] ihe 84 available as soon as the new financial year
starts. The new financial year, the project is 100% budgeted R114m but if you look at the past
financial year, admit there was a shortfall of R84m but. So those are the 84 that you're saying
because of the 84 was not paid it was a shortfall. But it was never paid. We wanted to pay it
but the Provincial Treasury then said let's pay it in this week and the following and the other
following week so that the cash flow can be properly managed. So it was never paid, that 1 am
100% sure.

JACOBS: The authorisation dates in these.

DLAMINI: It was subsequently reversed. How the system works right2 You see the paper that
they brought to me is the paper that this lady was bringing to me is a paper that | must sign. 1t
must go fo the Provincial Treasury. The Provincial Treasury, anything that is above R1m you sign
it, it goes to the Provincial Treasury, the Provincial Treasury must take it to the bank and say to
the bank release this money that after they have looked at the cash flow of the entire province.

Not your own cash flow as a department,

JACOBS: Who loads payments in the. Who would have access fo the BASS system here so we

can confirm that?g
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DLAMINI: Me Freda Claasen.
JACOBS: Freda Clagsen?

DLAMINI Ja.

JACOBS: Isshe here?

DLAMINL: Yes she's here. Do you want see. Must | call here

JACOBS: Ja tell her we'll sit with her later on this afternoon and just get an extract on the
matter from her on what payments were made and when they were authorised. Why were the
payments made into Estina’s bank account?

DLAMINI: Because they were the ones who manage the project.

JACOBS: Did the department not consider it arisk paying meney directly into, the money for o
project, directly into the bank account of a private entity?2 An entity over which it has no
control?

DLAMINI: Notredlly because we have an agrecment with this entity.

JACOBS: To do what?

DLAMINI: To manage this project.

JACOBS: And if the entity commits fraud against the department and steals all the
department’s money, how are you going to know? Where's the corporate government's
structure regulating the relationship between the department and Estina? Because nowhere in
that agreement does it even say that we have access to your financial records that we can
come and inspect. There's no corporate governance in the agreement at all or in the
arrangements here because you're saying o me you're not mentioning anything related to
corporate governance of this project.

DLAMINI: But it's just a verbal understanding thal they understand at any given point in time it
we'll say if we gone and say let’s see your bank account they will be able to avail that.
JACOBS: And if they refuse?

DLAMINI: 1just finaudible 2:39:53.0] concerning the money because they can not refuse.
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JACOBS: And so what will happen to the R1T4m we've already transferred? If they stole the ‘
government's money how would you take action against them?

DLAMINI: On the basis of the agreement.

JACOBS: Butf you have absolutely no access or anything.

DLAMINI: But the agreement says this are the things they must do with the money so on the
basis of the agreement we say we give you the money, we expected you to do this you did not
do so we can take them to court. That's my understanding,

JACOBS: Ok so the government or the department is going to litigate against Estina if they
default on the contract?

DLAMINI Yes.

JACOBS: Buf the department has absolutely no insight in the way that the project is being run
unti the wheels come off at some point in the future. So on a day to day basis the departments
is not inferested in how this project is managed financially. It's only if they fail to deliver at some
point in the future that the department is then going fo sue them. Is that my understanding? Is
my understanding correct?

DLAMINI: Ithink yes, your understanding is correct in the sense that we don't have somebody
who's like saying | have access into the bank account or I'm sitting there with them.

JACOBS: And there's no corporate governance structure here regulating the relationship
between Fstina and the department effectively. The department, | mean Estina regulates itself
because the department gives them the money, they go and do what they think is good in the
project and because there's no specifics in this agreement. There’s no specification for what
needs fo be developed. There's no standard. They could put up a corrugated shack and have
manual people processing milk. There's no quality assurance, there's no financial oversight,
there's no guaranteed expertise. Nothing in the agreement actually regulates the relationship
between the state and Lstina.

DLAMINI: But the information that that says what is it that's bought and all that.
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JACOBS: It's not part of the contract.

DLAMINI: But one of the documents is containing that information.

JACORBS: The project proposal.

DLAMINI: Yes it's in the project co and I 'think they also, the contract refers to the proposai as

Annexure B it's not that it’s not.

JACOBS: No butit's not attached.

DLAMINI: Is it not attached?

JACOBS: And the proposal in terms of the project plan is not being created according to that
document, it's going fo be agreed upon. So before government even knows whal it's going to
get it's already agreed that it's going to get R324m. Let's move on from that | think we've
covered that area. Why is the payments listed as sundry payments and net as contract
payments on the BASS system?

DLAMINI: It's a sundry payment because we're paying it, I don't think we're, there's no, there's
no payments that we term contract payments in the system. Sundry is just but what is written in
the, you see that document? Let me show you the payments, which document. The
document itself is a sundry. No not that one, from the payments document. It says this is @
sundry payment advice. The descripltion comes from here.

JACOBS: And then you reference the service level agreement as the reason for the payment.

DLAMINI: [Inaudible 2:43:56.0]

JACOBS: These are payments for; you mentioned that there are two payments here. There are

two payments that are not here.

DLAMINL: Ja but the copies | gave to National ireasury and they all make 114 if you add them

together.
[
JACOBS: Ok. | wili have a look but you say that the supporting documentation is exactly the

same because it’s not linked to certain deliverables.

DLAMINI: No it's not.
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JACOBS: On what basis is payment then made?
DLAMINL: As a fransfer,

JACOBS: S0 when are the agreed upon transfers?

DLAMINI: That is what I'm saying; they submit their cash flow right and based on their cash flow
we then submit, That's [Inavdible 2:44:36:3] if you look at this things, the same one that make,
that necessitate the 84 which the {Inaudible 2:44:47.8] was paid in 30 29 and then 19 whatever
that was the 34, 29 and [whatever]. There's a cash flow that shows there was a deficit already
whereby they say they already placed orders and aill that. So there was a deficit.

JACOBS: So there's no project milestones that are required before you make certain
payments?

DLAMINI: Not necessarily.

JACOBS: Noit's either not orit is.

DLAMINIE: No.

JACOBS: No. So there's no milestones that basically submit their, as they say they need cash
you fransfer funds.

DLAMINI: Yes.

JACOBS: If they were rolling funds, do you understand the concept of rolling?

DLAMINIE: No.

JACOBS: Should they use your money and then they indicate that they're using it, they're
using their own money because it's happened in projects where service providers and that is
why Tripple P's are monitored to carefully; because you know if you make deposits into
company’s bank accounts and there's a joint coniribution and what happens is they use your
money and indicate it as an injection into the project. How did you ensure that they would not
be the rolling of funds? Because this R8m loan could technically be part of the R30m that you'd
given them. How would you know?

DLAMINI: | think this was some of the confrol that we need to put.
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JACOBS: Ok am lcorrect in understanding that for the R342m financial contribulion that would

be made by the department, the department would actually not receive any return for that
R342m. Is that comrect? Because the department would have no ownership.

DLAMINI: Yes.

JACOBS: [f thisis not a loan that’s been made to the farmers of R342m and as the you know
the Agri BEE entity makes a profit it will repay the department. It's just a straight beneficiation
made. This is R342m that you're just giving away. ‘

DLAMINI: Yes to the former.

JACOBS: Well technically not to the farmers, to Estina because Estina has in fact been
receiving.

DLAMINE No to the beneficiaries.

JACOBS: Wellthey're not receiving the money. Estina is receiving the money. Estina is going to.
DLAMINL: But Estina is going to put up an asset that is the asset of the beneficiary.

JACOBS: In the newspaper it mentioned that a Gupta wedding official visited the Free State,
I'm sure as you may hear the HOD mention yesterday - you know he’s responsible for landing
the plane at Waterkloof - and he you know he said [a ton aren't cheap]. That being said there
is mention in the article that part of the reason why that plane was allowed o land because
there was an official that was coming fo visit as part of this visit to South Africa to attend the
wedding. There was a Mr [Shivpal Singh Yadav] that, | may not be saying his name correctly,
was coming fo visit Free State fo come and discuss irrigation and public works. Did that take
place?

DLAMINI: Iam not sure [Inaudible 2:48:14.9]

JACOBS: Do you have a copy of the motivation to Land Affairs to give you the land on which
this project is situated?

DLAMINI: Do | have the?

JACOCBS: Do you have the moftivation or the agreement or any of the documentation relating.

-
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My understanding Is that the Department of Land Affairs has given, or the Municipality has
given Free State Agriculture the land on which to develop this project righte Where's that

decumentation because my understanding further is that Estina has been given the land cn a

99yr lease free of charge.

DLAMINI: [I'll check].

JACOBS: Yes.

DLAMINI: | can get you the documentation relating to the loan.

JACOBS: Ok. Is that correct? Has Estina been given this land on a 99yr rent free lease?
DLAMINI I'm not sure whether it's 99 but, let me give you the thing. Let me give you the
agreement,

JACOBS: Ck. On what basis was the land given to Estina?

DLAMINI: Is the land given 1o Estina?

JACOBS: Was the land given to Estina?

DLAMINI: For me the land is used for the project, it is not given to Estina.

JACOBS: Butwas it fransferred into anybody’s name? Who's the owner of the land?
DLAMINI: No ldon't know Ma'am.

JACOBS: Were they given a 99yr lease? You're not sure?

DLAMINIE: Nof sure.

JACOBS: What was the role of the provincial Exco in approving the project?

DLAMINI: All the projects that we do in the province they go via Exco.

JACOBS: And what is Exco's role in approving the project? You mean effectively Exco can't
rectify an irregularity in terms of procurement process so and here was already a clear
deviation of procurement process so what was Exco’s actual role when you say they approved.
What were they going effectively? | mean Exco.

DLAMINI: I think what they approved, they approved that the project were implemented in the

province.
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JACOBS: it was a conceptudl approval of what? The.

DLAMINI That needs to be approved is to say they agree this project and be implemented.

We agree this budget can be spent but in terms of the actual implementation in terms of the

processes they are not.

JACOBS:; They are not part of.

DLAMINI: That is not part of the program. Their approval.

JACOBS: So effectively Exco's approval is a conceptual approval. They approved the
concept.

DLAMINI: Yes. And the budget.

JACOBS: And in this case there was no budget. Now because clearly they say please go and
get the money for the project from you know the state development. They go to treasury
committee efc. So Exco’s approval is conceptual. Approval and budget.

DLAMINI: But clearly | may mention that [Inaudible 2:51:34.4] the money was made available.
That is why we have R114 this year and R114 next year.

JACOBS: Ok and the approval by Exco really is a “in principal” approval of the project. It's not
a authorisation | mean the department is going then saying do you think this is a good project
for us to engage in and Exco says yes we think this is something that is worthwhile for the
province. Please go ahead and engage; but they don't regulate how the department
engages.

DLAMINI: No they don’'t.

JACOBS: That was an infernal decision of the department.

DLAMINI: Well consulted.

JACOBS: Well ultimately it's your decision. The HOD's decision, you're the accounting officer.

DLAMINI: Yes after consulting and thinking.

JACOBS: No that’s fine because at the end of the day Ms Dlamini as you agree with me.

DLAMINE I’s fine yes.

_— B
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JACOBS: It doesn't matter who you consult, ultimately it's the accounting officer, its your
decision. That's ok. HOD is the accounting officer?

DLAMINE Yebo.

JACOBS: And it's he's responsibility in terms of the PEMA fo make sure that supply chain
management is dealt with appropriately in his department.

DLAMINI: Yeah.

JACOBS: Who took the role of provincial guery in this procurement process because we see

mention of the provincial freasury as well. What was their role?

DLAMINI: [don't know. I'think | may say necessarily — how do | put it — the role they came after
as you can see after we have met with the [horticulture]. After we have met with that
resolution of Exco and then Exco said you must implement. Then this teams must meet right?
We have [FTC] and whatever so we came together as a collective. The DG called the meeting
and then we went there and then we explained the project and all that and yes | must indicate
that indeed the provincial freasury did ask about why not Tripple P and that's the only part that
he asked about in terms of procurement. He alsc say why not Tripple P and we explained to
say from where we are sitting, this is the best way we thought we can implement it and then we
explained the way | had explained to you in terms of the VKB arrangement and all that. So ja
oftherwise.

JACOBS: So treasury they had concerns about the Tripple P2

DLAMINI: Yes,

JACOBS: They weren't happy with your process?

DLAMINI: No not necessarily that they were not happy but the project, they asked to say why
are you nhot following that.

JACOBS: Can you geft the letter of 14 November [Inaudible 2:55:34.0]. | put it to you Ms
Dlamini that the freasury actually went further. They indicated their concern with this project

and they certainly did with the national tfreasury. When national treasury asked these questions
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and in a letter from the CEO of provincial freasury directed to the DG of national treasury dated
14 November 2012, Mr Mobongwe states that provincial freasury then advised, let me just read
the whole so | don't put it out of context. Your letter dated 25 October relating to the
abovementioned matter has reference. Now this is obviously in reference to the DG's previous
letter. We asked certain questions of provincial treasury that related to this project. It's
imperative to mention that this project forms part of the bigger Mohoma Mobung program of
the Department of Agriculture. This program basically entails the establishment of various
industries in the province which would conftribute towards Agri processing and value adding to
agriculture produce in the province. The program also has the potential to become a major
conftributor towards job creation in the province and more specifically in the Thabo
Mofutsanyani district. Even though the Vrede project was initially planned in the smaller project
which was 1o be funded through a combination of earmarked provincial funding CASP and
Lima/Letsema Commissioner granis. However, according to the Department of Agriculiure an
opportunity presented itself on a private sector company by the name of Estina expressed
interest to partner with the department in providing additional funding, expertise and
management skills to the project. Subsequently the Provincial Executive Council resolved to
elevate the project to a mega project. Provincial freasury again advised the Executive Council
as well as the Treasury Commitlee on shortcomings related to the project, including but limited
to legalimplications of the then contract, adherence to the budget process and principles.
Budgets and implications are the provincial fiscus and this associated the agreement. Arising
from this advice the Treasury Committee, a sub struciure of the Executive Council made the
following key recommendations. That a technical committee under the leadership of the DGB
be established in order to into issues of funding, planning and the revision of the original
contract which was entered into by the Department of Agriculture and Estina. A
comprehensive review of the contract be done with the assistance of the state law advisors in

the Free State Development Corporation be involved in the project in order 1o assist the
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Department of Agriculture to secure alternative funding. Over and above the R30m that the
Department pre prioritise in order to make an initial payment. No funding has been available
as vet for the shortfall of R84m.

So Provincial Treasury raises concerns at the Execulive Council here related to shortcomings
[Inaudible 2:58:43.0] the project including the legal implications of the contract which | assume
relates to the fact that there’s no supply chain management process here. Adherence to the
budget processes which | asked you about and which you said there was complete
compliance with the budget process which was clearly from treasury side, they didn't think
there was; and then this [Inaudible 2:59:04.5] with the agreement which we assume has
become extremely clear as a result of this consultation. When freasury raised these concerns,
how was these concerns addressed by the department?

DLAMINI: 1 think clearly if you read the letter. The letter says they raised their concerns to the
treasury committee, which | am not a member of the treasury committee.

JACOBS: No, they raised it with Exco. They advised the Executive Council.

DLAMINI: Fine if they advised Executive Council right and | think there’s also a mention of the
Treasury Committee if | heard properly, which we are not member.

JACOBS: So you're not members of the Executive Council@

DLAMINI: No, we are notf. I'm not sure whether HOD, sometimes HCD gets to be invited to Exco
so I'm not sure.

JACOBS: So when this project was discussed you weren't there.,

DLAMINI: No I was not there at Exco. | was not there.

JACOBS: So you're not sure what the DG's role was then in this procurement process and what

they [asked].
DLAMINI: All what | know is | know they said the Treasury Committee then said a fechnical

committee must be, there's a Technical Committee right? A Technical Committee must be

established. That’s there to the meeting that I'm saying. That led to the meeting that | said we
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had a meeting. The CEO, usin ireasury, the FDC, we all came together and that lead to this
contract that was drafted by the state law advisor: but in terms of the advisor - probably what
was because this process was they then was suppose to — which maybe you must ask HOD right
—whether he did receive a letter from Treasury because normally when you deal with Treasury
will say we are not happy, write to the accounting office to say that you are not complying with
i, 2, 3, 4 for keeping records so. Maybe you should ask HOD if subsequent to the advice,
maybe HOD did receive the letter, Maybe | am not aware of the letter that came from
Treasury that say we are not happy. Because from where we are sitting we thought that after
the technical team have meft; because at that time when the technical meet, the technical
team was meeting there was no payment made yet, S0 we thought probably after the
technical team had met, this issues as they say they've raised, have been loocked into and the
risk in ferms of the contract, the state attorney has drafted the contract. We thought
everylthing is fine. Have treasury then went and made money available because the R114 that
is available for the project. R50m comes from Treasury and comes with a lelter that is
earmarked for that particular project and the R54m is the one that is our own prerequisite
because it's in terms of the conditional grant. So we're of the view that we have still work on
this project together with them and everything is cleared. So that's why I'm saying | may not be
able to say whether they did advise the accounting officer as the way they advised Exco.
JACOBS: On what basis was the.

DLAMINI: That was maybe | was wrong when | was saying to you my understanding was the
process was made a 3 year project so it has to be finished in a small space of time because if it
prolong it may even take more money right? So the fact that [Inaudible 3:02:51.2] or Treasury
saying Exco took the decision to say it must be a merger project, | was not in that meeting | may
not be able to elaborate on the decision of that meeting.

JACOBS: On what basis was Estina contracted to upgrade head office?

DLAMINI: To upgrade?
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JACOBS: Head office.

DLAMINI: Which head office?

JACOBS: This head office. The Glen.

DLAMINI: They are not upgrading Glen.

JACOBS: We've seen documentation that indicates that they've been made a payment of
RSm or approximately R5m [randulated] to the upgrading of the Glen.

DLAMINI: Glen. No.

JACOBS: If you look at the table, second payment there. This document from National
Treasury also indicates that the total amount spent on the project at that stage was well in
access of R114m that you indicated as been the only payments that have been made.
DLAMINL: Then again | can think but | am still getting it on record. The only money that this
department has paid to Estinais R114. The only thing that might have happened here is with
the budget allocated in the system, | [shall check] in the system. You'll find that probably at the
time when we were paying, the budget was not properly allocated to that particular item line.
Then it was used under the infrastructure or the capital line item which was wrong. It may also
be an error, a human error but we are subsequently rectified these figures so surely that item
put my head on the block. The only money paid 1o Estina is R114. So who will be able to?
JACOBS: So National Treasury goes into the BASS system and you say it's corrected. National
Treasury should be able to see that,

DLAMINI: No who would be able to give you even the journals that has rectified this entry,
looking at those item, even write it as a report to say that this journal rectified this and this is the
reason why we rectified it af.

JACOBS: Allright. Can l ask? Ms Dlamini that's effectively all we have for you at this stage.

o

LAMINI: Yes.

JACOBS: Thanks very much. | think those are also our, oh that's your copy and there, the

documentaticn underneath?
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DLAMINI: That's my copies. This one is the letter you gave to me. This one is the 2011/2012
budget.

JACQOBS: Could | have a copy of that?

DLAMINE OFf what?

JACOBS: The budget.

DLAMINI: You know our budget is a thick document because of the provincial budget. Do you
want that thick book?

JACOBS: No.

DLAMINIE This is the extract from the, let me write it here: Extract.

JACOBS: Thank you.

DLAMINI: This is the extract from the lists, so 201172012,

JACOBS: Sure. We've faken much more of your time than we initially planned.

DLAMINI: No it's all right.

JACOBS: Thank you so much. I'm going to go up to the HOD and start with the HOD. Trevor
would you join me when you're ready. Do you have any questions Trevor [sorry?]

BARNARD: Nol at this stage.

JACOBS: End of interview.
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(the “Department”)
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1.1

1.2

2.1

2.2

2.3

2.4

é[.Pa.-gﬂé- . e s

PARTIES

The Parties 1o this Agreement are -

THE FREE STATE DEPARTMENT OF AGRICULTURE a provinclal Departiment as

contemplated in section 7(2) of the Public Service Act, 1994 (Proclamation No.103 of -

1994) read with Schedule 2 thereof (as amended), hersin represented by the Head of
the Department, being duly authorised thereto (the "Department’) for the benefit of

beneficiaries to be identified by the Department; and

ESTINA, a company with registration number 20b8/015033f07, duly registered in
accordance with the company laws of the Republic of South Africa, with its registered
address at Block A, 1* Fioor, Grayston Ridge, 144 Katherine Street Sanditon, herein

represented by Mr Sanjeev Gautam, Managing Direcior being duly authorised thereto
(“Estina”),

who warrant that they are duly authorised hereto.

RECORDAL,

It is recorded that —

The Department has in line with the vision of Mohoma Mobung Initlative identified
the need to establish a Diary Project in Vrede.

The Governments of the Republic of South Africa and India enfered into a
Memorandum of Understanding on agricultural cooperation which include proﬁrotion

of agricuitural frade and investment.

The Dei:artment has met with Paras Diary the largest private milk producer in India
who have the technical know-how and has the rights to the intemationally brand
names and has agreed to work with the Department.

Estina is the counterpart of Paras Diary in South Aftica and is therefore sole provider

who can execute the Project.
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25
and has the necessary experience and expertise in connection therewith.

26  This Project shali also in effect to black economic empowerment in accordance with
the AGRIBEE Charter on Black Economic Empowerment issued by the Minister of
Trade and Industry on 20 March 2008.

2.7  The Parties agree as set out herain,

3. DEFINITIONS AND INTERPRETATION

3.1  Definitions
In this Agreement, unless the context otherwise requires, the following capitalised
terms shall have the meanings assigned to them below and cognate expressions
‘shall have corresponding meanings:
“Agreement’ means this Agreement including Annexures and Addendum;
"‘AGRIBEE entity” means entity in line with AGRIBEE Charter on Black Economic
Empowerment Issued by the Minister of Trade and Indusiry on 20 March 2008;
“beneficiaries” are persons from the Vrede area which mests the requirements of
the AGRIBEE Charier on Black Economic Empowerment issued by the Minister of
Trade and Industry on 20 March 2008
“Duration of Agreement” three (3) years from date signature of the party signing last
“Estina Proposal” means Proposal in respect of the Project attached hereto as
Annexure B;
“Failure” means any failure by Estina to perform its obligation in terms of this
Agreement;

i &

%)

Estina is willing and able to execute the projact (as defined in clause 3.1 hersunder),
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3.2

3.2.1

322

3.2.3

4|Page

“Good Industry Practice” applying, in relation to the manner in which the obligations
are rendered, the standards, practices, methods and procedures conforming fo
applicable Law, and exercising that degree of skill, care, dillgence, prudence and
foresight that would reasonably and ordinarily be expected from a skilled and
experienced person engaged in a 'similar type of undertaking under similar

circumstances;

“Law” means all applicable laws, ordinances, reguiations, judgments and orders of
any competent court, governmental agency or authority.in any relevant jurisdiction

within the Republic of South Africa;

“Obligations” means obligations as set out in clause 6:

“Parties” means the Department and Estina, and any reference to "a Party” shall
refer to one of the relevant Parties as required by the context:

“Project’ means the Diary Project at Vrede;

“the/this Agreement” means this Agreement between the Parties together with the

Annexures therefo.

Interpretation

This Agreement shall be interpreted according to the following provisions, uniess the

context requires otherwise:

References to the provisions of any Law shall include such provisions as amended,
re-enacted or consolidated from time to time in so far as such amendment, re-
enactment or consolidation applies or is capable of applying fo any transaction

entered info under this Agreement.

References to “Parties” shall include the Parties’ respective successors-in-title and, if
permitted in this Agreement, their respective cessionaries and assignees.

References to a “person” shall include an individual, firm, company, corporation,
juristic person, responsible authority, and any trust, organisation, association or
partnership, whether or not having separate legal personality. -
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3.24

3.2.5

3.26

3.2.7

3.2.8

3.2.9

References to “clauses”, “sub-clauses” and “Annexures’ are references to the

clauses, sub-clauses and Annexures of this Agreement.

References to any other contract or document shall include (subject to all approvals
required to be given pursuant to this Agreement for any amendment or variation to or
novation or substitution of such contract or document) a reference to that contract or
document as amended, varied, novated or substituted from time to time.

Words in parentheses and italics appearing after a clause reference or a reference fo
a schedule are inserted for ease of reference only. If there is any discrepancy
between the clause reference and the words in parentheses and italics, the latter

shall prevail.

The headings of clauses, sub-clauses and Annexures are inciuded for convenlience
only and shall not affect the interpretation of this Agreement.

The Annexures fo this Agreement are an Infegral part of this Agreement and
references to this Agreement shall include the Annexures.

The Parlies acknowledge that each of them has had the opporiunity to take tegal
advice concerning this Agreement, and agree that no provision or word used in this
Agreement shall be interpreted to the disadvantage of either Party because that
Party was responsible for or participated in the preparation or drafling of this

Agreement or any part of it.

3.2.10 Words impotting the singular number shall include the plural and vice versa, and

words importing either gender or the neuter shall include both genders and the

neuter.

3,2,11 References to “this Agreement’ shall include this Agreement as amended, varied,

novated or substituted in writing from time to time.

3.2.12 The number of days indicated to commit an act or indicated for any other purpose, is

gl'f’;a.g‘e-

calculated by excluding the first day and including the last day.
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3.2.13 If any definition in clause 3.1 (Definitions) contains a substantive provision conferring

rights or imposing obiigations on any Party, effect ghall be given to such provision as
if it was a substantive provision in the body of this Agreement.

3.2.14 in the event of an inconsistency bstween the provisions of this Agreement and the

5.

6.1

6.2

6.3

64

6.5

'56.]-Page

Annexures hereto, the provisions of this Agreement shall prevail,

APPOINTMENT

The Department agrees that Estina will implement and manage the Project in
accordance with the terms and conditions of this Agreement for the duration of the

Agreement.

CO-OPERATION

Each Party shall co-operate with the oiher in the exercise and performance of their
respective rights and obligations under this Agresment.

OBLIGATIONS OF ESTINA

Estina shall in phase 1 perform the obligations mentioned in Annexure A by 31

December 2012,

Estina shall provide a capltal injection of R228 000 000 (South African currency).

Estina ensure that the beneficiaries own 51% of the AGRIBEE entity the remaining
shares belongs to Estina: Provided that should Estina decide to sell its shares, the

Department will have the right of first refusal.

No dividends shall be pay;abie before the AGRIBEE entity Is seif-sustainable.

Estina shall in Phase 2 (setting up and management of dairy) and 3 (setting up and
management of processing plant) perform its obligations in line with their Proposal as
mentioned in Annexure B and in line the agreed milestone as envisaged in
Annexure A and these must be included to the agreament as an addendum.
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8.6

6.7

6.8

6.9

6.10

6.11-

Estina shall in execution of the Project, avoid undue hindrance, interruption or
interference with the operations of the Department or ofherwise hinder the activities
of the Department and its employses, gave to the extent entitled to do so in terms of
this Agreement or as may be reasonably necessary for the performance of its

obligations under this Agresment.

Estina shall devote the necessary time and aftention to their obligations and not
engage in any business or activity that will prevent Estina from performing its

obligations effectively.

Estina shall not be relieved of any obligation, responsibility or liability under this
Agreement by the appoiniment of any sub-contractor to carry out any part of its
obligations. As between Estina and the Department, Estina shall be responsible for
the payment, performance, acls, defaults, omissions, breaches and negligence of all
sub-contractors. All references in this Agreement to any performance, payment, act,
default, omission, breach or negligence of Estina shall be deemed to include any of

the same by a sub-contracior.

The Departinent shall at ali reasonable times and with prior wiitten notice have
access to the property, all records and documentation (including the right to
reproduce) required of Estina to be kept in relstion to the Project for purposes of
auditing, quality control and monitoring of the Project by the Department.

Estina and the Department shall each take reasonable precautions (having regard
to the nature of their other respective obligations under this Agreement) to preserve

the integrity of the Department’s data and to prevent any corruption or loss of the
Department’s data.

In the event that the Department’s data is corrupted or lost as a result of any default
by Estina the Department shall have the option, in addition to any other remedies
that may be available to it elther under this Agreement or otherwiss, to elect either of

the following remedies:

6.11.1 The Department may require Estina at its own expense to restore or procure the

7{Page

restoration of the Department’s data;
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6.11.2 The Department may itselifrestore or procure restoration of the Department’s data
and shall be repaid by Esfinm. f
I
|

6.12 Estina shall:

6.12.1 canry out its obligations {e=di as a separate and distinct obligation);

8.12.3 in a manner which gives priority to health and safety in the performance of the

6.12.2 at its own cost, risk and exjper1se and In accordance with Good Industry Practice; !
obligations in order fo profei life, health, property and the environment; !
i

6.12.4 in compliance with the remsonable policies, procedures, profocols and directives of
the Department (as may b @mended from time to fime) as indicated;

necessary skills and expesk rice as required by their respective professions, trades
and callings and taking into aceount their roles and respongibilities in relation to the

Project;

|
8.12.5 employ persons in conneclivn with the performance of the obligations who have the !
{

8.12.6 ensure that all aspscts of tfe Project are supervised by sufficient numbers of persons
having adequate knowleige of such matters for the satisfactory and safe

performance of its obligatiois: and

6.12.7 shall upon receipt of a request by the Department within 5 (FIVE) days supply 1o the
Department evidence subsiantiating its compliance with this clause.

7. GENERAL RIGHTS AND ©LIGATIONS OF THE DEPARTMENT

"The Debartment -

7.1 shall assist Estina with adejuate access to information and documentation available
fo the Department that willbe required by Estina fo implement the Project;

7.2 shall make payments in ternss of clause 13 {Payment),

Sl'Page . : s




7.3

7.4

7.5

8.1

8.1.1

8.1.3

8.1.4

9.1

9.2

9|Page

shall identify beneficiaries for the AGRIBEE entity;

shall consider and approve the milestones determined by Estina for Phase 2 and 3;

shall inform Estina of its policies, procedures, protocols and directives as may be
applicable to the Project and shall timeously inform Estina of any amendments

thereto.
WARRANTIES
Estina warranties

Estina warrants that -

It s the counterpart of PARAS and the sole provider for the services in the Project;

the obligations of Estina under this Agreement are legal, valid and binding and
enforceable against it in accordance with the terms of the Agreement;

it has satisfied itself as to the nature and extent of the obligations to be provided in

terms of the Agreement; and

it has the necessary resources, skills, expertise and experience required to carry out
the obligations in terms of this Agreement and will use reasonable care and skill in

the execution of the same under this Agreement.

PERFORMANCE MONITORING

Estina shail monitor its performance in the delivery of the Project, and shall
implement appropriate monitoring and management procedures in respect of the
Project, including any reasonable monitoring procedures as the Parties may from

time-to-time agree.
On the notification of any Failure or complaint regarding the quality of its
performance, Estina shall attend {o such notification with the urgency appropriate to

the nature of the Failure or complaint.
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8.3

2.4

10.

10.1

10.2

11.

1.1

11.2

Estina shall on a monthly basis prepare and submit financial reporis to the
Department and a quarterly performance report in respect of its performance,
including any Failures and such other information as the Department may

reasonably reguire from time to time.

The Department shall monitor the performance of Estina and may at any time in
addition to the report in clause 9.3 request any other information.

CONFIDENTIALITY

Estina shall not, during the ferm of this Agreement and thereafter, without the prior
written consent of the Department, disclose any confidential information relating to
the Department and the Project to anyone other than those persons who are
connected fo the Department and/or Estina and who are required or authorised to

have access {o such information.

The obligation fo maintain the confidentiality of information shall survive the
termination of this Agreement, but will not apply to confidential information which was
in the public dorain prior to being disclosed by Estina and has come info the public
domein other than as a result of being divulged by Estina or is required fo be

disclosed by a court of law.,
OWNERSHIP OF INTELLECTUAL PROPERTY

Information provided by the Department to Estina and any studies, reports and
documentation produced by Estina in the performance, but excluding any materials
that contain any of Estina’s pre-existing intellectual property rights, methodologies or
know-how, shall belong to and remain the properly of the Department, and will not
be used by Estina for any purpose other than in accordance with this Agreement,

unless by written permission of the Department.

Upon termination of this Agreement for any reason whatsoever, Esfina must return
without delay to the Department all materials in its possession, which belong to the
Department, regardless of whether or not such materials were originally supplied by

the Department to Estina.
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12.  FINANCIAL CONTROL

This Agreement Is subject to the provisions of the Public Finance Management Act,
1999 (Act No.1 of 1999).

13. PAYMENT

13.1  The Department shall make payment as follows:

13.1.1 to Estina an initial amount of R30 million to execute phase 1 as set out In
Annexure A on the signature of the last party;

13.1.2 on certification that Annexure A has materiaily been complied with, as well
as completion of milestones by Estina as set out in the Project Plan: Provided
that advance payments may be made to Estina on properly motivated

requests as approved by the Department.

13.2 The money payable by the Department during the term of this Agreement shall not
exceed the amount of R342 million including Value Added Tax ('VAT’) over a period
of three years. To avoid doubt, the total amount of the invoices submitted throughout
the term of this Agreement shall not exceed the aforementioned amount.

13.3 Estina shall pay R228 million towards the project payable as contemplated in clause
8.2 read with Annexure A.

134 Budget

13.4.1 Estina shall in all cases, irespective of the basis payment, prepare an estimated
budget (inciuding allowance for VAT} for the cost of the Project for the various stages
of the Project for approval by the Department in accordance with Annexures A, B

and the contemplated Addendum; and

13.4.2 Such budgets must be revised and updated quarterly or as instructed by the
Department and all potential additional expenditure and or aver-expenditure must be

with the consent and approval of the Department.
S e
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13.5 Invoices

13.5.1 Estina shall submit to the Department invoices together with relevant reports in line
with the Project Plan detailing description of the component of the Profect completed

by Estina for which payment is being claimed;

13.5.2 The Department shail pay the amount of the Invoice within 30 (THIRTY) days of ifs
submission and defivery to the Department of a valid invoice in respect thereof,
together with the relevant reports contemplated in clause 9 (Performance and

Monitoring).

13.5.3 If the Department disputes, in good faith, any amount, or the calculation,
composition or supporting information evidencing any amount, set out in a Invoice,
the Department shall be entitled to withhold payment of the amount so disputed (the

“Disputed Amount”).

13.5.4 The Parties shall liaise and use reasonable endeavours to agree on the Disputed
Amotint. Where the Disputed Amount is not agreed upon within 10 (TEN) Business
Days either Parly may refer the matter to for resolution pursuant to clause 16

(Dispute Resolution).

13.5.5 All amounts payable in terms of this Agreement shall be inclusive of VAT.

14. INSURANCE

Estina shall maintain professional indemnity insurance with a limit of indemnity not
less than the value of the Project for any claim in respect of any neglect, error or
omission on the part of Estina in the performance of its obligations under this

Agreament, for the duration of this Agreement.

15. TERMINATION

15.1 Non-default termination

15.1.1 This Agreement shall automatically be terminated on the termination date, unless it
has been terminated earlier in accordance with the provisions of this Agreement.

lZ]i”agéﬂ
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15.2 Breach

15.2.1 A parly commits breach if he falls or refuses fo perform as agreed in ferms of the

15.2.2 Should any Parly (the “guilty party”) commit a breach of this Agreement and fait or-

15.3

16.

16.1

16.2

16.3

16.4

16.5

13jPage

provisions of the agreement.

refuse to rectify that breach within 14 (FOURTEEN) days after receipt of a written
notice from the other Parly (the “innocent party”), calling upon the guilty party to
rectify that breach, the innocent party shall be entitled, without prejudiﬁ:e to any other
of his rights, fo forthwith cancel this Agreement by written notice to the guilty party.

Exhaustion of Funds

It is also agreed that should funds no longer be available to pay for the execution of
the Project, the Department may terminate this Agreement in its own discretion or
temporarily suspend all or part of the Project by notice to Estina who shall
immediately make arrangements to stop the performance of the Project and minimize
further expenditure: Provided that Estina shall thereupon be entitled io payment in

full for the services delivered, up to the date of termination or suspension.

DISPUTE RESOLUTION

The dispute resolution procedurs contained in this clause shall apply to any dispute,
claim or difference between the Parties arising out of or relating o this Agreement (“a

dispute”).

A dispute will not be deemed to be a dispute until one of the Parties has provided a
written notice conveying the nature and scope of the dispute to the other Party.

Parties will endeavour to solve all disputes amicably first.

if the Parties have been unable to resolve any dispute within 10 (TEN) working days of
the date of the notice contemplated in clause 16.2.

Nothing in this clause prevent any Party to approach the Free State High Ct{‘urt having
{o obtain urgent relief which may be required by such Party.
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17.  INDEWNITIES

Estina indemnifies and shall keep the Department indemnified at all times against
all osses sustained by the Department in consequence of -

17.1  any~-
17.1.1 loss of or damage to property;
17.1.2 breach of a statutory duty arising under any applicable Law;

17.1.3 claim for orin respect of the death or personal injury of any individual; or

17.1.4 other claim, action, charge, cost, demand or expense,

{including, without limftation, any legal fees or costs) arising in connection with the
performance or non-performance of any of the obligations, save to the extent caused
by the gross negligence or wilful misconduct of the Department or by a breach by
the Department of an express provision of this Agreement that is directly linked to

the loss; or

17.2  any breach by Estina of any warranties given by it in this Agreernent.

18. CONTRACT MANAGEMENT

Both Parties shall nominate and appoint Contract Managers from time to time by
written nofification of their appointment to the other Parly to facilitate the

implementation of the agreement.

19.  MISCELLANEOUS

Save as expressly permiited hereunder, a Parly shall not, without the prior written
approval of the other Party, which shall not be unreasonably withheld, assign, cede,
delegate, transfer or otherwise dispose of any right or obligation under this

19.1

Agreement to any other person.
Se-
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19.2 Estina shall not subcontract with any person for the carrying out of any of its
obligations under this Agreement, without, in each case, the prior written consent of

the Department, which consent shall not be unreasonably withheld or delayed.

This Agreement shall be governed by and construed in accordance with the Jaws of
the Republic of South Africa. Each Party agrees that the Free State High Court of
South Africa shall have exclusive jurisdiction to hear and decide any appiication,
action, suit, proceeding or dispute in connection with this Agreement, and irrevocably
submits to the jurisdiction of the Free State High Court, Bloemfontein.

19.3

No provision of this Agreement including, without limitation, the provisions of this
clause may be amended, substituted or otherwise varied, and no provision may be
added to or incorporated in this Agreement, except (in any such case) by an
agreement in writing signed by the duly authorised representatives of the Partles.

10.4

Any relaxation, indulgence or delay {together “indulgence”) by either Pary in
exercising, or any failure by either Party to exercise, any right under this Agreement
shall not be construed as a waiver of that right and shall not affect the ability of that
Party subsequently to exercise that right or to pursue any remedy, nor shall any
Induigence constitute a waiver of any other right (whether against that Party or any

19.5

other person).

Except where expressly provided to the contrary In this Agreement, this Agreement
constitutes the entire agreement between the Parties in connection with its subject
matter and supersedes all prior representations, communications, negofiations,
understandings and agreements conceming the subject matter of this Agreement.

19.6

This Agreement may be executed in any number of identical counterparts, all of
which when taken fogether shall constitute one agreement. Any single counterpart or
a set of counterparts taken fogether which, in either case, are executed by the
Parties shall constitute a full original of this Agreement for all purposes.

18.7

All notices and any other communications whatsoever (including, without limitation,

any approval, conseni, demand, query or request) by either Party in terms of this
Agreement or relating to it shall be given in writing and sent by registered post, or

delivered by hand, or transmitted by facsimile or electronic mait to the recipient Party

&t its relevant address set out below:

19.8
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19.8.1 the Department, at:

Address: Building No 4

Glen Agricultural College
Glelie Joubert Sirest

Glen
Postal address: PO BOX 01 Glen, 9360
Facsimile number: 051 861 8454

Marked for the attention o  The Head of Department

19.8.2 Estina, af:

Address; -

Paostal addrass:

Facsimile number:

Block A, 1* Floor, Grayston Ridge, 144 Katherine
Street Sandton

Bioog A, ISFRiope , Gravsten) RIDGE

lity Kenemmie STResr, SANDTEN

086 73Z pp22-

Marked for the attention of; Managing Director

19.9

Either Party may, by written notice to the other Party, change any of the addresses at
which, or the designated person for whose attention those notices or other

communications are o be given.

19.10 Any notice or ather communication given by any Parly to the other Party which —

18.10.1

19.10.2

ISiPa'ge'

is sent by registered post {o the addressee at its specified address shall be
rebuitably presumed to have been received by the addressee on the 7th

(SEVENTH) day after the date of posting; or

is delivered by hand during the normal business hours of the addressee at its
specified address shall be rebuttably presumed to have been recsived by the

o '%bji

addressee at the time of delivery; or




is transmitted by facsimile copier to the addressee at the addressee’s

19.10.3
specified facsimile number shall be rebuttably presumed to have been
received by the addressee on the date of transmission as indicated on the
sender’s facsimile transmission report; or

12.10.4 is transmitted by electronic mail to the addressee at the addressee’s specified

electronic mall address shall be rebuttably presumed to have received by the
addressee on the date of transmission as reflected on the sender's electronic

mail records.

19.11 The Parties choose their respective physical addresses in clause 19.8 as their
respective domicilia citandy ef executandi at which all documents relating to any legal
proceedings to which they are a party may be served. If that address is changed to
another address which is not a physical address in the Republic of South Africa, then
the original address shall remain the domicitium citandi et executandi of the relevant
Party until £ nominates a new physical address within the Republic of South Africa in

writing, to be its new domicilium citandi et executandi.

Each Party shall be responsible for paying its own costs and expenses incurred in

19.12
connection with the negotiation, preparation and execution of this Agreement.

Nothing in this Agreement shall be construed as creating a partnership or a contract
of employment between Estina and the Department. Save as expressly provided for
in this Agreement, Estina will not be, or deemed to be, an agent of the Department

and Estina shall not hold itseif out as having authority or power to bind the

18.13

Department in anyway.
Thus done and signed at éé)m ....‘.’.'..fﬁf.';'.‘ ..... onthis .29 day of........ “ l!:f .........
20/2...
THE l-{EAD OF DEPARTMENT WITNESS

Name in print:_ 5S> B v, 1)

Name: Mr Peter Thabethe

17|Page
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+
Thus done and signed at .. BLoEMBNTEIN  on this S day of ULt
20..12-

S\é‘moé]ﬁ/m ﬁ?«jgama-

ESTINA WITNESS
Sanjeev Gautam
18] Pa ge
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ANNEXURE A: OBLIGATION FOR FIRST PHASE

RJ-145

Tasks

Land acquisition

Environmental Impact Assessment

Feasibility study

Water reticulation

Electricity connections

Include identified beneficiaries in AGRIBEE entity

N o ol bW N e

Set up of AGRIBEE entity and clarify roles of stakeholders (Department,
AGRIBEE entity and Estina)

Draw a project plan in line with Estina Proposals which must have milestones
and timelines for phase 2 as approved by Department

Determine the dates for capital injection by Estina

19{Page
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;@ﬁm@m of Agriculiture & Rural Developmernt
Integrated Dafry Project
< in Vrede, Free Stat

ricuiitore & nuss! develormnt
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CESTINA

Vision
‘&%/:Qii % ,"‘*s"“w

FELI

AN
Our Vision is to create 2 Jarge scale integrated self-
sustainable Dairy Project in the Free Siate Province to

benefit black farmers

Our Misslon is to bulld a self-sustainable business

maodel that wilk:

3 open up employment opportunities for black
farmers at grass-root devel and

3 fuel economic growth in the Province

Ve are committed to our values of Trust, Honesty
and integrity as the core of our approach ta business.

COMPANY PROFILE

& In operation since 196051 vears of experignce
© One ofthe Leading mitk processing plants in indfa.
» Biggest Private Milk processors in India,.

HACCP iffed Manufacturing Faclitt

o 5 5tate of the Art 150 5001-2000
© Total Liguid Milk intake of more than 720 Million Litres Per annum

@ Processing capacity of 3,&[![@.1&&:5.&!‘.%
@ Network Covering more then E060 villagas

# Amongstthe Largest Suppliers of Liquid Polvoack Milk In New Delhi with around

250,000 Litres supplied to the local market daily.
% The Only Companyin North India to market Bactofuged Mifk.

£ Feet of 300 Stalnfess Steet Insulated road milk tankers

#) A strong brand equity and domestic acceptance.
& Modem Dairv ;ﬂsred!ents plant in collaboration with mmgmms.

. R | RANCE, ALFA
< Accredited asa2 Star g;gpg[& ueu;g bv the Govt of Indka
@ ESTINA Pty itd. is the focel representative company which has heen appolnted by Parasto

engage with the Department on the Vrede Project.

Grow w:ﬂ) Pams
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PLANT S - ALOOK

PA

Grow with Poras

PLANT S - ALOOK

v

GULAOTHI PLANT
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PLANT § - A LOOK

Milk Handling
Capacity :

1 Million LPD at

MALANPUR slone

Grow with Poras

PLANT S - ALOOK

PARAS:

Grow with Poag
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SOUTH AFRICAN MILK SCENARIO OVERVIEW LPARAS?
Annual milk production shows a steady upward trend over time Groe ifh Paras
Total milk to market for 2041 was around 2.6 billion litres

The number of milk praducers has decreased fror 3,839 in 2007 to 2,627in 2011

Since 1997, the number of milk producers in the Free State reduced by 47%

In 2011, SA imported 149.4 million litres equivalent of milk and milk products while

exports stood at 43.5 miflfon fitres.

Of 4 total of 2,474 milk producers In the country, S35 are based in the Free State

o
&
o
]
e
&
© ‘Therels a compelling business case for the setting up of a Dairy Project in the Free State

+ | Figue i Mik production density {etresfirnd) per district, 2002

Logand
Pistsize
Uik
ez
L
~1h
w18
A ALY
[ AR
T - 120
Wi an,1- 200

A 200,1- .
" EETINA

INTERNATIONAL MARKETS

< - North America:

{Germany, France, Turkey, Balgium, Itafy, Ireland, Denmark, Poland,

% E
Metherfand etc.}

& Agla: {Singapore, Thailand, S Kores, mdonesta, Philippines, Japan, Bangladash,
Afghanistan, Pakistan, Srilanka eic.)

< Africa; {Sudan, Nigeria, lvory Coast, Madagascar, Moracco, Egypt)

& Widdle East:  (UAE, Saudl Arabla, Yemen, Oman, Qatar, Kuwalt, Jordas, Bahra,
Syrin, Lebanon )

< Qceania: {Now Zeatand, Australia)

.

Grow with Paras




:PAR

VREDE DAIRY PROJECT - HIGH-LEVEL OUTLINE G,,,,

& DAIRY INFRASTRUCT! URE
© Land - Tdentified at Vrade
£ Cgttle—500 Cows in-Dairy and 500
& Infrastructure — Daity patlour/Fead Storage/Fead-

£ COMMUNITY DAIRY
& Identify 100 members of the
& Cosnmunity Milking Centres
2 Members will have accessto Feed,
g Mambers will be paid for mitk from t
© PROCESSING PLANT
© State of the Art IS 012000 and
& nitial Processing capacity 0f100,000 litres per day
@ Initial targeted milkintake of 40,000 litres par day.
& Praducts to include Liquid Milk, UHT Milk, Chease and other produzts

¥ PRODUCT MARKETING & SALES

o Products will be branded “tohona Wobung”
& Aggressive marketing campaigns using celebtities and Sports lcons as hrand ambassadoss
BN

© Supply of Bulk Milkto Hospitals a

Cows to be donated
Lots/Land cultivation for Feed

Cotnrnunity who wil recelve 5 Cows each
to be setup with easy access 1o members
Vet Services and Training

ha cows donated to them

ifiad Facllity to be set up

nd UHT Milk to Scheals
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PROPOSED PLANT LOCATION

Department of Agriculture in
consultation Phumeleia Local
Municipality have identified
4,400 Hectares of WMunicipal
1and in Vrede as the general
location where the project will
be established.

The terms of transfer of Land
or usage of the same have to be
discussed and agreed helween
alf stake-holders

W('~E TINA

wn

PRODUCT PROFILE

LIST QFPRODUCTS g+ ; :

- Sreimed Mitk Pawster (5P} GrOW with Paras

« thole Mikk Pawder WHME) .

A vange full of health

+ Caseln {Acid & Renret)

* Casclmates {Pa & Ca)

- emiacealized Whiy Powiiiers (M 70 & DM 99)

* Whey Urotein Concentrate VPG B & W 35}

* Ghue
« Milk Protein Cancentrate
= faniny Whiltener
v Lactose

BT Mitk

* Bulter
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MANAGEMENT & FINANCIAL MODEL — HIGH LEVEL RAS
Grow whit Paros

© MANAGEMENT
® The shareholding Company will be structured acearding to the Agri-BEE norms sti pulated
by Govermment
% Estina/Paras will be responsible for Project Implementation
% Estina/Paras will 2lso be responsible for the eperational management of the Profect
during its life cycle
& DEPLOYMENT MODEL
& Itis envicaged that the Project will be split into two phases
% Fhase 1 will involve the deployment of the Dairy & Community Dalry Projects
and is expected to be complete within 1 year of commencement
& Phase 2 will involve the deployment of the Processing Plant
and Is expected to be compiete within 2 years of commencement
# FINANCIAL MODEL AL
& Thetotal cost of the Project is estimated at R500 million
i The initial Investment for the estzblishment of the Dairy will be through

Government funding
f ‘the Investment for the establishment of the Processing plant will be funded by

Estina/Paras
2 Government is requested to commit financlally on the operations of the Dalry over 2

period of five years, ‘
% Detailed Business Plan being prepared and will be submitted to the Departmant (E TINA
l- ' e

THE SEAL OF QUALITY

£ An established 15O 9001 and HACCP certified syst

Y

& Kosher certified

# Export Inspection Council Certified

& An APEDA ( Agri Products Export Development Authority )
Member

# Malal certified (Malanpur Plant)

# BIS, 151, AGMARI Mark

#i= FSSA ( Food Safety And Standard Act)

& US FDA {For Some of the products)

=

e
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Dy <alile - "Cowa b M (S

Gty caltin = Resd of herd $Fetiviens)

Doy buit 1 A1

Milng puicer - 1,030 Giktund
Bulleriting bisks

Oaly peoducty mbsiictuing
Pasteutizer

ST Ly LRk PLas
Ghar sy aqpmedl

Ferdiet

Gralp & ofgaed it

500 & @ RES00

Grants of AIHmMYT for 1 Yous : ) ar iz st

500,000
RIEENL00
REG000,000

143,000,000
RISHL000
R14500000
RY9.000,000
R16,000.000
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Guivent BlY Capitalinjection DARD R30,000,000
Reguested funding Treasury R84,000,000
RECOMMENDATIONS

lis reqommended that the Executive Council;

1.Considers and approves the implementation, of
the proposed Integrated Vrede Dairy agri-

business Project.

2.Supports the sourcing of additional funding of

R84 miliion for this current FY from the province.
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riculture and Rural Development

FREE STATE PROVINCE

PROJECT PROPOSAL

Vrede Integrated Dairy Agribusiness project: Proposed integration
of Dairy and other elements of production and processing with the
emphasis on value-addition and beneficiation, such as a range of

| processed dairy products

I
E;

aligned with the Agri-BEE business norms stipiloted by Gove,
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1.  Preamble
The Department of Agricuiture and Rural Development {DoARD), in line with the vision of the Mohoma Mobung
initiative, has identified the implementation of a Dairy Project in Vrede as its flagship Project. To this end DoARD
had recently commissioned a detailed study which valldates the implementation of such a Project. The DoARD

subsequently commissioned a high-level team to visft india, the largest milk-producer in the world, to explore
the possibilities of attracting investments in this area. The DoARD team met with PARAS Dairy, the largest

private milk producer in India and have agreed in principle to work with them on this prestigious project.

2. Executive Summary

ESTINA PTY LTD Is proud to inform the Department- of Agricuiture and Rural Development that it has signed a
Memorandum of Understanding with PARAS DAIRY, the largest private milk producer in India, to deploy a
flagship Dairy Project in Vrede, The Agreement covers setting up of Dairy Plants to produce milk and related
Dairy products in South Africa. Although the DoARD team have already met with PARAS, it may be pertinent to

list some of their strengths here :
#  Biggest Private Milk progcessors in india & the only Co. in North India to market Bactofuged Milk
5 State of the Art [SQ 9001-2000 and HACCP Certified Manufacturing Facilities

§:  Total Liquid Milk Intake of more than 720 Million Litres Per annurm

£ Processing capacity of 3 million Liters Per Day.
Network Covering more than 5000 villages & a strong procurement base at village level

#  Amongst the Largest Suppliers of Liguid Polvpack Milk (250,000 Litres/Day supplied locally}

2% Fleet of 300 Stainless Steel Insulated road milk tankers
Modern Dairy Ingredients plant in collaboration with WESTEALIA SEPERATORS,

Lo
JGERMANY ERATIO EERING Inc. USA., APPLEXION VA
#  Accredited as a 2 Star Export House by the Govt of India
Page 30i8
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3. Proposed DARD flagship project

Thobo Mofuisanyana District = Vrede In tegroted Doiry Agribusiness project:
Proposed integration of Dairy and other elements of production and processing with the emphasis on

value-addition and beneficiation, such as a range of processed dairy products

A large-scale integrated commercial agribusiness project is being envisianed for implementation at Vrede in the

Thabo Mofutsanyana District of the Free State,
significant contribution towards general development in the area.

which would be highly sustainable and which can make a

The objectives with the project are io:
Uitilise the existing natural and other resources to create @ viable large-scale integrated agro-industrial

&
enterprise;

e Broaden the agro-industrial production base of the district;

e improve the food security situation for 2 number of rural communities;

Create a number of small enterprises; and
Alleviate the poverty of the surrounding communities.

Despite the fact that a large-scale dairy operation is under threat of a humber of risks, those risks can be

mitigated by the deployment of highly skilled management team. A well-planned dairy operation presents a
ber of opportunities for the integration of other activities and downstream value-adding and baneficiation.

project to be sustainable over the fong term, it is planned to ensure that:
-milk, implying that another 1 000 non-

num

For the planned integrated dairy

e The dairy over the long term, maintains at least 1 000 cows-in
producing followers, mainly female animals are fed, namely young or pregnant heifers and dry cows;

The dalry cows are sheltered against the sun and heat stress during the summer months as well as

against extreme cold during the winter months;

Proper milking equipment and buildings are created;
quipment needed for pasteurising, cold storage, yoghurt, cheese and Amaz!

e Milk processing e
production, as well as distribution vehicles are in operation;

Effluent usage on crop fields to reduce the use of chesmical fertilizers;

Page 4 of 8
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Feed productlon in the form of grains, annual legume crops, hay, fucerne and silage under dry land and

1 000 hectare of Irrigation;
Creation of facilities for the orderly storage, refrigeration, transport and marketing of the respective

products; and
Integration of small helder farmers on the periphery to produce various products under contract to the

nucleus project.

In the short-term, the milk will be procured from the local farmers and then processed in-house. This operation

will then gradually be expanded to include in-house rearing and milking of cows over the long term. In this
manner, the risks envisaged in a large scale dairy operation will be mitigated by the gradual scaling up of the

operation.

This project is designed to be the flagship of DoARD developments for the Free State in order to demonstrate
the significant advantages to be enjoyed by the skilful integration of various elements in the agro-industrial

value-adding system.

In Table 1 below a short summary Is provided of the salient figures which apply to the planned project.

fojoct infraralion il

mﬁﬁs:;?ﬁidmﬁ:::;s vf:;u?:d::i::,tco{e& Dairy, grains, f:eans, vilseeds, livestock Estimated values
Total arex available ;nr project operations {hec.t“avr;zi‘:hww T 4 450
Natural u;ald grazing geazing (hectare): 3100
Arable area {hectare): 1350
Irrigable area {hectara) 1000
initial fixed capital to be invested to render project viable (R'million): 500.00
Turnover {R'miklion): £0.00
Net profit (R'milifon): 16.60
Ernployrment opportunities: 600
Page 50of 8
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4. Detailed Project costing for a large scale Dairy Unit:

Irrigation & mechanisation 4,000 ha R45,000,000
Rain fed mechanisation 1,350 ha @ R20,000 R32,000,000
Dairy cattle —*Cows in Milk” (CiM}) 500 sa @ R25,000 R12,500,000
Dairy cattle ~ Rest of herd (Followers) 500 ea @ R25,000 R12,500,000
Dairy bulls f Al R500,000
Milking parlour — 1,000 CIM unit 1,000 ea @ R5,000 R5,000,000
Bulk cooling tanks R25,600,000
Dairy products manufacturing R60,000,000
Pasteurizer R60,000,000
UHT Long Life Milk PLant R149,000,000
Other dairy equipment R15,000,000
Feedlot R14,000,000
Grain & pilseed mill R19,000,000
Animal feed plant R10,000,000

tal Requirement 140,000,000

Working Capi

e

Proposed Source of fundirig:

Capital Injection/iP/Equipment efc ESTINA ] PARAS R200,000,000
Grants of R100miyr for 5 Years DoARD R300,000,000
Page 6of 8
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5. Phases for Project Deployment

In discussions with the Department, the Department has brought to the fore the problem of lack of funding for
this Project which has been a major stumbling block in the execution of this project in the past. With a view to
crystalizing the vision of the Department, Estina together with Paras Dairy are proposing a phased approach to
the Project, whereby the Department will release avaitable funds and Estina will ensure the implementation of
the project in a modular form with technical know-how inputs from Estina/PARAS and when required, financial
participation as well. Estina will prepare a project plan with clear deliverables based on the avallable funds
released by the Department and will work with the Project Management Unit of the Department to ensure
maximum returhs on the amounts invested by the Department over a period of time. It Is envisaged that as the
project is delivered in phases, additional funding can be pracured from various stakeholders when the viability

of the project is demonstrated through the actual deployed working model

6. Business Model

in line with the Agri-BEE business norms stipulated by Government, Estina proposes that a new Special Purpose
vehicle (SPV) be created in which ESTINA will hold a 49% share while the remaining 51% shares will be
distributed to at least three selected Grant recipients. Estina will provide the required capital injection as well as
the technical krow-how, which will be provided by Paras. Estina will endeavour to fund the entire Project itself
and is requesting the Government to commit to an annual Grant of R108m per year for FIVE years to ensure

that the Project remains sustainable and commerclally viable.

7. Optimising the development‘potential of this flagship project

1t is envisaged that this DARD integrated agribusiness project will become a centre of excelience for the entire

Free State and even the nelghbouring provinces.

Eventuzlly this Project will provide:
o On-site, in-service practical agricultural training for aspirant farmers to equip them for the profitable
operation and management of their own DARD projects, albeit:
—  Primary production of livestock and agricultural produce, or

—  Value-adding and beneficlation to livestock and agricultural produce

e Basicbusiness, financial and management skills training and in-service application
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L

Cooperative processing, value-adding and beneficiation of livestock and agricultural produce for all

DARD projects in the Free State

Cooperative marketing facilities into the major consumer markets of South and Southern Africa for all DARD

projects in the Free State thus creating the necessary critical mass and economies of scale which will unlock

additional financial benefit for all DARD project participants

8. The need for the chosen Dairy Project

It can be concluded that there is an urgent need for this project based on the fotlowing facts:

-]

The sale of milk provides extra income on a reguiar basis to rural people who often have just enough to
get by. Miik sales also improve the nutritional status of rural populations, though not necessarily the
urban needy. Milk Is also one of the few agricuitural products which can be supglied and marketed
regutarly by non-landowners, A dairy plant creates jobs in rural areas, and thus helps check urban
migration.

Miik and milk products are thought of as staple foods in Europe. Favourable production conditions
mean that everyone can consuime large amounts of milk and dairy products. For many of the world's
peoples, however, even though milk plays ne role in the diet, if balanced food is availabie in sufficient
quantities, neither health nor welfare should be affected by the lack of milk, Recommended Third World
dairy policies fall somewhere between these two extremes. Milk protein can enhance plant protein and
in a diet combining several foods, a compensatory balance Is established among the various sources of
proteins. Animal proteins supply essential amino acids, plant proteins can then economically top up the
total supply.

Many Third Warld countries find it hard to right the balance of payments: imported dairy products are
one foreign exchange savings which can be effected by a dairy development policy. Moreover,

international prices may go up in the medium or long run, placing a country which is not In a position to

partially substitute Imports by local production at a disadvantage.

-
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National

Free State dairy project damned in treasury
investigation

07 Feb 2014 00:00Sam Sole, Tabelo Timse, Stefaans Briimmer

A controversial R570-million Free State dairy project is riddled with irregularities,
investigators for the national treasury have found.

A gate to Vrede, the farm given by the sovernment (o private company Estina rent free.
(Delwyn Verasamv,. M&G)

A controversial R570-million Free State dairy project was riddled with irregularities,
investigators for the national treasury have found.

Exclusive material from the investigation shows that the treasury launched a full-scale
investigation of the Estina dairy following several Mail & Guardian exposés about it in mid-
2013. The reports suggested the deal with Estina — a company without agricultural experience
and led by a computer sales manager — flouted treasury rules and was designed to milk

provincial government coffers.
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The articles also flagged allegations of the Gupta family’s proximity to the project and
several of the role players.

Until recently, the treasury would not confirm that an investigation was taking place.

Now a document obtained by amaBhungane shows that in October last year a forensic team
was dispatched by the treasury to Bloemfontein to question officials about the bizarre
contract to develop a large dairy and milk processing plant in the northeastern Free State

town of Vrede.
Investigators were shocked by what they heard, including:

* The Free State agriculture department did not follow any supply-chain procedures
when agreeing to fund the project through Estina, a private company;

+ The department did no due diligence on Estina or its claimed partnership with Paras, a
major dairy company in India. Paras subsequently denied any involvement;

» The Free State paid grants directly into Estina's bank account and the responsible
official admitted she had no real evidence of how the money was being spent;

A "feasibility study” was done only after the contract was signed;

» It appears the "loosely drafted" contract — skewed in Estina’s favour — was drawn up
by Premier Ace Magashule's legal adviser. The contract commits the department to
shelling out R342-million and Estina will be billed for the balance of the R570-
million project cost "if necessary";

* Small-scale farmers, who were supposed to be beneficiaries of a 51% share in the
scheme, were only identified recently and the official could not explain how they
were chosen; and

+ Approval for the project was rushed through despite the fact there was no budget, no

feasibility study and no urgency.

One of the investigators remarked in apparent exasperation: "Estina is using government's
money to establish a plant, putting cows on land that is given by government rent-free. Now
they get to make a fortune off the infrastructure.”

The disclosures are made in a confidential transcript. which records an extraordinary
interview with the Free State department of agriculture chief financial officer, Dipatle

Dlamini.

Dlamini was questioned on October 9 2013 by two forensic executives, Suad Jacobs and
Trevor Barnard, of the law firm Edward Nathan Sonnenberg (ENS).

ENS conducted other interviews — to which amaBhungane has not had access — and has since
completed its report to the treasury.

It is not known what their final conclusions were.

Despite the damning admissions, the treasury seems hamstrung by devolved accountability
that makes it difficult for the national department to intervene in provincial procurement.
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Political sensitivities
There are also political sensitivities, given that the project is publicly associated with allies of

President Jacob Zuma, including Magashule and the influential Gupta family.

Although there is no evidence that the Guptas are beneficiaries or involved in the
irregularities, their proximity does raise the question of whether political connectivity played

arole,

For months, the treasury refused to respond to questions from amaBhungane. When
confronted with the evidence contained in the transcript, a source within the department
confirmed that the issue was a political hot potato,

But the treasury spokesperson, Jabulani Sikhakhane, would only say: "National treasury is
still studying the report, after which a decision will made on the way forward."

The transcript reveals that the dairy project appears to have been conceived during a visit to
India by senior department officials and the then agriculture MEC, Mosebenzi Zwane, whose

home town is Vrede.
The trip was signed off by Magashule, a close ally of Zwane.

Following the visit, officials in Bloemfontein were summoned to a presentation on the dairy
project by Estina on May 24 2012.

Just three days later, on May 27, the head of department wrote to Estina accepting the
proposal. On June 13, Magashule's legislature approved the deal.

The Free State government failed to respond to detailed questions but appears determined to
press on with the project.

In a written response to a question in the provincial legislature in November last year, the
MEC for agriculture, Mamiki Qabathe, said the project should be completed by J uly 2015.
She detailed R114-million in expenditure so far, which includes 351 dairy cows at a cost of
R6.2-million, a price that the opposition Democratic Alliance has noted is nearly double the

market rate,

AmaBhungane was also told that about 30 cows and calves have already died — and this week
saw many carcasses that had been dumped in a gully on the Vrede property. These losses
suggest the project was poorly conceived and is being poorly run.

Other costs also seem inflated, such as a security gate and guard house for R2.6-million and a
collection of basic tools — a spanner set and similar tools — for R2.5-million.

The doubtful beneficiaries
It appears there was a scramble to identify supposed beneficiaries of the dairy project only

once the national treasury started asking difficult questions.

Local chair of the African Farmers Association of South Africa (Afasa) in Vrede, Ephraim
Dlamini, told amaBhungane an urgent meeting was called in October last year by Mosebenzi
Zwane, the former agriculture MEC.
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"The hall was full of people, most I didn't know who they are. We were told to bring a copy
of our IDs and you submitted names and addresses.

"Zwane gave a good speech about how we are going to be owners of this farm because we
will own 51%. He begged us not to sell shares to anyone even if they offer millions.

"I warned people not to sign anything without fully understanding what is going on."

What breaks his heart, Dlamini said, is that people who had few cows sold them because they
were promised they were going to get cows from the dairy, "but so far not a single person has
received anything”. He said beneficiaries appeared to have been "already chosen" by the

politicians.

Dlamini said he understood that people were desperate: "But, by the look of things, this is not
going to go anywhere and people will be worse off.

"Politicians don't understand ... these are people's lives. They have this habit of doing things
as if they have community support and then when they get caught they come to the people to
legitimise these fly-by-night projects. It's nothing we haven’t seen before.” — amaBhungane

reporters

Mass grave points to daily deaths

Mystery surrounds a stinking stack of nearly 30 dead cows that were dumped in a ditch on
the Vrede dairy farm project on the outskirts of the northeastern Free State town. The place
where the animals were dumped is about four metres away from a river that provides Vrede

with its drinking water.

It is clear from the state of some of the carcasses that some of the animals died quite recently,
even as late as Wednesday, February 5. The site, visited by amaBhungane this week, is not
far from the actual dairy where the more than 300 cows are milked, and backs up rumours
that cows are dying on an almost daily basis on the controversial farm. Residents of the
nearby Thembelihle township said they were concerned that diseases might spread as no one
could offer any explanation for the deaths.

Along the R34 national road from Vrede to Newcastle, amaBhungane used the second
entrance to the Vrede dairy farm and had to walk for about 2km. The sickly odour was
present way before the actual site. The section where the cows were dumped was not easy to
find as it was hidden among patches of tall bluegum trees, with overgrown grass in the area.

The smelly ditch was infested with clouds of flies hovering over the piles of decomposing
cows. It looked as though three of the carcasses were dumped quite recently. One of them, a
Friesland dairy cow, lay on the flattened remains of many other decomposing cows. The ears
of many of them had been cut off.

A source who did not want to be identified said the fact that the makeshift graveyard was
situated so close to a strategic water source was a health hazard, especially if it rained.

AmaBhungane could not establish the cause of death as the farm's project manager,
Chandrana Prasad, did not respond to questions.



RJ-172

Vrede's municipality could also not be reached for comment. — Tabelo Timse

* Got a tip-off for us about this story? Email amabhungane @mg.co.za
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JACOBS: And who was the state law advisor who droffed the contract?

|

DLAMINI: [Inaudible 2:30;06.8] a Mr Venter in the Premier’s office.
JACOBS: Ok and Mr Venter's contact details?

MINI: T don't have it, will you please ask HCD for it.

Q
>

L

OBS: Why were the beneficiaries in the project not identified before the project was

3

[implemented],

DLAMINI: Honestly let me say it was one of those lost and challenges in the system.

JACOBS: Meaning what?

DLAMINIE Under normal circumstances the beneficiaries were suppose to have been there
before that so | [won't] say.

JACOBS: This again adds to my concern that there seems to been a great deal of urgency in
getting this agreement signed when the department wasn’t even clear that there were going
to be beneficiaries because now there appears to only be 80 beneficiaries.

DLAMINI: The beneficiaries were gonna be there, it you read under definition it says there
beneficiaries are persons from Vrede are, which means that the requirements of the Agri BEE
Charter on Black Economic Empowerment issued by the Minister of Tourism Industry [Inaudible
2:31:51.6] but also if you look at the minute that | gave to you of the consultation with the
municipality. One of the responsibilities of the municipality was to identify the beneficiaries in
their area.

JACOBS: So the beneficiaries weren’t even consulted on whether or not they wanted this
facility. The agreement was entered into and then they were appointed or then they were
identified.

DLAMINI: This project is one of those initiated where you say when we get into this area and
you say you want to uplift the lives of the people in that area, you then group pecple like | said
it can be women in a group it can be. That normally it's not necessarily o process where you

can say: i advertise pecple who are interested must come. It's a process where mainly the
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sac.ger of the Seecytive Cou.icil
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e-'aqmm
FREE STATE PROVINCE
Me M O Tsopo
Honorable Speaker: Free $tate Provincial Legisiature
Biloemfontein
9300

RE: RESPONSES TO THE PORTFOLIO COMMITTEE FOR AGRICULTURE AND RURAL
DEVELOPMENT

3. Mr. R. Jankielsohn asks the MEC responsible for Agriculture and Rural
Development, Ms. M. Qabathe:

in view of the dairy project that is being established by the Department at Vrede;

3.1 Howmuch money has been spent in each year since the project was Initiated?
aThe department has committed to pay the totat contribution of R342 million over a pariod of
three year in tranches of R114 million/year. The first contribution was done in two payments of
R30 milfion and R84 million which is equal to R144 million in 2012,

32  What were each of the respective amounts spent on since the project was
initiated?

e Estabiish 151 Ha crops for fodder (Maize crops were pianted on 86Ha. 240 fons were
harvested and stored in the VKB (Vrystaat Kooperasie) sifo's at Vrede. Soya beans
were planted on 65 ha and had a yield of 50 fons. The soya beans are also sfored at
the VKB silo's). The cost for seeds, fertilizers, inputs and diesel was R 319 290,

» Labour cost was R1 309 097,00,

* Construction of Sitage Bunker (R5 000 000.00).

OConshucﬁmofgmvelaccessmad.Theroadofﬂkmhasbeenoompleied
(R1 200 000.00).

e Catlle shed (R500 000.00).

» Security gate and guard house (R2 600 000.00)

» Temporary Velerinary Laboratory (R300 000.00).
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Cattle Feed plant (R7 350 000.00).

Milking Pariour {10 point static pariour & 72 point retary parlour) and Milk Processing
Flant {to process 20 000f milk per day and it should have the potential to expand to
30 000 ) per day) R30 050 000.00.

Purchasing of farm implements:

Q

Tractors: 2 x Tractor John Deere 110 KWA and 2 x Traclor Tafe 61 KWA
(R2 360 000.00).

Equipment: 2x Chisel ploughs with roliers, Inter row culfivator, 8 Row maize
planter, Boom sprayer 800! capacity, Fertilizer spreader, 5t Cap frailer, Water
browser 2500t cap, Diesel Browser 11001t cap, Spray gun, Generator with
welding machine, Baler, Disc Mower, Disc harrow, 5 wheel rake, Long flatbed
traller, 3 x fipper trailer, Single row malze harvester, 5 kw generator, Front end
loader and Fire fighter (The cost of the tractors and implements was R 3
507 484).

Famn Tools: Spanner set sizes 1-36, ring spanner and screw driver, Socket
set, Heavy duty vice, Trolley jack, Pik, shovel, silage fork, axe, rake, Saw, Spot
light, lamp torch, Grinder, Air compressor and Drill machine (R2 513 000.00).
Purchasing of Dairy Cows: In total 351 Dairy cows of diflerent ages were
purchased (62 x pregnant (3-5 months), 57 x Breeding cows, 70 x Calves
older than 12 months, 77 x calves 9-12 months and 85 x calves 6-9 months)
R6 212 000.00.

Land Surveyor, Agriculturists, Accounting Fees, Office Equipment, insurance,
Salaries and Wages, Professional Fees, Adminisiration Fees, Legal Fees
{R12 000 000.00).

Secured: Pasteurizer, Dairy Equipment, Irrigation Equipment (R37 779 613).

Whether any outside individuals or companies have been paid any money in
respect of this project, if so, a) who are these respective individuals and
companies and h) what services were provided by these respective individuals

and companies?

RI-177




a) ESTINA

b} ESTINA: Ensure the implementation of Project in the District with due skill, diligence,
regularity and expedition and complete the project. At alt material times complied with
the relevant provisions of the Agreement, insofar as it pertains fo the activiies of the
Project Utilize the funds made available by the Department to the project. Ensure that
sound financial management and accountabilly system are in place, and provide the
Department (District Director) with monthly and annual reports as in line with the
Monitoring and Evaluation System of the Department of Agriculture and Rural

Deveiopment.
34 What is the total amount that the Department plans to spend on this project?

The total project cost is RS70 milion (Five Hundred and Seventy Million) of which the
depariment has committed to conribution R342 million (Three hundred and forty two miltion),
over a period of three years.

35  When will this project be completed?

The Vrede Dairy project was initiated on the 5% of July 2012 and is envisaged 1o be completed
by July 2015,

36  What are the expected outcomes of this project for the Free State Province?
OVERACHING BENEFITS FOR THE PROVINCE AND THE NATION

» Inline with the Agri-BEE business norms stipuiated by Govemment, Estina proposes that a
new Special Purpose vehicle (SPV) be created in which ESTINA will hold a 49% share
while the remaining §1% shares will be distributed to selected Grant recipients.

» Estina will provide the required capital injection as well as the technical know-how, which
wilt be provided by Paras.

+ |tis envisaged that this integrated agri-business project will become a cantre of excellence
for the entire Free State and even the neighbouring Provinces.
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s Eventually this Project will provide On-site, in-sesvice practical agricultural training for
aspirant farmers to equip them for the profitable operation and management of their own
DARD projects, albeit:

—  Primary production of livestock and agricultural produce, or
~  Value-adding and beneficiation to livestock and agricuftural produce

e Basic business, financial and management skills training and in-service application

» Cooperative processing, value-adding and beneficiation of fivestock and agricuftural
produce for all DARD projects in the Free State

» Cooperative marketing facilities into the major consumer markets of South and Southem
Africa for all milk projects in the Free State thus creating the necessary criical mass and
economies of scale which will unlock additional financiaf benefit for project participants

3.7  Whois the private sector partner?

ESTINA PTY Lid.
38  Howmuch money will the private sector partner invest in this project?

The total project cost is R570 milion (Five Hundred and Seventy Miion) of which Estina will
contribute R228 million (Twe hundred and twenty eight million).

38  What is the agreement between the Province and the private sector partner in
terms of their investment, and

The Department has enfered into an Agreement with ESTINA for the constuction and
implemeniation of Dairy Project with Infrastructure. The first phase of the Project involves
seffing up of a Dairy Parlour with an in-house capacity of up to 1,000 cows to supply milk to the
Parlour. The diary construction will also include among others Feed Storage, Feed-Lots and
Land Cullivation for Feed on 4.400 hectares of municipal land. The second phase of the project
involves sefting up of a Milk and Dairy products Pracessing Plant to produce packaged milk
and other Dairy products. Estina agrees, in pursuance of this project, for the formation of a new
Legal entity Mohoma Mobung Dairy Project Pty Limited wherein Estina shall hold 49% shares
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and farmers shall hold 51% shares.

o ESTINA undertakes that any information or document submitted by # in terms of the
Agreement shall be true and comect.

o ESTINA aiso undertakes to act in good faith and afford all reasonable and necessary
co-operations in fulfilling its obligations in terms of its agreement.

s Train beneficiaries according fo need analysis and marketing of produce and the
praducts both locally and internafionally (if applicable to the project, the training plan as
well as the markefing plan should be submitied to the district).

» Provide beneficiaries with after care or mentorship in conjunction with extension
stpport from the Department according fo the scope of work for each project.

» Shall use local iabourers and provide evidence as per agreement (signed D copies
and time sheet}.

The training, mentoring and support will be assessed beforohand by Glen fraining institute
(either by #self or services provider) and if it is not satisfactory it will have to be rectified by the
service provider in conjunction with Glen training institute.

The foliowing shall further be operational duties or obligations of the Services Provider:

o shall provide warranty according to manufacturer’s prescripts or as outlined by the
scope of work.

« shall be responsible to ensure that they comply with environmental requirementis,
Municipal by-laws, applicable legisiations or Acts and standards and that they obtain
water rights and ploughing certificates.

* In case where livestock is procured, the service provider will have to comply with the
requirements as stipulated by the State Vet in consultation with the beneficiaries.

3.10 What guarantees does the department have that the private sector partner will
meet their commitments?

Notwithstanding anything contained in the Agreement, ihe Depaitment reserves the discretion

RJ-180




RJ-181

to verify and confirm any information or document submitted by the other Parties in the
performance and execufion of its duties and obligations in ferms of the Agreement.

The two pariies have enlered into 4 binding Agreement.

Your suppoit is highly appreciated.

VS

Me. M.G. QABATHE (MPL)
MEC OF AGRICULTURE AND RURAL DEVELOPMENT

DATE: L2/ 7 /2r X
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Adv Suné Griesel
Public Protector
Free State Province

28 March 2014
Dear Adv Griesel

Re: Vrede Dairy Project

I have sent a request to investigate the allocation shares relating to the Vrede Dairy
project to the Public Protector, but I would be grateful if you could investigate the
following matters relating to this Provincial Government Project:

1. Allocation of shares

The Vrede dairy Project at Vrede has since its inception been shrouded in controversy
and secrecy with a confidential agreements between a company Estina and the provincial
government. The legislature portfolio committee for agriculture and rural development
were informed by the provincial department that the agreement was confidential. In
replies to questions to the MEC for Agriculture and Rural development, Ms M.G. Qabathe,
indicated that in terms of the agreement the Indian company Estina will receive a 49%
share with a R228 million investment in the R570 million project, while the 100 local
beneficiaries will jointly receive 51% of the shares through a government investment of
R342million. This implies that Estina will obtain a 49% share with an investment of only
40% of the projected cost of the project. Government will be investing R114 million
more in the project than their private sector partners without the beneficiaries receiving
the proportionate number of shares. This implies that Estina would benefit

disproportionally at taxpayers’ expense.

It has furthermore come to light that Estina would only contribute if necessary and that
they are also benefitting from the supply of goods and services from the contributions

from the provincial government.
2. Inflated payments for goods and services

The R342 million is aiso subject to hugely inflated costs, some of these include among
others (see detailed list attached):

Construction of a silage bunker for RS 000 000.

A 2km gravel access road for R1 200 G00.

A security gate and guard house for R2 600 000.

A cattle feed plant for R7 350 000.

A milking parlour and milk processing plant for R30 050 000.

tools such as spanners, shovels, grinders, air compressors, etc. for R2 513 000.
Administrative, legal accounting and other consulting fees for R12 000 000.
Irrigation equipment, pasteurizer and dairy equipment for R37 779 613.

351 dairy cows for R6 212 000.
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The Free State government paid R2 838 000 more for the 351 dairy cows than was
necessary. There also appears to be no official record of such transactions within the
breed society that keep stud books of such cattle. Even though the value of the cattle
bought is questionable, the DA made enquiries about the best possible market prices for
stud cattle with the Free State Friesland Breed Society. The market prices for prime
cattle are indicated in the following table:

TYPES OF NUMBER MARKET PRICE OF TOTAL COST

HEIFERS PURCHASED | FRIESLAND/HOLSTEIN

PURCHASED STUD HEIFERS

Pregnant heifers 62 R15 000 per heifer RS30 000

Breeding cows 57 R16 000 per cow R912 000

Calves 12 months 70 R800Q0 per heifer R560 000

+

Heifers 9-12 77 R&600O0 per heifer R462 000

months

Heifers 6-9 months | 85 R4000 to R6000 per heifer R510 000
(maximum)

TOTAL R3 374 000

Serious questions exist over the purchasing and payments of almost all other items such
as, among others, tools and equipment, the access road, and the entrance gate.

Recently the national Department of Agriculture supplied the provincial government with
R40 466 231 worth of equipment that included tractors and most of the other related
equipment for planting and maintaining crops. Purchasing additional tractors and
equipment for this project wasn’t necessary and jointly cost the project and additional
R5 867 494.

The top of the range rotary milking machines with electronic sensors cost about R55 000
per point. The machines for the 82 points should not have cost more than about R4,5
million. They are included as part of the R30 050 000 price tag that includes the milk

processing plant.

It appears that the payments for goods and services are in some, if not all, instances
highly inflated. It is also not known who the suppliers of the various goods and services
are, and whether the suppliers, implementing agents, or officials are responsible for the

inflated prices.
3. Complying with environmental requirements

The agreement with ESTINA includes a clause that the service provider will be
“responsible to ensure that they comply with environmental requirements” has already
been breached since complaints have been received of indiscriminate ploughing of
natural fields and wetlands. This cannot be done without the necessary environmental

procedures being followed.

4. Cattle deaths

Various reports indicate that up to between 50 and 100 cattle have died since being
purchased. There is obviously a serious problem with these cattle and this is costing
taxpayers a great deal of money. It is not known what the causes of the deaths are, or

what the costs is of this.
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Furthermore, some of the carcasses have also been dumped next to a stream that runs
into the catchment area for water for the town of Vrede/Ezenzeleni. These have just

been covered with gravel and still pose a risk when it rains.

I would be grateful if a detailed investigation could take place into the above issues
which are costing the taxpayers a great deal of money and appear to be designed to do

S0.

Yours truly,

Roy Jankieisohn MPL
Cel: 082 562 4120

Fax: 086 528 1911
E-mail; roy@da.fs.org.za
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Entered into and between
DEPARTMENT OF AGRICULTURE FREE STATE
(The Department)
Q The Department of Agriculiure, Private Bag x01, Glen 8360, herein represented by the Chief
Director: DISTRICT IMPLEMENTATION of the Department duly authorizeq thereto
AND
VREDE DAIRY PROJECT 201314
(Hereinafier referred to ag "PROJECT BENEFICIARY™)
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BENEFICIARY AGREEMENT

PARTIES

1. The parfies to this agreement are cited on the cover Page fo this agreement.

RECORDAL

21,  the Comprehensive Agricultural Support Programme (CASP") and leme/ Letsema

22.  the Department will make available Project Funds from the CASP ang llema/Letsema to

23.  an Mentor may be appointed by the Department for the benefit of the Beneficiary, to

be monitored by the Department and the Beneficiary;
24.  this agreement Js concluded on the basis that the Beneficiary shal use its best

25.  the Parties agree as set out hereinafter.
DEFINITIONS AND INTERPRETATION

3.1 In this agreement, unless inconsistent with or otherwise Indicated by the context the
following words and €xpressions shall have the meanings set out opposite them:

“Aftercare Services™ :

"Beneficiary" : the Party contempliated in clause 12

“BP”; the business plan for the Project, or where such business plan does
not exist at the date of signature of this agreement any future business

AGREEMENT: DARD: VREDE DAIRY PROJECT "
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“Financial Year" a petiod of 1 (ONE) year being the financia accounting period
nominated by the Beneficiary, or as determined by applicable law,
» 1 1
“Mentor* Mentor(s) or deparimenta) officlal(s) or service Provider(s) contracted by
the Department to assist the Beneficiary in the preparation and
implementation of the Project;
‘Members” the individual beneficiaries listed In the Constitution who are io

“Parties” the Department and the Beneficiary, angd any reference to *g Party”
shall refer to one of the relevant Parties as required by the context;

“Plp~ the Project implementation pian for the Projects, or where such

‘PMU" the Project Management Unit of the Department responsible for the
Mmanagement and administration of the CASP and all aspects of
projects implemented in terms thereof:

*PPAC" the Provincial Project Appraisat Committee of the Department, being

*Production Commencement Date”
medateonwhlchmeﬁrstdrawdownsﬁommerjectFundsam
O made for working capital (as defined and setoutin the PIP);
*Project” the project identified In the BP to be implemented by the Beneficiary in

“Project Completion®  the allenation of the Project Assets to the Beneficiary, entaliing the
transfer of title and ownership in the Proj Assets 1o the Beneficiary
and the alienation of oontrol in the Project to the Beneﬂciary and,
subject to the provisions of clause 10, the termination of this
agreement and aji responsibilities of the Department in terms of this

agreement;

“Project Completion Date” 12 (TWELVE) months from the Production Commencement Date, or
such longer period as extended in terms of clause 11 or unilaterally

approved by the Department in its sole discretion;

AGREEMENT: DARD: VREDE DAIRY PROJECT
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plan drafied for the Project and approved by the Department, and any
future updaies thereto or amendments thereof, containing details
regarding the nature, description, objectives, cost estimates, cash flows
and marketing strategy of the envisaged business;

“Certificate of Completion™

“Completion Audit™:

“Completion Date™:

“Constitution™:

"CASP"
“Department":

“Department’s ayditor™:

“Effective Date™;

“‘Extension Services™

“Financial Statements”
Cash Flow statement;

the cerlificate Issueqd by the Departments auditor contalning the final
asse! register compiled during the Completion Audit and the
Completion Date, and signed by the Beneficiary and Department
signifying that Project Completion has taken place;

the audit conducted by the Department’s auditor for the purpose of
determining the nature, quantity and value of the Project Assets as at
the date the audit is conducted in terms of clause 12.1;

the date cerlified by the Departments auditor in the Cerlificate of
Completion as the date on which the Project is completed and this
agreement, subject fo its ferms and conditions, is terminated;

the founding document of the Beneficiary, approved by the
Department, which may be a founding constitution, frust deeg,
articles of association, Partnership agreement or association
agreement, depending on the legal nature of the Beneficlary;

the Comprehensive Agricultural Support Programme;

the person nominated by the Depariment to conduct an Alienation
Audit;

date of approval of the Project by the PPAC, hotwithstanding the date
of signature of this agreement by the Parties;

the ancillary services supplied by the Department {(whether by the
Department Hself or outsourced by the Department) to the Members
of the Beneficlary on an ad hoc basis, for the duration of this
agreement, which may include but shal| not be limited to technical,
financial and management assistance ang advice, the provision of
technical, financial and management information, training and
development and informal transfer of skills to the Members of the

Beneficlary;

at a minimum shall include a Balance Sheet, income Statement and

b
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"Project Assets” all buildings, plant, fixtures and fitings, and an improvements

procurement process;

"Project Extension "an extension of the Project in accordance with the provisions of clause

11;

“Project Funds” the total funds as indicated in the PIP and BP to be made available for

Project Site”

the Project by the Department in terms of this agreement, as well as any

Implementation, fraining, materials ang equipment, sefvices, transport,
capital expenditure, working capital and sundries;

the site, subject to clayse §, on which the Project is to be executed;

*Termination Date® any date of termination of thig agreement in accordance with its terms

earlier than the Completion Date;

“thefthis agreement this agreement between the Parties together with the Annexures

thereto;

“Trial Balance® a summary statement of the debit ang credit balances of aj Project

3.2,

3.2.1.

322,

323

3.24

325,

3.2,6.

327.

A

accounts at a specified point in time and in a format approved by the
Department;

In this agreement, unjess inconsistent with or otherwise indicated by the context -

any reference to any agreement or annexure, shali be construed as Including a
reference to any agreement or annexure amending, varying, novating or
substituting that agreement or annexure, provided all approvals required to be
given pursuant to this agreement for any amendment, variation, novation or
Substitution of such agreement or annexure has been obtained;

any reference to “Parties® shay include the Parties’ respective Successors-in-title;
any reference to one gender shall include the other gender;

werds in the singuiar number shall include the plural and vice versa,

references to a "person” shall include where the context so requires, an

individual, firm, company, corporation, juristic person, local authority, ang any
frust, organisation, association or partnership, whether or not having separate

legal personality;
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3.28. if any definition in this clause 3 contains a substantive provision conferring rights
or imposing obligations on any Parly, effect shall be given fo such provision as if
it was a substantive provision in the body of this agreement; and

329, the main body of this agreement (exciuding Annexures) and the Annexures
thereto should be read ang interpreted together to be consistent with the intention

4. The purpose and objective of this agreement is fo provide for and govern the
implementation and disbursement of the Project Funds and to Create & framework for the

PROJECT CONDITIONS

5.1.  This agreement i subject to the suspensive condition that the Beneficiary shall, on or
before the Effective Date, have valid legal ownership of the Project Site, or have jegal
access and use thereof in the form of a valid and duly executed Jeage agreement or
other similar legal arrangement approved by the Department, for the purposes of the

execution of the Project.

5.2, If the condition stipulated in clause 5.1 ig not fulfilled, on or before the date of last
signature of this agreement, or such Ieter date as the Department may in its sole
discretion indicate to the Beneficiary in writing, this agreement shall be automaticaily
cancelled and shall be of no force and effect, with the exclusion of any clauses which
need to remain to apply to give effect to the provisions of this clause 5.2.

STATUS OF THE PARTIES

6. Itis recorded that, notwithstanding any provision to the contrary or any provision which
could be construed to the contrary, the status of the Beneficiary shall be that of an

THE PROJECT

7.  The Department shafl make available for the carrying out of the Project the Project
Funds, which Project Funds shali be approved and released in accordance with and

for the purposes and requirements of the PIp.
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72, The Project Assets shal) only be utilized in relation to the Project and for no other
purpose whatsoever, unfess authorized in writing by the Depariment and jn

accordance with this agreement.

7.3.  The Department, with appropriate assistance by the mentor where necessary, shall
utilize the Project Funds to procure the necessary services, supplies and work itsms
required in accordance with the PIP for the Project on behalf of the Beneficiary,

74.  The Project Funds shall be capped at the amounts containeq in the PIP and Bp
approved by the Department, and the Beneficiary shall have no claim in terms of this

agreement for any further amounts or funds from the Depariment, unless approved
by the Department for Purposes of a Project Extension.

75. The Beneficlary shall have no title or claim against the Department for any portion of

76. The Project Assets shaji be procured by the Department utilizing the Project Funds,
At Project Completion, all title ang ownership of the Project Assets, Including all rigk,
costs and expenses associated therewith, shal pass to the Beneficiary, and the
Department shaii have no ownership or obligations in Tespect of such Project Assets,

RIGHTS AND OBLIGATIONS OF THE BENEFICIARY

8.1.  General obligations in relation to the Project
The: Beneficiary shall —

8.1.1.

8.1.2, ensure that ite Members st ajf times comply with and execute the Project in
accordance with the provisions of its Constitution;

8.1.3. at all times ensure that the Project is camied out in compliance with ajl applicable
heaith, safety and environmental standards;

8.1.4. execute the Project at its own risk and shall be solely responsible to ensure the
success and sustainabliity of the Project and

8.1.5. be entitled to generate, charge and collect revenue from the Project for its own

T AGREEMENT: DARD: VREDE DAIRY PROJECT
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8.2.3.

8.24.

8.2.5.

8.26.

8.27.

828

8.2.9.

8.2.10.

and condition of all Project Assets;

fumish the Department within 14 (FOURTEEN) working days of the receipt of a
request from the Department, with full details regarding the use ang whereabouts of
all Project Assets;

allow the Department to recover and remove any remaining Project Assets from the
Project Site In the event of any breach of this agreement by the Beneficiary;
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832 for the duration of this agreement at all reasonable times during nomal working

84. Finances and management

The Beneficiary shall -
8.4.1. implement and maintain a Proper accounting or bookkeeping system in respect of
the Project which complies with generally accepted accounting practice and which is
kept current and managed on a daily basis;

842, supply the Department, for the dwration of this agreement, within 14 (FOURTEEN)

843, supply the Depariment, for the duration of this agreement, within 3 (T HREE) months
after the end of each Financial Year, with the Financial Statements of the

Beneficiary for that Financial Year;
84.4, pay all taxes which apply to the Beneficiary and the Project, and without limiting the

8.4.5, implement good management practices in relation to the Project in order 0 ensure
the effective management and monitoring of all aspects of the Project, and

8486, ensure that the conditions of employment and treatment of employees of the
Beneficiary (if any) are in accordance with current labour laws and standards.

85. Project specific requirements

The Beneficiary shall ensure compliance in all respects with the specific obligations of
the Beneficiary relating to the Pro .

RIGHTS AND OBLIGATIONS OF THE DEPARTMENT

8. The Department shal -
91.  provide subject fo clause 1 3.2.8, the Project Funds / Assels as required in terms of this

8.2, forthe duration of this agreement provide Extenslon Services to the Beneficiary: and

9.3 after the Completion Date at its discretion and on request of the Beneficiary provide
Aftercare Services to the Beneficiary.
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DURATION AND TERMINATION OF AGREEMENT

10.1.

10.2,

10.3.

This agreement, subject to clause 10.3, shall commence on the Effective Date and shell
thereafter endure until the Completion Date or Termination Date, whichever the earfier.

as requested by the Department.

Ciause 8.2 shall survive the termination of this agreement for a further pericd of 3
(THREE) years,

PROJECT EXTENSION

11.1.

1.2

11.21.

11.2.2,

11.2.3.

11.2.4.

12.2.

123,

The Beneficiary may et any time during the existence of the agreement apply to the
Depariment for a Project Extension, which application must be in writing and must
clearly state whether the Beneficlary is requesting an extension of the Project
Completion Date and/or an allocation of further Project Funds to the Project.

The Department after considering the application for Project Extansion may -
grant an extension of the Project Completion Date; or
grant an allocation of further Project Funds fo the Project: or

grant both 11.2.1 and 11.2.2; or

no such asset register exists, compile an asset register of the Project Assets on the
Project Site), with the disbursement of Project Funds and the BP and PIP for the Project.

Discrepancies, differences, shortfalis or any other matter of concem to the Department's
auditor arising from the auit contemplated in clause 122 must be clarified and
substantiated by the Beneficiary. In the svent that the Beneficiary fails to provide
substantiation to the reasonable safisfaction of the Department's auditor ag fo the
concems raised, such failure shall be deemed a breach of this agreement.
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124 i
Compietion Audit, the Department's auditor shay draft a Certificate of Completion which
shall be signed by the Department and the Be Ty.

125. A Lefter of Donation will be given to the project o Indicate the alienation of the procured
assets affer the successfyl verification of the procured assets. The | efigr of Donation
shall state the Completion Date, on which date this agreement, subject to clause 10.3
shall terminate, —

BREACH

13.1.  Should the Beneficiary commit breach of any provision of this agreement and fail to
remedy or rectify such breach within 14 (FOURTEEN) days after receipt of a written
notice from the Depariment, calling upon the Beneficiary to remedy such breach, the
Department shalj be entitled, withoyt prejudice to any other of its rights, to forthwith
cancel this agreement by written notice to the Beneﬁciary

132, Without limiting the generality of clause 13.1, the' Department shall be entitled to cancel
this agreement without notice to the Beneficlary on the Occurrence of one or more of the
following events -

13.2.1. the termination of activities, dissolution, deregistration, or winding up of the

Beneficiary;

13.2.2, any act of insolvency ag defined in the Insolvency Act 24 of 4 936, by the Beneficlary;

13.2.3. any wilful or negligent destruction of a material part of the Project Assets;

13.2.4. any failure to comply with the provisions of clause 8,2;

13.2.5. any removal from the Project Site of the Project Assets other than in the ordinary

course of the execution of the Project, without the approval of the Department

13.2.6. failure or refusal by the Beneficiary for a period of more than 14 (FOURTEEN) days

to sign the Certificate of Completion as contemplated in clayse 12.4

13.2.7. a continued and Prolonged refusal by the majority Members of the Beneficiary to

participate in the Project leading to stagnation and failure of the Project: ang

13.2.8, the unavailability of the Project Funds, for whatever reason, for disbursement by the

Department in terms of this agreement.

13.3.  In the event of cancellation by the Department of this agreement in terms of this dlauge
13, the Department, notwithstanding any other rights which it may have, shaj) be entified
to recover any remaining Project Assets from the Beneficiary and/or the monetary valye
of the Project Funds, or any portion thereof, utifized in retation to the Project together
with interest thereon from the Beneficiary.

INDEMNITY
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including employees of the Department and the public, and/or any claims for loss or
damage fo the property or assets of any person, including employees of the Department

15.1.

15.2.

16.3.

15.4,

15.4.1.

16.4.2,

16.5.

15.6.

15.7.

15.8.

15.9.

15.10.

The arbitration shaj) be conducted in accordance with the provisions of the Arbitration
Act, 1965 (Act No 42 of 1 8886, as amended from time fo time), provided that -

& single arbitrator shall be appointed;

which the arbitration is called for,

If the Parties fail to reach agreement within 10 (TEN) days after arbitration has been
called for on the arbitrator to be appointed, such arbitrator shall be appointed by the
President for the time-being of the Law Society of the Free State,

The arbitration proceedings shall take place in Bloemfontein at a venye and time fo be
determined by the arbitrator,

normal strict rules of evidence or usual formalities of procedure.

The decision of the arbitrator shal be final and binding.

The cost of the arbitration proceedings shall be bome by the Parties as decided by the
arbitrator,

This arbitration clause shall not prevent the Parties from acquiring urgent relief from a
court of law by means of motion proceedings,

—_—
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INSURANCE

16.2,

16.3. The Beneficiary shall do all necessary, and sign all documentation. including to notify
the insurers of the insurance contemplated in clause 16,1, of the cession thereof as
contemplated in clauge 18.2, fo give effoct thereto,

16.4. in the event of the damage or destruction of the Project Assets contemplated in

18.5. Where the Beneficiary fafls to ufilize the Proceeds of the insurance as contemplated
se 18.4, the D i
such proceeds and to, at its discretion, utilize the proceeds to either restore, repair or
replace the damaged or destroyed Project Assets, or o return such proceeds back to
the CASP and to terminate the agresment.

ENTIRE AGREEMENT

AGREEMENT: DARD: VREDE DAIRY PROJECT
Tz T N sam

»
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INDULGENCE

19.1. Al notices given by either Party to the other in terms of this agreement shall be given in

192.  Anotice -

19.2.1. given by registered post, will be deemed to have been receiveq & (FIVE) days
after the date of posting thereof:

18.2.2. sent by telsfax, shall be deemed fo have been received on the first working day
following the date of transmission of such notice;

19.2.3. delivered by hand shajl be deemed to have been received on the date of delivery
thereof,

19.3. Notwithstanding anything to the contrary contained or implied in this agreement, a

194. The Parties choose as their domicilium citandi et exscutandi for ai| purposes under this
agreement at the addresses referred to in clause 19,9,

NON-VARIATION

20. No variation or consensual termination of this agreement or any part thereof shall be of any
force or effect uniess in wiiting and signed by or on behaif of the Parties,

CcOsTS

AGREEMENT: DARD: VREDE DAIRY PROJEGT
AN sem

% ZLm M-T g
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THE DEPARTMENT

Who by hisher signature
warrants that hefshe | duly
authorized thereto

---------------------------------

SSeanv Daonn VI RPLARN
BENEFICIARY :

o
Who his/er signature

warrants that he/she is duly
authorized thereto

.;’,a;"‘* ¥
]
s:GNEDAT.........éf?.‘i'............. ON oo
d‘\e{e’
WITNESS
..'.Hl' -
WITNESS <
) SIGNED AT ... .. V mrle. ............... ON
ESS

AGREEMENT: DARD: VREDE DAIRY PROJECT

ah.
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Cm: 'thn&ﬁfndon&reut

Private Bag x 5

VREDE, gg35 _ VREDE, 0835
PHUMELEL A

Tel: 058 013 8300 LOCAL MUNICIPALTY Fax: 058 013 2317

VREDE DAIRY BENEFICIARY LisT
Em_ame & Surname —Oontacu
[.‘
m~

' -
‘
g Josias Mahlaba m
[ Samuel Msimanga R 28 235080 | 0712473 433 | 158 Radebe Section
E.mm
14 [ Piet Mokoe %

ACove $2.5 o9
‘ 25 Mntungwa Street
20 [ Aletta Mbele ‘ 079 851 1534

Vilane Street
078 2921 594 | 1874 Radebe Section
078 2921 594 [ 1874 Radebe Section
084 3133039 [ 2385 Modise Section
072 8120 151 [ 1713 Radebe Street
_ 1728 Radebe Section
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_ 071 706 6578 Warden
Warden
E.%m. Warden
e EZIU'—I- gnes gila %1. Warden
(43 %i?ﬁo"aﬁ'iu Eﬂﬁsia 0825687632
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a‘ 4L202532, .-‘

ellem Khar ] 2112

Jose Mofokeng YN A -
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59 [ Selina Ruth Masiteng [, 420 04, 1 2646 £t 3
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E.* 084 850 7331 | 7385 Kheswa Strest
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il O & 3 -

EI%“ 1737 Radebe Seqtion
E’.* 1580 Mpholo Viflage
o a —_ 2
167 BN Motloung

Moses Mollo
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D% o5 |

m’% 071 4594 207 Smal Deer Farm
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69. Khumaio Eiliot 0792482824 9140 Ndaba village
|70. Sebiloane Lill Emma _|5908230647 082 0726759205 |36 Uys street

|71. Mokonehats! Silas 6202126013 081 0818872761 |1512 Modise
72. Miwebane Isaac (5605175719 gag 4530615056 |1718 Hambanathi

73. Radebe Khehla 6103305491 082 10826350484 | Pramkom Farm
74 Ngubeni Meshack 8609046362 083 0711763784 |3412 Bt 3
75. Tshabalala Richard 7805285272 089
|76. Motaung Simon Noeng 6907045288 081
77. Molol Maki Ntsoaki 7009120408 og7
78. Mihwaniazi Thokozani |8304206072 0gp

O 79. Mdlala Lungile 7611060248 082
Favourite

80. Nkabinde Mbuyiswa
Johan

81111058630 085

L

Management Committee:

Chairperson: Jun David Mahlaba Cell: 08259972557
Secretary: Zelpha Lindiwe Masiteng Cell: 0765807739
Treasure: james Dumalisile Ngqosini Celi: Cell: 0724810423

Q



RJ-206

Annexure “RJ12”



et o Uoe et o)
N L

e
FREE 50T PROWINCT
TO: Mr BF MOTHUP
Table Assistant _
Free State Provincial Legislature
Bicemfontein
Dear Mr Mothupi
DRAFT RESPCNSE

OUTSTANDING REPLIES TO DA QUESTIONS
11 NOVEMBER 2014

Herewith my replies to outstanding questions posed by the DA fo late
MEC GM Qabathe:

1. Question 086/2014 by ¥ir R Janklelsohn:

1. Eslina was appointed as service provider.  Supply Chain
Management procedures were followed,

2. Sea response to Question 1 above.
3. See Question 1 above,
4. The one replaced the other

Private bag 201, Glen 5300
Malo Buliding, Geound Fsor, Rdom: 305, CHR Gielie anid foubert Straets, Glan
Tk D52 861 B40E Fax 1151 B6Y D453




2. Question 068/2014 by Mr R Janklelsohn:

1. Beneficlaries were residents from the areas surrounding the project,
praviously disadvantaged and with a keen interest in farming.

2. The beneficiaries thus far identified are:
Kindly refer to attached Annexure "A”,
3. No.

3. Question 071/2014 by Mr D van Vuuren:

1. There was no contract between the Office of the Premier, Estina and
the Provinglal Department of Agricutiure.

Kind regards
ST
o ;'? N ,f‘fl
30 APRIL 2015
s SM MLAMLEL] Date

Acting MEC: Agriculturs & Rural Development

Main Bullding, Sround Fiodr, Ruom 105, TR Gigka and Jyurbert Streets, Glon
Tek: 051 851 8201 Faw 051 561 Be51 |
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7605305425 081

M@m

6. Dhiaiinl Ephralin Wiﬂ

' 7. Meshack Mphaleni

8. Velfy Dilamini

;ééﬁszim 5452 062

9. Paulus Khumaio

iﬁ. Josias Mahlabe

.621%45759 DM

Samalmtga

‘5935155235983

\12..sangmmmus

13, Sibeko Phumulane

'semassss-nfe!z

174, Mokoena Piet

5412025377 088

15, Diamint Samus!

16, Makhasane Jantjl
Mphuthi .

4001015257 094

AR AR A AR

17, Mthabela Sefina

1&%}9%

|18, Mbele Allstta.

20, Radebe Josing Limakatso -

21. Makhosin! Joshua Mokoena

22. TehabalalaBull Andrles

|23, Tehabalala Fanle

24. Molo! Doctor Abednigo

\mmm

6. Twale Pickup Michael

3801085130084

27, Miupht Jan

28. Twala Jim

6106135419082

29, Khumelo David

7505155357081

7603056068087

31, Nala Teboho

6908185737085

32, Mgqosin James

7905065878087

33, Sigaza David Sipho

8501195648083

P g

34, Mikhwanazl Mandia

7310315309804
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6110105558083

8402175322080

6310025749083

szgmyewcas

6308075354085

53, Twala Mobialepule

%mmmxm

5112285601 082

5. Khanys Wilem

|4811225218086

3505145183088

57. Ngwenya Phiflimon

6801255687 086

ERFRERERE R TR

4812050438 088

69, Dhiamini Maria Phindtle

6812030316 082

60. Matse Paufina

61. Twalz Nomshado Treen

17410160439 063

62. Michanye Anna

6200130431 084

Bolae | | M |

63, Khumalo Julal

164, Zwlithinl cambridoe
Seblioane

7705275289 087

65. Motioung B, M,

3702025207 083

4302145359 085 .
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78, Midwaraz Tholozan! 8304206072 052_
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Pavourite -

80, Nimbinde Mbuylswa  |81111058630 085
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Executive Summary

On 12 June 2013, the National Treasury (NT) Chief Procurement Officer requested NT's Specialised
Audit Services (SAS) to investigate allegations of procurement iregularitios allegedly committed by
the Free State Department of Agriculture and Rural Deveilopment {FSDA&RD). The investigation was
requested because NT became aware that the FSDASRD may not have adhered to supply chain
management prescripts in procuring the services of Estina {Pty} Ltd (Estina)/Paras Dairy as a result of
an article published by the Mail & Guardian newspaper (M&G) on 14 June 2013,

ENS Forensics (Pty} Lid was co-sourced by NT's SAS division to assist with this investigation. ENS’
mandate in respect of this investigation was 10

*  establish if the project was an approved PPP arrangement or a sole provider engagement

+  verify the supply chain management process followed in appointing the service provider,
Estina/Paras

¢ verify how much the FSDA&RD commitied to the project and the source of the funds, and if there
was any capital injection by the service provider

s investigate the reasons and supporting documentation for the BAS payments made in excess of
the R30 million, which was said to be available from the department

*  verify if there were any beneficiaries identified for the AGRIBEE and if so, who they were

*  establish through liaising with Agri SA whether there is value for money 1o the State on this
project

*  eslablish the current state of the project and provide recommendations.

The supply chain management process followed in appointing Estina/Paras

Throughout this investigation, it was clear to ENS from the interviews we conducted that Mr Thabethe
has played a pivotal role in the Vrede Dairy Project. Me identified the service provider Paras and
visited India within a month of being appointed as HOD of the FSDA. He later signed the first
agreement with Estina on 7 June 2012, before Provincial Exco had approved the project.

It appears thal the authority to deviate from the prescribed procurement process document was signed
after Mr Thabethe obtained advice from the State Attorney’s Office. Prior to the State Attorney’s,

involvement there was no attempt to engage in any supply chain management process.

It further appears that Mr Thabethe‘sig_ned_ a second _agreement with Estina after the State Attorney
advised that the first agreement was defective.

Mr Thabethe has been invoived in every stage of the identification and appointment of Estina/Paras.
As the accounting officer for the department, he ultimately bears the responsibility of ensuring thal the
department has a procurement system that is fair, equitable, transparent, competitive and cost-
effective as set out in section 38(1){a)(iii) of the Public Finance Management Act, Act 1 of 1999 (the
PFMA). He is further responsible for ensuring that his department procures in line with its supply chain
management policy as well as the PFMA, the PFMA Regulations as well as section 217 of the
Constitution. Mr Thabethe did _not_follow the requirements of the PFMA, its.Regulations or the
Constitution. He did not_engage in any_meaningful supply chain management process before
engaging fhe services of Estina/Paras, Mr Thabethe was consistent and adamant that he believed if
was not necessary to follow a supply chain management process in this project. Mr Thabethe's
reasoning was however not convincing on closer scrutiny.

ENS was requested to establish if the Vrede project was an approved PPP arrangement or a sole
provider arrangement; we were further required to verify what supply chain management process was
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followed in appointing the service provider, Estina/Paras. The investigation has revealed that the
Vrede project is neither a PPP nor a sole provider arrangement. Mr Thabethe did not follow any supply
chain managemenl process. He signed an authorisation to deviate from the prescribed procurement
process because, in his opinion, he is authorised to deviate from the procurement process when he
deems it appropriate. He signed the authority ko deviate without believing it was necessary or relevant
or required in this instance. Mr Thabethe was also not clear regarding the grounds that justified him
deviating from the prescribed process. In his opinion it was sufficient that he had decided that a
deviation from the prescribed process was appropriate. Mr Thabethe stated that he has followed the

same process, or lack of process, in appointing service providers on other projects. ~ T

e

Mr Thabethe obtained advice from the State Attorney’s Office in an attempt to remedy the flawed
procurement process as well as the gaps in the agreement with Estina. ENS was not able to interview
the attorney at the State Altorney’s_Office that had _advised Mr Thabethe because Mr Thabethe
refused (o walve allomey/client privilege. T

Mr Thabethe signed a 99-year rent-free lease in favour _of Estina in respect of the land on which the

Vrede Dairy project is being constructed.

Mr Thabethe further refused to facilitate a meeling between ENS and Estina‘s director, Mr Kamal
Vasram. Mr Vasram refused to attend a meeting with ENS without Mr Thabethe's express

e e e e e — _

_authorisation.

—
—_— —

The funds committed to the Vrede Dairy project, the source of the funds and contributions by
Estina/Paras

According to the agreement between FSDA&RD and Estina, the department is required to pay R114
million in respect of the project annuaily for 3 years. These contributions were due to start in the
2012i2013 financial year and end in the 2014/2015 financial year.

The department only obtained R30 million for the Vrede Project in the 2012/2013 adjustment budget.
There was therefore a shortfall in its contribution towards the project in the first year, the 2012/2013
financial year. The FSDA&RD and the Free State Provincial Treasury (FSPT) had to make a
concerted effort to obtain funds for this project in the 2012/2013 financial year as well as for the two
subsequent years because there was no existing ‘budget for the project at the point at which Mr

Thabethe signed the agreement with Estina/Paras.

in the 2013/2014 financial year the department budgeted for the Vrede project as follows:

*  R53.95 million was to be obtained from the CASP grant
«  RE0 million was to be obtained from the department's equitabie share.

Ms Dlamini, the department's CFO, indicated that the depariment will continue to fund the project on
this basis in subsequent years; part of its contribution being sourced from the CASP grant and the
remainder being obtained from the department’s equitable share. This is however doubtful because
the_National Department of Agriculture, Forestry and Fisheries (DAFF) has withheld ifs"CASP
allocation in respect of the Vrede project for the 2013/2014 financial year because it is dissatisfied with
certain elements of the project. T T

— S —

Further, Mr Thabethe should not have committed the department to a liability for which funds hiad not
been appropriated. If the DAFF continues to be dissatisfied with the Vrede project and it is unwilling to
fund the project in future, it is not clear how the FSDA&RD will meet its financial obligations in respect
of the Vrede Dairy project. T o

The FSDA&RD does not exercise oversight over the finances of the Vrede Dairy project. Payments
are made into Estina’s bank account and the department is not able to objectively ascertain how its

e e e - - —— .
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funds are being spent. Further, the department is not able to verify if Estina has in fact made any

financial contributions to the project.

Payments made by the Department to date

ENS has established that a total of R1 14 milicn has been paid to the service provider to date. The
payments made by are reflected below: T - B

*  0On 12 June 2012 3 payment of R30 million

¢ On 18 April 2013, a payment of R 34.95 million
+ On 23 April 2013, a payment of R 30 million

«  On 30 Aprit 2013, a payment of R 19.05 million.

Beneficiaries of the Vrede Project AgriBEE entity

No beneficiaries were identified for this project until the issue was raised by DAFF after its visit to the
Vrede Dairy project site in August 2013. When ENS questioned Mr Thabethe about why beneficiaries
were only identified after the preject had been initiated, he stated that the identification of beneficiaries

was an on-going process.

Ms Mishiza, the DAFF CASP grant co-ordinator, was however clear that the FSDA&RD only started to
scramble to find beneficiaries for this project when DAFF indicated that it might be withdrawing its

appraoval for this project.

The department provided ith a copy of the list of project beneficiaries. To date only 80 potential
beneficiaries have been identified, instead of the projected 100 beneficiaries. Thgre_ are serious

cancerns about the manner in which the beneficiaries were identified. i T

The AgriBEE entity was only incarporated on 11 Octaber 2013; the only director of the AgriBEE entity
is Mr Vasram, Estina's director. None of the current beneficiaries are listed as directors of the AgriBEE
entity; it is also not clear if these beneficiaries will become directors of the entity.

Value for money for the State

M_r_{\_/laree,_ a senior economist at Agri SA assessed the Vrede Dairy project documents. He concluded
that the State should nof continue with the project in its current state since government will not receive

value for money, as the costs associated with the project are not reasonable or market related,

Current status of the project

In Octeber 2013, ENS visited the Vrede Dairy project site accompanied by Mr Thabethe. At the site it
was clear that various buildings were in the process of being erected. Approximately 350 cows have

been purchased for the project to date.

The two Estina officials on site had a good undersianding of how the project would unfold and they
alsc possessed project plans, which were net in the possession of the department.

ENE cannot comment on the current financial status of the project. To date, the department has paid
R114 million to Estina in terms of the agreement. This contribution however only covers the funds that
were due by the department during the 2012/2013 financial year. The department has not paid over
any of the funds due in the 2013/2014 financial year. DAFF also informed ENS that it withheld its
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CASP contribution towards the Vrede Project for the 2013/2014 financial yaar. It is therefore likely that
the project is experiencing cash flow difficulties.

Recommendations

ENS recommends that disciplinary action be taken against Mr Thabethe for his role.in coneluding this
agreement with Estina/Paras. Further, he committed the department financially without ensuring that
the department had the funds available to fund this project. B ' —

ENS recommends that disciplinary action be taken against Ms Dlamini the CFO of the FEDA&RD. As
the head of the department's finance division, Ms Dlamini should have ensured that proper financial
noud Nave ensured that proper financ

—_—

ENS recommends that no further funds are invested in the project until all of the risk factors set out in

this report are addressed. Uitimately the project should be ré-assessed and the necessary due
diligence should be completed to ensure that the project is viable. In its current form the project is not
likely to yield vaiue for money to the State.
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1.2

1.2.1

1.2.2

123

Introduction

Background to the investigation

On 12 June 2013, the National Treasury (NT} Chief Procurement Officer requested NT's
Specialised Audit Services (SAS) to investigate allegations of procurement irregularities
allegedly committed by the Free State Department of Agriculture and Rural Development
(FSDA&RD). The investigation was requested because NT became aware that the FSDA&RD
may not have adhered to supply chain management prescripts in procuring the services of
Estina (Pty) Ltd (Estina)/Paras Dairy as a result of an article published by the Mail & Guardian
newspaper (M&G) on 14 June 2013.

The M&G article, attached as Exhibit 1, alleged that the FSDA&RD irregularly appointed a
sefvice provider, namely Estina, to establish an integrated dairy farm in Vrede (Vrede
Project). SAS mandated ENS to conduct an investigation of certain aspecis related to the
project; ENS’ mandate is set out in section 1.3,

ENS has investigated the Vrede project in fine with the mandate we received from SAS; our
findings are set out in this report.

The aliegations set out in the various newspaper articles

M&G ~ 14 June 2013 article

In the M&G article of 14 June, Exhibit 1, the allegations in respect of the Vrede project were
that:

»= The FSDA&RD flouted treasury rules related to procurement by entering into a R500
million dairy partnership with a company named Estina, which is allegedly linked to the

Gupta family

*  The project was not conciuded as a public private partnership (PPP) deal nor had
FSDA&RD sought permission to partner with the company Estina

+  Estina was given a 99-year rent-free lease over the 4,400 hectares of State farmland on
which the project would be established

*  The FSDA&RD has redirected a huge chunk of its budget to the dairy, punting it as a
mega public private partnership

*  Estina assumed little risk on this project, stating vaguely that it would participate
financially “when required”; the department told the M&G that Estina would contribute

R200 million
*  Estina lacks discernible infrastructure, track record and resources

e  Estina may raise funds for this project by pledging the property as security for & bond,
which if the project fails could see the Jand being forfeited to the bank

* The lease agreement does not tie the lease to the project’s success, so Estina would
have the use of the land for the next 99 years rent-free.

Estina's only director, Mr Kama! Vasram {Mr Vasram), commented in the article that, “The
project has been initiated after following all due processes”.

M&G - 31 May and 7 June 2013

ENS obtained three further M&G articles related to this matter, one article dated 31 May 2013,
see Exhibit 1, and two articles dated 7 June 2013, see Exhibit 1.
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1.2.4

1.2.5

126

1.2.7

1.2.8

1.3

1.3.1

1.3.2

The 31 May 2013 article stated that the project was a PPP praject, with government set to
conlribute R342 million to the project over 3 years: the articie also questioned Estina’s
credentials, stating that its director, Mr Vasram, had no apparent dairy farming experience.
According to the article, Estina claims to be linked to indian dairy company Paras and that it
therefore has the expertise to participate in this type of project. The M&G, however, contacted
a spokesperson for Paras, which stated, “We don't do any business in South Africa and we
don't have any Estina on our database”. The article further set out some of the same concerns
communicated in the 14 June article and went into great detail about Estina’s possibfe links

with the Gupta family,

The first 7 June 2013 article set out the foliowing concerns about the project:

*  The provincial budget shows a huge redirection of resources towards this single PPP
project.

»  There are serious doubts about the project's viability and many locals have guestioned its
viabifity.

The Indian dairy giant, Paras’ spokesperson, Bharti Singh. repeated. the company's _position

that it knows nothing of the project; she girculated the M&G query to all of Paras’ directors and

they confirmed that Paras has no business in South Africa and does not have any dealings

with Estina. =T

Further, the article went inte significant detail regarding the project’s possible link to the Gupta
family, alleging that the Estina project co-ordinatorfproject manager for the Vrede Project,
Mr Chandrama Prasad (Mr Prasad) was also linked to the Guptas.

The second article dated 7 June 2013, linked Mr Prasad to a corruption scandal in India
relating to the recruitment of 18,000 police constables an which the Mavyawati administration
had requested an investigation; the investigation repan, prepared by the Uttar Pradesh chief
secretary, concluded, “Prima facie it is ciear that the then Honourable Chief Minister {Mulayam
Singh] meticulously engineered the entire recruitment in a planned systematic manner. .. ... itis
prima facie proved that direct and indirect co-operation in these activities were given by the
then director general of police ..... and the then special secrelary fo chief Minjster, Chandrana
Prasad”. The investigation report appears to implicate Mr Prasad in the corruption scandal.

———————

The mandate to ENS

During our investigation of the Vrede Project, ENS was requested to

*  establish if the project was an approved PPP arrangement or a sole provider engagement

«  verify the supply chain management process followed in appointing the service provider,
Estina/Paras

*  verify how much the FSDA&RD committed to the project and the source of the funds, and
if there was any capital injection by the service pravider to this project

* investigate the reasons and supporting documentation for the BAS payments made in
excess of the R30 million, which was said to be available from the department

»  verify if there were any beneficiaries identified for the AGRIBEE and if s0, who they were

+  Establish through liaising with AGRI.SA whether there is value for money to the State on
this project, and

+  Establish the current state of the project and provide recommendations.

The articles published by the M&G placed significant emphasis on Estina being linked to the

Gupta family. ENS was not mandated to investigate this issue and no investigation has been
completed on this aspect. We have approached the investigation from the perspective of
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establishing whether or not relevant legislation and treasury guidelines were complied with in
appointing Estina.

1.3.3  On 18 Septermber 2013, ENS staried interviewing witnesses with regard to this investigation,
The limitations to this investigation are set out in Annex A to this report as well as in section
1.4 below. The ENS methodology is set out in Annex B to this report.

1.4 Specific limitations to this report

141 This report seeks to advise NT of our findings in this investigation.

14.2 ENS cannot guarantee that we have had access to all of the information relevant to this
project. We have requested various documents from the _department, and specifically the
HOD, that we have not received.

1.4.3  Further, during the investigation it became apparent that the HOD was potentially intentianatly

withholding information from the investigation team, three examples are easily identifiable, first
the HOD did not inform the investigation team that‘mn’gs_gg@ggned with Estina,
the HOD only provided us with the second agreement: the HOD did not provide us with a copy
of the 99-year lease agreement with Estina and specifically denied its existence in our first
interview with him and third, the HOD did_not provide us with | copies of the memoranda
approving his trip to visit Paras in India. In addition. the HOD would not facilitate our A6CE%s To

e e

important withessesin this case like the State Attorney’s Office and Estina/Paras.

1.4.4 The iack of candour on the part of the HOD, as well as the fact that it appears that documents
were kept from the investigation team means that we are not aware of all of the facts related to

this matter.

1.4.5 Nevertheless, ENS has obtained a significant amount of information regarding this project and
we have interviewed various witnesses from various departments regarding the project. We
are therefore of the opinion that the information we have obtained should provide NT with a
fair representation of the pracess that was followed by the FSDA&RD in appointing Estina. We
have also obtained sufficient inforrnation regarding the project to answer the other questions
posed by NT in its mandate letter.

1.5  Structure of the report

1.8.1  This report sets out ENS's findings with regard to the investigation conducted Into the Vrede
Project. The repart is drafted for NT to obtain clarity on the role-players invelved in appeinting
the service provider Estina/Paras, In addition, the report provides an indication of the total
funds allocated to the project, the funds already spent on the project and whether or not the
State will receive value for money in this project.

1.5.2  In section two of the report we set gut a timeline of the how the service provider was engaged
and the procurement process followed, as established from the docurnents we cbtained and

witnesses we interviewed.

1.5.3  Section three of the report wilt address the extent of the funds the FSDA&RD committed to the
project and the source of the funds, and if there was any capital injection by the service
provider. in addition, we will caver the reasons and supporting documentation for the BAS
payments made in excess of the initial R30 million.

1.5.4  Section four of the report will address the issue of beneficiaries identified for the AGRIBEE
entity.
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155 Section five of the report will address whether the State will receive value for meoney in this
project.

156 insection six of the report we will comment on the current status of the project

1.5.7 Secticn seven of the report will set out recommendations in respect of the project.
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2.2

2.2.1
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FSDA&RD deviated from the prescribed procurement process
ENS attempted to reconstruct what process was followed by FSDA&RD

ENS interviewad the following officials:

*  The head of depariment (HOD} of the FSDASRD, Mr P Thabethe (Mr Thabethe)

*  The chief financial officer (CFO}, Ms S Dlamini (Ms Dtamini), who is aiso the chairperson
of the department's bid adjudication committee {BAC)

*  The general manager district services, Dr T Masiteng (Dr Masiteng)

¢ The head of procurement for the FSDA&RD, Mrs L Mngomezulu (Mrs Mngomezulu)

*  The office manager in the Office of the FSDA&RD Head, Mr M Gama (Mr Gama), who is
also the chairperson of the department's bid evaluation committee {BEC)

* The Vrede project FSDA&RD co-ordinator, Ms Alta Meyer {Ms Meyer)

*  The chief executive officer {CEQ) of the Free State Provincial Treasury (FSPT), Mr M
Mahlatsi (Mr Mahlatsi)

*  The previous CEO of the FSPT, Mr Kgomongwe

*  The FSPT Accountant General, Ms Anna Fourie (Ms Fourie)

¢ The FSPT Acting Senior Executive Manager: Assets and Liability Management, Mr T
Mabilo (Mr Mabilo)

»  The FSPT Senior Executive Manager for Sustainzble Resource Management, Mr |
Meses (Mr Moses)

*  MrChandrama Prasad the Project Manager/Project Go-ordinator for Estina,

ENS obtained documentary and oral evidence from various witnesses; we have combined
what we have learnt in the interviews with the documents obtained to attemnpt to reconstruct
the process that was followed in appointing Estina.

The procurement process followed by the FSDA&RD was flawed

The initiation of the project and Estina’s Project Proposal

ENS conducted two interviews with Mr Thabethe'. During these interviews it became clear
that Mr Thabethe played an integral role in identify Paras Dairy; in signing the contract with
Estina/Paras and he is currently involved in the execution of this project.

Mr Thabethe was appointed as the HOD of the Free State Department of Agriculture (FSDA)
in March 2012. The Free State Departments of Agriculture and Rural Development merged in
March 2013, with Mr Thabethe being appointed as HOD of both departments in March 2013.
These appointment dates are important when the timeline of the Vrede Project is considered
because Mr Thabethe identifies Paras as a suitable partner in the first month of his

appointment and the first contract with Paras/Estina is signed o7 Jane 2012

Shortly after his appointment as HOD of FSDA, Mr Thabethe's became aware of a report
compiled by the Nationa! Agricuitural and Marketing Company (NAMC) highlighting the Free
State Province’s suitability for dairy farming. Accerding to Mr Thabethe the province had been
involved in dairy farming prior to his appointment, citing as an example the province's
nvalvement in the Maluti Dairy with Nestle. In terms of the NAMC study, the Free State
Province was ranked second in terms of suitability for dairy farming; it further mentioned that
there had been a decrease in dairy farmers nationally. Mr Thabethe saw this as an opportunity

! The first interview was conducted on 9 October 2013; the second interview on 22 November 2013.
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2.2.4

225

226

227

228

229

to increase the province's involvement in this industry. He further stated that the cost of
transporting the milk to Johannesburg for processing was having a negative impact on the
industry’s profitability in the province — one of the major inhibitors of dairy farming being the
cost of having milk processed after it is produced. He started to look at opportunities to

establish an integrated dairy project.

Mr Thabethe further stated that he/the department saw the potential of the province becoming
a large player in the dairy industry if it found the correct location because it would benefit from
its proximity to the KwaZulu-Natal (KZN) and Mpumalanga provinces. The idea being that the
Free State could assist KZN and Mpumalanga with their dairy industry or processing of milk.

Mr Thabethe was initially interested in establishing the dairy project in an area near
Sascclburg2 but when MEC Zwane, the previous MEC for FSDA, advised him of the availability
of the land in the Vrede area, he decided to estabiish the praject there instead. Mr Thabethe
interacted with the Phumelela Municipality in respect of the land; according to him, the
municipality had no plans for the land which it was leasing (on a short-term basis) to certain
commercial dairy farmers. The municipality apparently informed Mr Thabethe to interact with
the iocal community ta gain its support for the project, which, according to Mr Thabethe, he

did.

When altempting to identify a partner for this project Mr Thabethe stated that he conducted
research on the dairy industry and identified india, Germany and Sweden as suitable partner
countries. He discounted Germany and Sweden because they were first world countries and
toc advanced: he focused on india because — in his opinion ~ it had similar economic
conditions to South Africa. He stated that he had been particularly impressed by Paras Dairy,
an Indian company producing dairy products, because it collected milk from local producers
and then processed it profitably, He stated that in the past the Free State Province had not
been able 1o make this model work; so he was interested to see how Paras Dairy made it

work

During our first interview with Mr Thabethe, we requested that he provide us with copies of the
documents he accessed during his research, so that we could understand the rationale behind
his decision to approach Paras Dairy. Mr Thabethe was not able to produce the documents;

during the second interview he informed us that he had conducted intemet research and could

provide us with the addresses of the websites he had accessed. As at the date of this report,

he has not furnished us with these website addresses.

After having identified India as the suitable partner country for this project, Mr Thabethe visited
India in March 2012, shortly after his appointment as HOD of FSDA. Mr Thabethe was not
clear on the exact date of this trip; despite numerous requests, he has nol provided us with the

trip authorisation documents refated to this official trip. He further informed ENS hat he was

the only official from the department that visited ndia on this assignment.

After being questioned extensively on his trip to India and its purpose, Mr Thabethe admitted
that the only dairy producer he met with on his trip to India was Paras Dairy. Mr Thabethe
arranged the meeting with Paras Dairy before Fié Wavalled o India. Upon his arrival in India,
Paras Dairy apparently presented its credentials to Mr Thabethe in the form of a presentation
and, according to Mr Thabethe, expressed an interest in becoming involved in South Africa.
{The presentation provided to him by Paras Dairy forms part of the presentation he made to
the Free State Provincial Executive Committee (Provincial Exco), see Exhibit 2.) According
to Mr Thabethe, Paras Dairy indicated that it already had existing markets in Nigeria and
would like to be operating in South Africa. At the end of the meeting with Paras Dairy, Mr

Thabethe invited Paras Dairy officials to visit South Africa.

? At the time of the interview Mr Thabethe was nat able to remember the name of the town near
Sasclburg where he initially wanted to establish the project.
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2.210 Mr Thabethe provided us with a memorandum of understanding (MOU) signed between Paras
and Estina, attached as Exhibit 3. The MOU s dated 11 April 2012 and was signed
by Mr Sanjeev Gautam (Mr Gautam) on behalf of Estina (Pty) Ltd and Mr Gajinder Kumar (Mr
Kumar) on behalf of VRS Foods Limited trading as Paras India (referred to in this report as
Paras or Paras Dairy). The MOU indicates that Mr Gautam is an authorised signatory for
Estina and Mr Kumar is a director of Paras. The MOU states, on page 6, point 3

*3.1 The Company hereby appoints ESTINA as its Agent for identifying and securing
opportunities for Dairy Projects in the Territcry.

3.2 The Parties hereby agree and acknowledge that they are independent contractors. No
partnership, joint veniure or employment is created or implied by this MolJ.”

2.2.11 In this document the “Company” is defined as Paras; the “Territory" is defined as the Republic
of South Africa; "Project” is defined as the strategic partnership betwsen Estinag and the
FSDA&RD to implement a dairy project in the province. It is not clear when this project
became a strategic partnership between Estina and the FSDA because this is the first formal
indication of Estina's involvement in the preject.

2212 The document does state at point 5.4 that, "Once a bidlorder is secured by Estina, the
Company shall be solely responsible for ensuring timely completion of the Product in strict
compliance with the specifications mentioned in the Tender or bidding document or Contract”.
At point 5.5 it states that “The Company shall alone be responsible for complying with all
conditions and for all after-sala support services to the clients through ESTINA"

2213 In light of the altegations in the media, regarding the relationship betwean Estina and Paras
Dairy, we guestioned Mr Thabethe on whether he had any other assurances that a
relationship existed between the two companies. Mr Thabethe stated that the two companies
presented their proposal to the department joinfly in Aprit 2012 and he was further assured of
the relationship between Estina and Paras by the Paras CEO, when the CEO visited South

Africa later in 2012.3

2.2.14 Representatives of Paras Dairy accompanied by representatives from Estina (Pty) Ltd* visited
the FSDA around 24 April 2012, to meset with the department's senior officials to present its
project proposal in respect of the integrated dairy project to be situated in Vrade. The project
propasal presentation provided to us by the department is attached as Exhibit 4%, The project
proposal presentalion sets out that an integrated dairy project is envisaged for the Vrede area
that will create smployment opportunities for black farmers at grass-roots level and fuel
aconomic growth in the province. The presentation also pravides a brief company profile on
Paras Dairy, it further states that, *Esting Pty Lid. Is the local representative company which
has been appointed by Paras lo engage with the Department on the Vreds Project.”

2.215 The department provided ENS with a copy of the project proposal submitted by Estina, it is
attached as Exhibit 5; the document is signed by Mr Sanjeev Gautam the managing director
of Estina and it is dated 15 May 2012. ENS obtained a second copy of the Estina project
proposal, see Exhibits 6: which was not signed or dated. The second project proposal was
obtained from Ms A Meyer, the FSDARRD project co-ordinator for the Vrede project. The two
project proposals for the praject are identical except for the budgets associated with the

projects:

* Mr Thabethe was not able to provide us with the CEQ of Paras’ name or contact details despite

various requests.
S

* The department indicated that it could not provide us with minutes of this meeting because the
minutes were lost after the meeting.
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2.217

2218

e Exhibit 5 signed by Mr Gautam, sets out an page B that the proposed budget for the
project exciuding VAT is R500 million excluding VAT and R570 million including VAT; the
department is responsible for contributing R342 million to the project and Estina R228
million

= Exhibit 6 is not signed by Mr Gautam, on page @ the document sets out the propased
budget for the project but our copy of the document is not legible in respect of the total
cost of the project; however, the document sets out that the department is responsible for
contributing RS00 million to the project and Estina R500 million.

The reason for the difference in the proposals is not clear; the difference was detected after
our interviews with officials in the department were concluded S0 we were not able to obtain

an explanation.

The Estina project proposal mentions that the, “Department of Agricufture and Rural
Development (DoARD), in line with the vision of the Mohoma Mobung Initiative, has identified
the implementation of a Dairy Project in Vrede as its flagship Project.....DoARD had recently
commissioned a detailed study which validates the implementation of such a Project. The
DoARD subsequently commissioned a high-level team to visit India, the fargest milk-producer
in the world, to explore the possibilities of altracling investments in this area, The DoARD
team met with PARAS Dairy, the largest milk producer in India and have agreed in principle to
work with them on this prestigious project.” The department couid not provide us with a copy
of the detailed study it commissioned and we susgecl_th_aL_tp_is may refer to the internet

research comgleted by Mr Thabethe. Further, it appears that the high-lgvel team that visited -

india comprised of Mr Thabetha,
Belcw we have copied some of the salient provisions of the Estina proposal:

"2. Executive Summary

ESTINA PTY LTD is proud to inform the Department of Agriculture and Rural Development
that it has signed a Memorandum of Understanding with PARAS DAIRY, the largest private
milk producer in india, to deploy a flagship Dairy Project in Virede. Although the DoARD team
have already met with PARAS, it may be pertinent to list some of their strengths here:

- Biggest Private Miik processors in India & the only Co. in North India to market Baclofuged
Mitk

- b State of the Art 1ISO 9001-2000 and HACCP Certified Manufacturing Facilities

- Total Liquid Milk Intake of more than 720 Million Litres Per anrum

- Processing capacity of 3 million litres per day

- Network Covering more than 5000 vijlages & a strong procurement base at village fevel
- Amongst the Largest Suppliers of Liquid Polyoack Milk (250,000 Litres/Day supplied

locally)

- Fleet of 300 Stainless Steel insulated road milk tankers

- Modern Dairy Ingredients plant in collaboration with WESTFALIA SEPERATORS
A.G. GERMANY. FILTERATION ENGINEERING Inc USA. APPLEXION FRANCE, ALFA

LAVAL

- Accredited as a 2 Star Export House by Govt of India.”

The project proposal further states under section 3 that,
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“The objectives with the project are to

- Utilise the existing natural and other resources to creale a viable large-scale integrated
agro-industrial enterprise;

- Broaden the agro-industrial production base of the district,

- Improve the food security situation for a number of rural communities;
- Create a number of small enterprises; and

- Allsviate the poverty of the surrounding communities...... . ..

For the planned integrated diary project to be sustainable over the tong term, it is planned to
enstire that

- The dairy over the long term, maintains af least 1000 cows in milk, implying that another
1000 non-producing followers, mainly ferale animals are fed, narnely young or pregnarnt

heifers and dry cows;

- The dairy cows are sheltered against the sun and heat stress during the summer months
as well as against extreme cold during the winter months;

- Proper milking equipment and buildings are created;

- Milk processing equipment needed for pasteurising, cold sforage, yoghurt, cheese and
Amazi production, as well as distribution vehicles are in operation;

- Effluent usage on crop fields to reduce the use of chemical fertilizers;

- Feed production in the form of grains, annual legume crops, ha ¥, lucerne and silage under
dry land and 1000 hectares of irrigation”;

Creation of facilities for ihe orderly storage, refrigeration, transport and marketing of the
respective products; and

- Integration of small holder farmers on the periphery to produce various products under
contract to be nucleus project.

In the short term, the milk will be procured from the local famers and then processed in-house,
This operation will then gradually be expanded to include in-house rearing and mitking of cows
over the long term. In this manner, the risks envisaged in a large scale dairy operation wilf be
mitigaled by the gradual scaling up of the operatian.

in section 5, under the heading ‘Phases for Project Deployment the proposal states, “the
Department has brought to the fore the problem of lack of funding for this Project which has
been a major stumbling block in the execution of this project in the past.. .the Department,
Estina together with Paras Dairy are proposing a phased approach to the Project, whereby the
Department will release available funds and Estina will ensure the implementation of the
project in a modular form with technical know-how inputs from Estina/PARAS and when
required, financial participation as well.. _Jf is envisaged that as the project is delivered in
phases, additional funding can be procured from various stakeholders when the viabifity of the
project is demonstrated through the actual deployed working model.” The project proposal
therafore foresees that the project may go beyond the proposed funding of R570 million as set

out in Exhibit 5.
In section 6 of the proposal it states that, “in line with the Agri-BEE business norms stipulated

by Government, Estina proposes thaf a new Special Purpose vehicle {SPV) be created in
which ESTINA will hold a 49% share whils the remaining 51% share will be distributed to ar
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2.2.23

feast three selected Grant recipients. Estina will provide the required capital injection as well
as the technical know-how, which will be provided by Faras. Estina wilf endeavour to fund the
entire Project itself and is requesting the Government to commit to an annual Grant of R100m
per year for FIVE years to ensure that the Project remains sustainable and commercially
viable.” This statement is made in both versions of the project proposals; it is therefore clearly
foreseen even at the project proposal phase that this project wilt eventually exceed the R342
million budget set by the department for this project.

The department signed two agreements with Estina

On 27 May 2012, Mr Thabethe addressed an acceptance letter to Mr Sanjeav Gautam titled,
“Acceptance Letter: Project Proposal for Vrede Integrated Dairy Agribusiness®. In the letter Mr
Thabethe refers 1o the praject proposal submitted by Estina: he accepts the proposal subject
to the signing of the partnership agreement: see Exhibit 7.

During our second interview with him, Mr Thabethe further provided ENS with a company
prefile for Estina, see Exhibit 8. The document is a page long and provides no real details on
the company or its expertisa. Attached to the company profile for Estina there is a Partnership
Agreement between the FSDA and Estina in relation to the implementation of a dairy project at
Vrede through a special purpose vehicle created to fulfil the stipulated Agri-BEE business
norms, called Zayna Investments Pty Ltd trading as Mchoma Mobung Dairy Project. The
partnership agreement was signed on 5 June 2012 by Mr Gautam on behalf of Estina and Mr
Thabethe signed on behalf of the depariment on 7 June 2012. The partnership agreement set
out various provisions regulating the department and Estina’s relationship in respect of the
Vrede Dairy Project. This contract was not mentioned to ENS by Mr Thabethe or Ms Dlamini
during our interviews with them. it was also not provided to ENS or NT when documents

related to the project were initiaily requested.
In our interview with Mr Thabethe he indicated thal after his trip to India he presented his

findings to the Provincial Exco so that the Provincial Exco could approve the preject before he
entered into an agreament with Estina. The Provincial Exco comprises of the Premier and

various provincial members of the Execufive Council (MECs). The presentation and cabinét”

led by Mr Thabethe are nof daied of signed but Mr Thabethe indicated
that_he prepared and delivered the documents around 12 June 2013. The cabinet
memorandum and presentation are attached as Exhibits 2 and 9 respectively.

memorandum compiled by Mr Thab

In his presentation and cabinet memorandum to Provincial Exco, Mr Thabethe provided a brief
synopsis of Paras’ background. The cabinet memorandum states that, “The Department of
Agriculture and Rural Development, in fine with the vision of the ‘Mohoma Mobung' initiative,
has identified the implementation of a Dairy Project in Vrede as its flagship project. To this end
DoA had recently commissioned a detailed study which validales the implementation of such a
project. The DoA subsequently commissioned a high-level team to visit India, the iargest mifk
producer in the world, to explore the possibilities of atiracting investments in this area. The
department met with PARAS Dairy, the largest private mifk producer in India and have agreed
in principle to work with thern on this prestigious project.”

Under the section “Financial Model", the cabinet memorandum siates that, “The total cost of
the Project is estimated at R570 miltion. The initial investment for the establishment of the
Dairy will be through Government funding of R114 million per year and the investment for the
establishment of the Processing pfant will be funded by Estina/Paras”. Further on in the
document, it states that the department would be required to invest R114 millicn per annum
for 3 years totalling an investiment by the department of R342 milion and that as the

RJ-229



National Treasury

16

Report on the investigation into the Vrede Project

2224

2.2.25

2.2.26

2.2.27

2.2.28

2.2.29

department had R30 million available in the current financial year, the 2012/2013 financial
year, it would require additional funding from Treasury of R84 million.

Mr Thabethe's Cabinet memorandum then requested that Provincial Exco:

“a) Considers and approves the implementation of the proposed Integrated Vrede Dairy agri-
business Project

b) Supports the sourcing of additional funding of R84 million for this current FY from the
province.”

Provincial Exco approved Mr Thabethe's request on 13 June 2012, the approval is attached as
Exhibit 9.

Mr Thabethe indicated that after obtaining Pravincial Exco approval, he stanted to engage with
Paras regarding the signing of an agreemant.

ENS was alerted to the existence of the first agreement, potentially Exhibit 8, between Estina
and the department by Ms Anna Fourle {Ms Fourle) the Provincial Accountant General. On 15
June 2012, the MEC for Agriculture contacted the MEC for Finance to request that an urgent
payment of R30 million be made to Estina and that Provincial Treasury expedite the payment
on the same day. Ms Fourie was called in to assist with the payment. She stated that she was
provided with the initial contract between the department and Estina as well as a payment
request from the department. Ms Fourie was not able to effect the payment of R30 million on
15 June 2012 because Provincial Treasury did not have the required amaount available,
Further, Ms Fourie had concerns about the initial contract signed with Estina and in addition
she noted that no procurement process had been followed in procuring Estina’s services.
Provincial Treasury did not effect the payment to Estina on 15 June 2012. Ms Foune
highlighted her concerns with the contract and the lack of procurement process o the FSDA;
she further referred the contract and her concerns ta the Adv. Ditira, a DDG: Legal Services in

the Office of the State Attorney.

Adv. Ditira responded to Ms Fourie in a letter dated 19 June 2012, see Exhibit 10. In the letter
Adv. Ditira states, *We refer to our consuliation with you on 18 June 2012 with regard to the
abovementioned agreement. You requested us to peruse and advise on the contract which
the Department of Agriculture has entered into with Estina. It appears that the procurement
process was not followed, The contract may be invalid due fo a number of reasons. We

suggest that you propose to the Treasury Committee that the agreement and the procurement

documents be sent to us for review.” Ms Fourie was not abie {o provide ENS with a copy of the
initial agreement signed between the FDSA and Estina but it is probable that Exhibit 8; is a
copy of that initial agreement. Ms Fourie indicated that Adv. Ditira and the State Attorney’s
Office became involved in the process thereafter and they advised the FSDA. She is aware
that the State Attorney’s Office advised the FSDA on the second agreement concluded with

Estina as well as on the procurement process that was flawed. Ms Fourie was however not

aware of the extent of the consuitations between the State Attorney's Office and the FSDA.

The second agreement between the FSDA and Estina was signed on 5 July 2013. ENS noted
that the second agreement concluded betweern the FSDA and Estina was more
comprehensive in terms of regulating the fegal relationship between the department and
Estina but the contract contains very little with regard to project specifications and
defiverables. The contract does not provide details on what precisely Estina will deliver in
return for R342 million. Mr Thabethe was questicned about the lack of clarity in the agreement
and the fact that it is not clear regarding the project deliverables. Mr Thabethe’s response was

that he signed the agreement in its current state on the advice of the State Attorney's Office.
The agreement is attached as Exhibit 11.
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2.2.30 ENS approached the State Attorney’s office to understand the nature of the advice given to
the department; Adv. Ditira stated that she would only meet with ENS to discuss the project
and their advice to the FSDA, if Mr Thabethe waived his right to legal privilege. ENS requested
Mr Thabethe to waive privilege in this instance and allow us to interview Adv. Ditira but he
refused ENS access to the State Attorney, indicating that he did not have the authority to
waive privilege. When it was explained lo Mr Thabethe that he did have the authority to waive
privilege, he still would not allow ENS access to the State Aftorney. We were therefore unable
to establish the nature and extent of the advice the FSDA received from Ehe_gtate Attorney.

2.2.31 Interms of the secand agreement the department's annual contribution to this project is R114
million per annum for three years. The contract was initially intended to run over the financial

years 2012/2013; 2013/2014 and 2014/2015.

2.2.32 Mr Thabethe indicated that he did not sign a contract with Paras, the company with the actual
expertise, but rather signed it with Estina because Estina is a company registered in South
Africa, unlike Paras, which is a company registered in India. Mr Thabethe believed it important
to have a South African company as a counterpart for this project because if there was a
problem he would have legal recourse to a South African entity. When questioned about
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Estina’s financial status, it was clear that Mr Thabethe had no idea if Estina was acompany of

means or if the company had only recently bean incorparated.

No procurement process was followed in procuring the services of Estina

2.2.33 Mr Thabethe confirmed that no procurement process was followed in appointing Estina. Mr
Thabethe approved an, “APPROVAL TO ACCEPT THE PROPOSAL FOR THE
ESTABLISHMENT OF INTEGRATED DAIRY IN VREDE FROM ESTINA" an & July 2012, see
Exhibit 12. This is the same date on which the second agreement with Estina was signed.
Exhibit 12 is in effect an authorisation to deviate from the normal supply chain management

process.

2.2.34 We interviewed the following witnesses who confirmed that no formal procurement process
was followed in appointing Estina:

«  Mrs Mngomezulu, the FSDA's head of procurement, according to her Estina was
appointed by the executive of the FSDA

*  MrGama, the FSDA's BEC chairperson, indicated no procurement process was follgwed
an thal ffie appointment of Estina was dealt with by Mr Thabethe

*  Ms Dlamini, the department’s CFO and BAC chairperson, alsc confirmed that no
procurement process was followed. T e

2.2.35 Mr Thabethe stated that it was not necessary to fellow a procurement process in this matter
since no other local milk producer had indicated any interest in this project. He stated that
various role-players in the milk industry, including various private companies had been
approached with the Mohoma Mobung Strategy but they had indicated no interest in the dairy
project. These private milk producers were invited to public meetings in which the department
discussed its plans and interest parties could indicate if they were interested in becoming
involved in these projects. Mr Thabethe said he conducted these presentations in the latter
part af 2011; and if private milk producers in South Africa were interested in the dairy project
they would have indicated their interest, He stated it was not necessary to use _a public
procurement process like a_ tender because no Lompanies in South Africa expressed an

interest during his road show. e
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2.2.37

2.2.38

2.2.39

2.2.40

2.2.41

ENS reviewed Mr Thabethe’s Mohoma Mobgng Strategy presentation, it contains little mention

of a dairy project &nd cérainly na mention of a project of the size of the one éngaged in with'

Estina. ENS explained that the purpose of a public tender was to advertise tha departmenf’s

intention to engage in this type of project, including the size of the project and to aflow ali
possible parlicipants an equal opportunity to compete for this project. Mr Thabethe was
adamant that a tender process was not required because he had canvassed relevant locai

sefvice previders. We further noted that the presentation was dated June 2012, see Exhibit
13. Mr Thabethe was only appointed as the HOD for FSDA in March 2012; it is therefore
unlikely that he presented the Mohoma Mobung Strategy to other private companies in the
latter part of 2011. Mr Thabethe was also not able to provide us with details on exactly when
and which private milk producers were approached.

Mr Thabethe stated that it was not necessary to follow a procurement process because Estina
was not a service provider. Estina was a partner that had agreed to invest in a praoject with the
department. Further, Mr Thabethe indicated that the project was not a public private
partnership (PPP) and should nol be dealt with as a PPP because he had read the

RJ-232

requirements for a PPP and this project did not fall within the scope of a PPP. He was further

of the opinion that PPP’s do not work and he has not used the process in the department.

Mr Thabethe agreed that Paras/Estina was not a single source service provider nor was it a
situation of an emergency procurement. He further did not deal with the project on the basis
that it was an unsolicited hid because he indicated that the depariment had approached
Estina/Paras and not the other way around. Further, Mr Thabethe indicated that the supply
chain management process was not relevant because the department was not procuring a
service on its behalf, it was partnering with a company that would benefit the community (as
opposed to the department) and hence a procurement process was not required.

Mr Thabethe further justified his actions by stating that he has the authority to deviate from the
supply chain management process and he signed Exhibit 12, even though the supply chain
management process was not relevant. He inferred that even though the supply chain
management process was not relevant, he signed the document so that he would be acting
regularly if it was later found that the supply chain management process was relevant.

When it was pointed out to Mr Thabethe that he could only use his discretion in a reasonable
manner when it was justified, he reverted to his previous justifications of the supply chain
management process not being relevant.

When it was put to Mr Thabethe that the authority to deviate stated no reason justifying the
deviation, he stated that it was not necessary to substantiate the deviation because the suppiy
chain management process was not relevant. Nevertheless, Mr Thabethe was of the opinion
that the folfowing statements in the authority to deviate justified his deviating from the supply

chain management process:

"The department has introduced “MOHOMA MOBUNG STRATEGY" as a provincial approach
when implementing agricuitural initiatives and “Zero Hunger” strategy. Therefore, the identified
and prioritised projects have been carefully analysed and selected to coniribute to the
Mohoma Mobung Strategy. In line with the value adding approach, the depariment has
identified Thabo Mofutsanyane as a dairy hub. Vrede Integrated Dairy project was identified
and accepted as multi-year mega project that will contribute to income generation, decent job
creation and the creation of on and off farm agri-business, value chain enterprises. The
department in consuftation with ESTINA/PARAS have identified 4400 hectares of Municipal
land in Vrede as the general location where the project can be suitably established. The
Municipality have agreed to avail the land for the implementation of the project. The PARAS is
the largest private milk producer in India and have the technical know-how and has agreed to
work with the department. PARAS's involvement in milk industry will improve mitk productivity
locally, provincially, nationally and internationally. The PARAS are already experienced and
knowledgeable on International Marketing. ....which will serve as an added advantage for the
AWISLIgadlE O Jole
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2244

2.2.45

2.2.46

project. The PARAS are internationally recognised and would like to maintain that recognition.
it is against this background the department is seeking to deviate against the Normal SCM
processes and procedures and enter info a Memorandum of Agreement with ESTINA/PARAS
to implement and manage the operations of the project during its life cycle. The shareholding
company will be structured according the AGRIBEE norms as stipulated by the Government of
the Republic of South Africa. The lotal cost of the project is estimated at between R400 to
R570 million (inclusive of val). The inflial investment for the establishment of the dalry will be
through government funding. The investment for the establishment of the processing plant will
be funded by ESTINA/PARAS. Government is committing financially on the operations of the
dairy over a period of three years.”

Mr Thabethe further indicated that he could not understand NT's interest in this project
because NT had approved various projects that had been concluded on a similar basis with
other companies. He further mentioned that the Auditor General had_reviewed the process
followed in this pro;ect and had had no concems related to the project or the procurement

process f_owed He repealedly drew comparisons between the Vrede prOJECt and various

other projects where no procurement process was followed. The projects he mentioned were
the VKB, Hoopstad and Gariep projects. Mr Thabethe did not ot provide any substantiation for
his averments that NT or the Auditor General had previously approved these projects.

FSDA&RD signed a 99-year rent-free lease agreement with Estina in respect of
the Vrede project land

On 12 September 2012, the Premier of the Free State Province signed a “Delegation of
Authority” {BOA) in favour of Mr MJ Zwane, the MEC for Free State Department of Agriculture.
The DOA is in terms of the Free State Land Administration Act: Phumelela Land Rental
Agreements. The delegation, attached as Exhibit 14, states that,

“Following advice from the State Law Advisors, you are hereby assigned the authority, in
terms of Section 5 of the Free State Land Administration Act, 1998, to consider and sign the
proposed Agresment between the Department of Agriculture and the Phumelela Municipality
relating to the assignment of the Municipality's rights and obligations in terms of various rental
agreements refating to communal land, to the Department of Agriculture. .... The decision
should be laken in consultation with the MEC for Public Works, dufy delegated by the

Executive Council.”

On 12 September 2012, Mr Zwane the MEC for Free State Department of Agriculture signed a

DOA in favour of Mr Thabethe The DOA is in terms of the Free State Land Administration Act:
Phumelela Land Rental ‘Agreements. The delegation, attached as Exhibit 14, states,

“‘Kindly be advised that you are hereby assigned the authorily, in terms of Section 5 of the
Free State Land Administration Act, 1998, to consider and sign the proposed Agreement
between the Department of Agriculture and the Phumelela Municipality relating o the
assignment of the Municipality's rights and obligations in terms of various rental agreements
relating to communal land, o the Depariment of Agriculiure. ... This decision should be laken
in consulftation with the MEC for Public Works, duly delegated by the Executive Council.”

These delegations effectively authorised Mr Thabethe to deal with the land for the Vrede Dairy
project as he deemed appropriate.

At the end of our first interview with Mr Thabethe, ENS requested copies of all lease
agreements related to the land on which the project was to be established. Mr Thabethe was
asked clearly various times whether or not a 99-year rent-fres lease was signed with Estina.
He was clear _that such a lease had not been s:gned and that the land would be Ieased and
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with Mr Thabethe, another department ofﬁ(_:ial provided us with a copy of the 99-year rent-free

_lease concluded between Estina and the department, see Exhibit 15. ™" " .

2.2.47 At our second interview with Mr Thabethe, he provided us with copies of various leases

2248

2.2.49

2.2.50

2251

2.2.52

2.2.53

concluded in respect of the Jand but did not provide us with a copy of the Estina lease. ENS
then confronted Mr Thabéthe with the Estina lease and questioned why he had denied its
existence. Mr Thabethe responded that the lease had been given to the project and that there
was no inconsistency between his comments in the twe interviews. Mr Thabethe refused to

acknowledge that he had denied the existence of the Estina lease and had effectively misled

the investigation team in the first interview. The transcripts of the two interviews clearly

—

indicate that Mr Thabethe denied the existence of the Estina lease repeatedly during the first..

interview.,

In effect no project exists, the Agri-BEE entity named Mohema Mobung Diary (sic) Project Pty
Ltd was only incorporated on 11 October 2013, see Exhibit 186,

The lease agreement is signed but it is not dated. The lease agreement is however concluded
between the FSDA&RD and Estina, Mr Thabethe represented the FSDAGRD.

Consultations with the Free State Auditor General's Office

The Free State Office of the Auditor General (FSAG), as part of its regularity audit for the
2012/2013 financial year, reviewed the Vrede Project and payments made to the service
provider; a copy of the report is attached as Exhibit 17.

We interviewad two officials from the FSAG:

*  MrWeidemann, a manager involved in the audit of the FSDA
*  MrZwane, a senior manager in charge of the audit of the FSDA.

it was clear from our interviews with the FSAG that the deviation from the procurement
process by the FSDA in respect of the Vrede project was not considered in any detail. The
FSAG accepted the authority to deviate from the prescribed supply chain management
pracess document that was presented to them by the department without question, see
Exhibit 520. The FSAG did not interrogate the department’s actions to determine if they were

reasonable or justifiable.

The FSAG focussed on whether the department correctly effected the transfer payments
made in respect of the Vrede Project and other projects that were concluded in a similar
manner. The FSAG indicated that approximately nine other projects are dealt with in a similar
manner by the FSDA&RD. The FSAG indicated that there were weakness in the level of
oversight the FSDA&ZRD exercised over its projects. The FSAG made the following comments
in its “Report of the Auditor Genersl on the financial statements and other legal and regulatory
requirements of Viote 11 — Department of Agriculture and Rural Development for the year

ended 31 March 2013” under the section “Transfer of funds” )

“35. The accounting officer did not maintain appropriate measures to ensure that transfers
and subsidies to entities were applied for their intended kburposes, as required by TRB.4.1

36. The department did not evaluate its performance in respect of programmes funded by the
allocation, as required by section 11(6)(a) of the DoRA.”
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231

2.4

2.4.1

2.4.2

243

244

We were unable to interview Estina’s only director

After our first interview with Mr Thabethe we approached Estina's director, Mr Kamal Vasram,
to discuss the project with him. Mr Vasram is Estina’s only director. Mr Vasram would not
agree to an interview with ENS and stated that Estina was bound to confidentiality in terms of
the agreement signed with the depariment. At our second interview with Mr Thabethe we
requested him to wa‘iﬁ'c_onﬁdentiality and facilitate a meeting between ENS and Mr Vasram.
Mr Thabethe refused o assist ENS and stated that we should conduct our own investigation
without his assistance. Thereafter ENS again requested an interview with Mr Vasram but he
refused lo attend an interview. As a result we were not able to interview Mr Vasram/Estina in
this investigation to obtain its perspectives and explanations regarding the project,

Correspendence between ENS and Mr Vasram is attached as Exhibit 18,

Conclusions

Throughout this investigation, it was clear to ENS from the interviews we conducted that
Mr Thabethe has played a pivotal role in the Vrede Project. He identified the service provider
Paras and visitad India within a month of being appointed as HOD of the FSDA. He later

agreement with Estina on 7 June 2012, before Provincial Exco had approved

signed the first a € Fravincial E
the project. -

It appears that the authority to deviate from the prescribed procurement process document
was signed after the department obtained advice from the State Attorney's Office, prior to that

there was no attempt to engage in any supply chain management process. It further appears

that Mr Thabethe signed a second agreement with Estina after obtaining input from the State
Attorney’s Office.

Mr Thabethe has been involved in every stage of the identification and appointment of
Estina/Paras. As the accounting officer for the department, he ultimately bears the
responsibility of ensuring that the department has a procurement system that is fair, equitable,
transparent, competitive and cost-effective as set out in section 38(1)(a)iii} of the Public
Finance Management Act, Act 1 of 1999 (the PFMA). He is further responsible for ensuring
that his department procures in line with its supply chain managernent policy as well as the
PFMA, the PFMA Regulations as well as section 217 of the Constitution. Mr Thabethe did not
foliow the requirements of the PFMA, its Regulations or the Constitution. He did not engage in

any meaningful supply chain management process JE engaging the services of Estina/Para_s.
Mr Thabethe was consistent and adamant thal he belleved Tt was not necessary to follow a

supply chain management process in this project. Mr Thabethe's reasoning was however not
convincing on closer questioning.

fn our mandate letter, ENS was requesied to establish if the Vrede project was an approved
PPP arrangement or a sole provider arrangement; we were furiher required to verify what
supply chain management process was followed in appointing the service provider,
Estina/Paras. The investigalion has - revealed that the Vrede project is neither a PPP nor a sole
provider arrangement. Mr Thabethe was clear in his interviews that he did not follow ary
supply chain managernent process. He signed an autharisation to deviate from the prescribed
procurement process because, in his opinion, he is authorised to deviate from the
procurement process when he deems it appropriate. He signed the authority to deviate without
believing it was necessary or relevant or required in this instance. Mr Thabethe was also not
clear on the grounds that justified him deviating from the prescribed process, in s @pmion it

was sufficient That he had decided that a deviation from the prescribed process was
appropriate,
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3.15

31.7

The budget allocated to the Vrede Project

The department will use part of its equitable share and the CASP grant to
fund the project

According to the agreement between FSDA&RD and Estina, the department is required to pay
R114 million in respect of the project annually for 3 years. These contributions were due to
start in the 2012/2013 financial year and end In the 2014/2015 financial year,

The department only obtained R30 million for the Vrede Project in the 2012/2013 adjustment
budget, see Exhibit 19. There was therefore a shortfall in its contribution towards the project
in the first year. Itis not clear if this means that the department will continue to make payments
beyond the 2014/2015 financial year. From our interviews with Ms Dlamini, the FSDA&RD's
CFO., it appears that the depariment will continue to make payments uritil its contribution of
R342 million has been invested in the project.

At the stage that Mr Thabethe signed the first agreement with Estina on 7 June 2012 there
was no budgetary allocation for this project:The FSOA was allocated R30 million for the
project as part of the 2012/2013 adjustment budget. This was confirmed during our interview
with Mr Itumeleng Moses, the FSPT’s Senior Executive Manager for Sustainable Resource
Management; he is responsible for the provincial budget.

Mr Moses stated that the FSDA and FSPT had to make a concerted effort to obtain funds for
this project in the 2012/2013 financial year as well as for subsequent years because there was
no existing budget for the project at the peint at which Mr Thabethe signed the agreement with

Estina/Paras.

In the 2013/2014 financial year the department budgeted for the Vrede project as follows:

*  R53.95 millian was to be obtained from the CASP grant

«  R60 million was to be obtained from the department's equitable share (MTEF allocation),
see Exhibit 20.

Ms Diamini indicated that the departrment will continue to fund the project on this basis in

subsequent years; part of its contribution being sourced from the CASP grant and the

remainder being obtained from the department's equitable share.

In lerms of section 38(2) of the PFMA, Mr Thabethe should not have committed the
department to a liability for which funds had not been appropriated. When questicned on why
he had approved a project without having the necessary funds available prior to

implementation, Mr Thabethe stated that he had made sure that he included provision 15.3 in_

the contract with Estina, which would allow hi 1o extricate the department frori thé project, if

the funds for the project were not obtained. Further, Mr Thabethe indicated that there was
nothing wreng in signing the agreement with Estina/Paras without having the necessary funds
available. He indicated that it was a normal process to sign an agreement with a service

provider and then to later makes plans to finance the agreement.

As a result of NT’s intervention and the National Department of Agriculture, Forestry and
Fisheries’ (DAFF) review of this project, DAFF has refused to release further funds 1o the
FSDA&RD for the Vrede project. If the DAFF continues to be dissatisfied with the Vrede
project and it is unwilling to fund the project in future, it is nct clear how the department will
meet its obligations in respect of this project.

RJ-236

©



National Treasury

23

Repert on the investigation into the Vrede Project

3.2

3.2.1

322

323

3.24

3.25
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3.3

3.3.1

3.3.2

The department has no oversight over the finances of the project; it is
not clear if Estina has made any contribution towards the project

During our interview with Ms Dlamini we questioned her on the level of oversight the
depariment has over the finances of the project. The depariment makes payments directly to
Estina's bank account and Estina then applies the funds in the project as it deems appropriate.

According to Ms Dlamini neither she nor the dépariment have access to Estina’s bank eccount

or financial systems so the department has no reat transparency on how its funds are being
utilised. The AgriBEE entity is not operating as yet and does not have its own financial
systems, so Estina is respansible for the financial management of the project.

Payments are made to Estina based on progress reports that are submitled to the department.
In the progress report Estina indicates the funds it will require during the next period and these
funds are then depasited into its bank account by the department._ Payments are not based on
deliverables delivered, nor are there bills of quantities or milestone evaluations substantiating’

further payments.

Ms Diamini provided us with a copy of Estina’s cash flow report and projections for the period
August 2012 to September 2013 see Exhibit 21. In this document Estina sets out the funds it
will require and how the funds will be applied but the document does not set out what has
been delivered to date nor does it account for how funds, already invested, were utilised.

We were also provided with various monthly financial progress reports, the most recent report
is dated 28 February 2013, and it is attached as Exhibit 22. In this report, Estina notes that
the depariment is severely behind on its contributions towards the project. Estina further notes
that as a result of the shortfall of funds it has contributed R7.9 million towards the project.

Tﬁ'e_rg is no way for the department to verify if Estina actually made this contribution fowards
the project. T T T

The agreement signed between the department and Estina is not ¢clear on when Estina is
required to make its contribution in this projecl. According to Mr Thabethe the R342 million
invested by the department will be used to establish the entire project, al except the
processing plant; apparently Estina’s funds will be used to establish the processing plant.

In conclusion, it is clear that the FSAG was correct in indicating that Mr Thabethe does not
rmaintain appropriate measures to ensure that funds transferred to entities are applied for their
intended purposes. With the department’s lack of oversight over the finances of the project, we
are not able to ascertain whether or not Estina has made any financial contribution towards
this project. According to Exhibit 22, _Estina has invested funds in the project but there is no
objective way of ascertaining if this investment actually occurred. We are further not able to

comment on how funds invested by the department were spent.

Payments to date on the Vrede Project

Initial information obtained by SAS regarding payments on this project indicated that the
FSDA&RD has made a total of R198 million in payments to the service provider.

ENS has established that a total of R114 million has been paid to the service provider. The
payments made by Provincial Treasury to FSDA&RD in respect of this project are as follows:

«  On 12 June 2012 a payment of R30 milkion

*  On 16 April 2013 a payment of R84 million was refused by Provincial Treasury, Provincial
Treasury agreed o break the R84 million payment inte three smaller payments:

o On 1B April 2013, a payment of R 34.95 millicn
o On 23 April 2013, a payment of R 30 million
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o On 3C Aprif 2013, a payment of R 19.05 million,

Mr Tshepo Mabiic (Mr Mabilo), the FSPT Acting Senior Executive Manager: Asset and
Liability Management, explained the difference between the payments SAS identified and
those actually made by Provincial Treasury as follows,

“We declined the request from Agriculture for a R84 miltion {one payment) and agreed that
The R84 million would be divided in three pa yments (which was implemented). My view is that
Agric Dept captured the R84 miflion before gefting approval and after they realised that the
payment will be done in three payments, they did not go back to do a journal to correct it on
BAS. This view is supported by the fact that we never ..... received a BCT from Agricufiure

Dept for Estina amounting lo R84 million”, see Exhibit 23.

We obtained supporting BCT payment approvals from Mr Mabilo in respect of all of the
payments made to the FSDA&RD in respect of this project, they are attached as follows:

*  On12June 2012, a payment in the amount of R30 million was approved; the BCT
payment approval is attached as Exhibit 24

+  On 16 Apn! 2013, a payment of R84 million was refused by Pravincial Treasury,
Provincial Treasury agreed to break the R84 million payment into three smaller
payments, there is no BCT document for this payment

*  On 18 April 2013, a payment in the amount of R 34,95 miltion was approved, the BCT
payment approval is attached as Exhibit 24

& On23 April 2013, a payment of R 30 million was approved; the BCT payment approval is
attached as Exhibit 24

*  On 30 April 2013, a payment of R 18,05 million was approved. the BCT payment
approval is attached as Exhibit 24.

It conclusion it therefore appears that to date the depariment has_ igvesled_ R114 million in the
Vrede project,
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4.1

4.1.1

41.4

Beneficiaries for this project were only identified late in 2013
after this issue was queried by DAFF

Project beneficiaries

Na beneficiaries were identified for this project until the issue was raised by DAFF after its visit
to the Vrede Dairy project site in August 2013. As a result of its visit to the project, Ms Elder
Mtshiza (Ms Mtshiza), the DAFF CASP grant co-ordinator made a recommendation to the
DAFF Director General that the CASP grant be withheld from the project. The salient part of
Ms Mtshiza's report reads as foliows,

‘4. Recommendations

I3 The province must conduct a proper feasibility study;

i, The province must develop a business plan for the project;

i The province must conduct a biological impact study;

iv. The province must get approval for water rights for the project;

v. The province must outline clearly wha the 100 smaflholder farmers are and mobilize

and siructure them accordingly

vi. The R53 miffion allocated from CASP in 2013/2014 be withdrawn from the project and
be directed to incomplete projects in the province and to smaliholder famers. ”

Mr Thabethe indicaled that the beneficiaries for this project were identified following
consultations heid with the public. The beneficiaries are “farmers” or ‘persons who indicated

an interest in farming” from the areas of Memel, Warden and Vrede, the three towns making

Up The Thabo Méfutsanyana District Municipality. Mr Thabethe was not able To specify i any
Criteria were Used to identify the beneficiaries of the project. it appears that members of the

community were called togelher in Vrede and Warden with a loud-speaker; the project was
explained to them and they were signed up as beneficiaries if they were interested in
participating in the pmject.‘5

When ENS questioned Mr Thabethe about why beneficiaries were only identified after the
project had been initiated, he stated that the identification of beneficiaries was an on-going
process. Ms Mishiza was however clear that the FSDA&RD only started to scramble 1o find

beneficiaries for this project when DAFF indicated that it would be —wilhdrainTn{j its approval for

m@gam wouild not dishurse CASP funds inﬁﬁéﬁﬁ??ﬁ?ﬁé&f“

The department provided ENS with a copy of the fist of project beneficiaries, see Exhibit 25.
To date only 80 potential beneficiaries have been identified, instead of the projected 100
beneficiaries. We discussed the beneficiaries with Ms Meyer and she indicated that no criteria
were used to identify the beneficiaries. She has drafted criteria 1o assess the suitability of the
potential beneficiaries and has indicated that the list of beneficiaries provided to ENS will not
be the final list. Her beneficiary assessment criteria document is attached as Exhibit 26. in the
document she inter alia sets out the following criteria for exciuding beneficiaries:

*  The beneficiaries should not be government officials
*  They shouid not have criminal records
+  There should be no double-dipping

% These was confirmed by Ms A Mevyer the FSDA&RD project co-ordinator
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»  The beneficiaries shouid be of a suitable age fo farm
*  They should be South African citizens that reside in the Vrede, Memel or Warden areas.

Using these criteria ENS completed a preliminary assessment of the potential beneficiaries
and a number of the beneficiaries did not comply with the evaluation criteria.

4.1.5 As previously mentioned the AgriBEE entity was only incorporated on 11 Qctober 2013, the
only director registered in the entity is Mr Vasram from Estina. None of the current

beneficiaries are listed as directors of the AgriBEE'Etﬁi?f“ﬁ"@w_alﬁo not clear if these
beneficiaries will become directors of the entity. ™~~~
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5.1.2

5.1.4

51.5

Mr Maree of Agri SA

It is likely that the State will not receive value for money if this
project continues in its current state

AGRI.SA report on Vrede Project

ENS requested that a senior economist of Agri SA assess the Vrede Dairy project documents
to determine if the state would receive value for money in respect of this project.

was provided with the following documents in respect of the project:

*+  Project Proposal

+»  Business Plan

*  Feasibility Study

Mr Maree was requested to review the documents to determine:

+  the reasonablenass of the costs guoted in the documents

¢ whether there was/would be any benefit for government in the project - thus value for

maoney spent/invested
*  any other concerns regarding the feasibility or sustainability of the project.

Mr Maree's full report is attached as Exhibit 27.

Mr Maree conclusions and recommendations are set out below:

Conclusions and concerns:

"Specific concerns related to the documents reviewed have been set out in the body of this
report and are not repeated here. Befow, | have set out further concerns and comments
arising from the review:

Al three documents lacked the information required {o carry out a proper analysis of the
project; for example, information on the dstailed costing for equipment. - e

e

This feasibility study is more an academic study than a feasibility study and therefore contains
a significant amount of jargon. In particular, however, the following concerns are raised:

- The study does not indicate, with respect to the buildings, whether local weather and
climatic conditions were taken into consideration

- The purchasing of cows informaiion is very academic, but makes no mention of the

following: ™~
o What type of cows will be sourced

o Where the cows will be sourced

o When the cows will be bought efc. o

- A further concern arising fram this is the availabilily of cows, since cows and pregnant
fheifers are scarce; furthermere, current established producers buy the cows when they
became available. It is also net generally recommended to buy cows from all over the
place, since the experience of dairy producers is that moving cows, for example, from one
production area to another can result in significantly declining milk praduction, with the
farmer potentially ending by culling the cow, thus turning a R15 060 milk cow into a RS

000 cull cow.
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cosf.

Equipment and tractors seems to be double counted for, e.g. there is provision made for &

82kW fractors, although it is not mentioned again. Furthermore the price of the individuai
pieces of equipment is lacking.

In terms of irrigation water, there is an overabundance of academic jargon although the
major concern is the availabiilty of waler and the licensing of the water rights.

In terms of silage, using a contractor to make the sllage would be recommendad over
producing it, since the production cost and the capital outlay would be fower.

In terms of animal nutrition, the feeding requirements for the different cafegories of animal
also differ. The services of an animal nutritionist shoufd therefore be sourced to compiie a

proper feeding requirement,

One crucial point which is also not noted in the feasibility study is possible contingency
plans with regards to electricity cost and supply. The cost of electricity for g dairy is
substantial, and more so for a processing plant. But the reliability of supply is even more
crucial. Milking has to take place at more or less the same time every day and milk has to
be kept cooled at all times, the same with manufactured dairy products. It is assumed that
an Eskom electricity supply point is available for the dairy project; however provision
should be made for_alternative options in the case of interrupted electricity supply.
Contingency plans in the form of generators, which are expensive, or the use of
alternative and renewabie energy may be an oplion to explore.

In terms of the processing plant, the following additional comments should be noted:

o If the processing plant relies solely on its own production, it is not worth the capital
outlay projected in the costing, Even if the production is as assumed in the project,

namely 22 500 litres per day, a balch pasteurizer can be ins{gl[efg jgr_ggp{gﬁmare?y

R450 000, which is substantially less thaiT the RE0 Fillioh envisaged.

I} [ﬁg _Ssame applies to the other dairy equipment — the_,g{gjgct_eq p_qgtjfj_g_ .is _far too high
for the quantity of milk to be processed. T

In terms of the UHT milk plant budgeted for in the profect proposal, this plant will not be
viable for the production of the dairy project alone (less than 30 000 lires per day).
Rosearch indicates thal a plant able to process 120 000 iiday would require an investment
of approximately R65 million in equipment and R50 7 million in bulldings and stores, totalling
RIS million. For a further R20 million investment, an additional fine could be installed,
doubling the production capacity fo 240 000 Vday. Thase Tigures demonstrate 1har tFe

R149 milion budgeted in the project for the envisaged UHT plant is substantially above

Given the current trends and realities in the South African dairy sector, the most
appropriate investment in the dairy industry would be in the coastal areas where the
conditions for production are more favourable. An investment of this magnitude in the Free
State province is considered too tisky and not sustainable. o i

Recommendations

With the above concerns and cornments in mind, the following recommendations are made:

A detailed cost analysis of project shouid be done, which would require more detailed
information fo be provided.

The unnecessary academic jargon should be removed from the feasibility study, which

should then be reworked to conform to the principles of a feasibility study. To elaborate
more, one should note that a feasibility study should also include the folfowing (not an
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exhaustive list), which was found lacking or not weli defined in the case for the Vrede
Dairy Project.

o An analysis of the market, for both the primary production and the manufacturing level
o More clarity on the business mode! and comparisons with other possible models

o For the processing unit, a marketing and sales strategqy where absent

o Little mention is made of the management and personnel requirements and structure
< Environmental issues where not addressed

o Critical risk factors were absent and should be included in a feasibility study

o In terms of the financial performance the feasibility study included an income
statement. However the following financial documents, with projections and
assumptions, should aiso have been included: balance sheet, cash flow Statermnent,

and a break-even analysis
o A lime-schedule for the project shauld form part of feasibility study.

- The profit and loss or income statement should be more detailed, with the primary dairy
production and the processing unil being separated, in order to make more meaningful
comments on the income statement in terms of industry benchmarking.

- In terms of risk associated with this type of project, it is recommended to determine a
feasible exit strategy as well. Will there be a reasonable chance lo recover the money
investmen! should the project not come to fruition? The market risk for the manufactured
products should have afso been discussed in the feasibility study.

- In conclusion, it is nol recommended o continue with project in its current state since
government will not receive value for money. The costs are not reasonable or markef

related.”

5.1.6  Mr Marea is of the opinion that the Vrede Dairy project is fisky. Further, the costs associated

“with the project arg very high and hg believes there isa goad probablhly that the étate will not

'recewe value for money on the project in its current state.
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6.1

6.1.1

6.1.2

The current state of the project

ENS visited the Vrede Project site

In October 2013, ENS visited the Vrede Dairy project site accompanied by Mr Thabethe. At
the site it was clear that various buildings were in the process of being erected. We were also
shown the approximately 350 cows that were already purchased for the project. We met two
Estina officials charged with the day-lo-day management of the project.

it was clear to us that the Estina officials had a good idea of how the project would unfold and

they also possessed project pians, whic '€ ot In tfie posséssion of the department. We

requested copies of the project plans but these were not furnished 10 us. We obtained various
photographs of the progress to date; they are set out below.

Approximately 351 cows have been purchased for the project so far. One cow is in-milk, 116
cows are pregnant, there are an additionat 208 aduit cows and 26 juveniles.
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614

The construction of the milking parlours, pictured above, was underway when we visited the
Vrede project site on 11 October 2013. According to Mr Prasad the milking parlour would be
completed at the end of November 2013,

31
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6.1.8 The first cow shed was at an advanced stage of construction when ENS visited the Vrede
Dairy Project site in Qctober.

6.1.6 The second cow shed is also at an advanced stage of construction, a total of four sheds will
be constructed in total. The silage store was also complete when we visited the project site.
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6.1.7 ENS cannot comment on the current financial status of the project. To date, the department
has paid R114 millien to Estina in terms of the agreement. This contribution hawever only
covers the funds that were due by the department during the 2012/2013 financial year. The
departmeant has nct paid any of the funds due in the 2013/2014 financial year, DAFF also
informed ENS that it withheld its CASP contribution towards the Vrede Praject for the
2013/2014 financial year. It is therefore likely that the project is experiencing cash flow

difficulties.

RJ-247
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7 Recommendations

7.1.1  ENS recommends that discapllnary action be taken against Mr Thabethe for his part in
concluding this agreement with Estina/Paras. Mr Thabeifie did not adhere to the requirements
&f fhe PFMA and no supply chain management process was foliowed prior to entering inte the
agreement with Estina. Further, Mr Thabethe committed the department financially without
ensuring that the department had the funds available to fund this project. The effect of this is
that the depariment is currently struggling o meet its financial commitments in respect of this

project.

7.1.2 _ENS recommends that disciplinary action be taken against Ms Dlamini the CFO of the

FSCA&RD. As the head of the department's finance division, Ms Dlamini should have ensured
“that she did not disburse funds to Estina without ensuring that the proper financial oversight
controls were in place.

7.1.3  ENS recemmends that no further funds are invested in the project until all of the risk factors
set out in this report are addressed, most notably:

¢  That a proper project plan is developed for the project with clear deliverables, timelines
and costs

*  Thata proper feasibility study and risk assessment is completed in respect of the project
to determine if the project is viable

» The beneficiaries of the project should be clearly identified and vetted

*  The operating model for the AgriBEE entity should be finalised before the project
proceeds any further

*  Thedepartment will have to take control of the financial management of the project so
ihat it can ensure that its funds are spent appropriately and further that Estina does make
its contributions towards the project.

Ultimately the project should be re-assessed and the necessary due diligence should be

completed to ensure that the project is viable. In its current form the project is not likely to yield

value for money to the State.

RJ-248
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Annex A - Limitations on this investigation

General Limitations

The procedures followed in this investigation do not constitute an audit in accordance with Generally
Accepted Auditing Standards and we did not express an audit opinion. The findings of the
investigation do not form part of any audit report.

Although we endeavour to be as comprehensive as possible in gathering information, we cannot
guarantee the accuracy or completeness of information oblained from extemal sources. In this
investigation there was little independent corrobaoration of statements made by witnesses. The
evidence provided by each witnesses was assessed and corroboration was sought from other
witnesses; however many facts could not be independently verified.

Although we have taken reasonable sieps to ensure that the informaticn obtained is authentic, we
cannot guarantee the authenticity of the information. Our findings are based on information at hand to
date of the report; as such, we cannot conclude that we have had sight of afl refevant information.

The report is based on the facts established from documentation reviewed and information obtained
during the course of the investigation. Should we receive any additional information after date of
issuing this report, our findings and recommendations may change.

This report is to be used solely for the purposes of making internal management decisions on
managing the situation and risks identified. This report may not be used for any other purpose, without

our prior consent.

Information is provided to you on the basis that it will remain confidential and will not be disclosed to
any third party, unless agreed to in writing.

Specific limitations
in this matter it was clear to ENS that Mr Thabethe and/or other officials may have withheid

information from the investigation team. We may therefore not have obtained access to all of the
documents relevant to this project.

ENS was not able to interview Mr Vasram of Estina or Adv. Ditira of the State Attorney’'s Office
because Mr Thabethe would not facilitate our access to these witnesses, Our report is therefore based
on information available to us at the time that we finalised the investigation; we have notf obtained

Estina/Paras’ version of events.
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Annex B - Investigation Methodology

Interviews

We conducted various interviews with officials employed by the FSDA&RD, the FSPT, NT, DAFF and
FSAG. The list of officials interviewed is set out below:

Witiess Interviewed  Designation .-

Mr Chris Adams NT Director in the Intergovernmental Reiations department

Ms S Dtamini CFO of FSDA&RD: as weli as chairperson of the depanmem'; BAC

Ms Anna Fourie The FSPT Accountant General

Mr Gama - The office manager in Mr Thabethe's office; also the chairperson of
the department’s BEC

Mr Kgomongwe The previous CEO of the FSPT

Dr Loubscher Farming expert that consulted to Ee FSDA&RD

Mr T Mabilo The FSPT Acting Senior Executive Manager: Assets and Liabiiity
Management

Mr M Mahlatsi The CEO of the FSPT

Dr T Masiteng General manager district services for FSDA&RD

Ms Alta Meyer The Vrede project FSDA&RD co-ordinator B

Mrs L Mngomezutu The head of procurement for the FSDA&RD

Mr | Moses The FSPT Senior Executive Manager for Sustainable Resource
Management

Ms Eider Mtsh_izé o DAFF CASP grant co—ordina_toT - - o

Mr Chandrama Prasad Vrede Dairy Project Manager/Project Co-ordinateor for Estina

Mr P Thabethe From March 2012 to March 2013; HOD of FSDA; from March 2013
HOD of FSDA&RD

Mr Weidemann Manager in the Free State Auditor General's office

Mr Zwane Senior Manager in the Free State Auditor General's office

Review of documents

We reviewed all of the documents provided to us by the witnesses that we interviewed. The
investigation was limited in that ENS was only able to rely on the documents provided to us, we were
not required to forensically mirrer-image the computers and ather electronic devices in the possession

of the witnesses.
Background checks

We conducted background checks on the ceampanies and individuals involved to determine if we could
establish any links between the parties.
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representad by the Mead of the
Mr Mp Thabatha)
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(heveinafier referred to as “Esting” represenied by
Wir Kamal Vasram, Managing Direstor), -

Jointly referred io as the “Parties”
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WHEREAS the Department has diven notice, in as far as i may he
necessary, to Estina of canceliation of the Agreements concluded
betwaen the Parties on 05 July 2012 and 24 August 201 2, respectively;

and

WHEREAS the Parties wish to agree on the effects of the cbssoiutmn of

the relationship;
MOW THEREFORE it is agreed as follows:

1. OBLIGATIONS OF THE DEPARTMENT

1.1 The Department acknowledges that Estina has delivered
services up to the date of termination for which services
Estina has not been paid. The amounts due in respect of
such services are set out in Annexure A to this Agreement.

1.2 In consideration for value for money received, the
Department underiakes to make payment fo Estina in the
amaunt of R106 252 652~00 which amount shall be paid as.

follaws

> R30 million on or before 30 September 2014; and
> R78 252 852-00 on or before 30 June 2015,

These payments will be subject to the availability of funds
and should insufficient funds be available, the Department Lﬁ
reserves the right to schedule the R76 252 652-00 payment

as follows: & ¢

MoA between Dept. of Agriculture & Esting Page 2 npf 18 REh
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®  R30 million on or before 30 June 2045;
" R30 million on or bafore 30 September 2015; and
* R18 252 652-00 on or before 30 June 2016,

1.3 The Department shall continue to emplay the employees,
appointed by Estina in the project, whose names and
remuneration appear in Annexure C hersto, from
01 August 2014 under the same terms and conditions of

employment.

1.4 The Depaciar STIETTE o7 The

Project from the signature date and bear all the relevant
exXpenses related to the day-to-day operations of the Project
from the date of handover of the Project which shail be the
date on which the funds from the sale of mik ig first
transferréd to the Department's designated bank account as

.

contemplated in Clause 2.1 (a)

2. OBLIGATIONS OF ESTINA PTY (LTD)
21 F ollowing termination of the relationship between the Partigs,
Estina shall:
(@)Transfer all funds received from the sales of Millk and
other dairy products from the date of this Agreement,
without any deductions, except those related to the day-
to-day operations of the project up to the date of actual
transfer of funds, to the bank account of the Project to be
designated by the Head of the Department, within 5 days &

of such designation, E@/ @

- U ——— L e —— nr i A e . e e g
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(b)With immediate effect, hand over all project assets,
referred to, but not limited to, those assets, in Annexure B
hereto, including the farm Krynaauwslust 275,

{c)Transfer all documents, research reports and other
intellectuai property relating to the project to the
Department.

(d)Assist the Depariment in changing the Work Permits of
the Staff from India as may be required by the Imimigration
~ laws of South Africa.

(@)Ensure that everything necessary is done, including, but
not limitad to, the signing of all documents and giving
such authority that may be necessary to give effect to the
transfers referred to in paragraphs (a), (b), (c) and (ch)

above.

3. ﬁ‘&DfEMNH_Y |
“ Estina herﬁeb'y guarantees that there are no other obligations for
which the Department may become liable, except those as set oyt
in Annexure A hereto and Eslina indemnifies and shall keep the
Department indemnified at ail times against any subsequent claim,
‘which may arise and for which the Department may be liable,

o
_ oF
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4. SIGNATURES

SIGNED at BLOEMFONTEIN on this the 12th day of AUGUST 2014,

BAE

My MP THABETHE
On behalf of the Depariment of Agriculture
& Rural Development

. VWITNESSES:

e
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e

SIGNED at BLOEMFONTEIN on this the 12th day of AUGUST 2014.

On behalf of Estina Pty {Lici)
YITNESSES:

MoA belween De;)t ef Agncu%ture & Esting Page Sof1%
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AS AT AUGUST 12, 2014

ANNEXURE - A

RECONCILIATION OF AMOUNTS DUs 70 ESTINA FOR SERVICES DEL IWERED TO DATE AS PER
CLAUSE 1.1 OF THIS MEMORANDUM OF AGREEMENT

! grqf&ma Mo, | | Date | Amount |

vapogf 2925513 . R9tes1m00 ]
I Gm%iw; L. oajoyis R 27600000
' %Wmﬂ%w ”"i“" = W{u ;W?
_4@?@ "W: _4 _j 31/05{13 . | Rzz1s000]

- w-nio'r‘. e

[voroos B R 51468000 |

31/07/13 { 'A'Rlseoaoob-;

i 2 SR

{ voPaos

Tﬂ
ok
;vmpow ' f 31{10;13 it ﬂzsesocmu

: D %5?5stmn 1 R 5 791,800 |

1w .. Provision fur VA‘E’ cm purchasesi _ R34 410 35 ?

% e ML VAT M-IW

fossiea fﬁ%@fw T Tram 5.*:'.{.”399j
Balante Due e 1 N R lf}s 252 652 f

o et 2 Attt St e —

The above isa reconciliation of expenses submitted to the Department based on Confnrmed
Purchase Orders given to our sub- -contractor responsible for execuling the Project on a tufn-

key basis

e

ey
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ANNENURE — B - AS AT AUGUIST 32, 2014

1. CATTLE: 791 Nos.

2, WORKSHOP EQUIPMENT

_DESCRIPTION aa
HAMMER 5006 E
‘L sPoTUIGHT ENERGIZER
| SPANNER  10MM
| LASHER FORK

| SPANNER SET ALLEN 25
_SPANNERS- SIZF 1-36
SOCKETSET _
| HEAVY DUTY VICE

| TROIEVIACK

TR

SHOVEL

GRASS CUTTER

RAKE

SILAGE FORK

RING SPANNER

LAMP TORCH

AR COMPRESSOR

7 KVA GENERATOR

OPEN ENDED C SPANNER
5LB HAMMER

 SOVABEAN PLANTER

“FLAT NOSE COMB PLIERS

WHEEL BARROW

13mm METAL DRILL BIT

TIMBER FLAT BIT

SOCKET SLIDE “T paR

| SOCKET EXTENSION BAR

| HEAVY DUTY SocrETs

BOBJUM SPANNER

VICE GRIP

WELDING HELMET

SOUARE

| STEEL TOOL BOYX

| OiL GUN

L H\?SEC?' T CONTROL SPRAYER

e e et T S

all Kl L) N S | % 1 LSS N’.ﬂﬂ

P
(V3]

S

u#wwm.mm’ms—awm

Bl Rl Eoc ) SO PV PR (G SN
i =
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3. TRACTORS & FARM VEHICLES

ﬂsscmp'npwm
JOHN DEERE 110 KVA

JOHN DEERE 110kVA
 TAFE 60 KVA

TAFE 60 KVA

T AL 3 . A e YA R

TIPPER TRAILORS

 CITROEN AIRCROSS
G.W.M BAKKIE

HYUNDAI BAKIIE

T A bt s A

2000LT WATER BOUZER

RJ-260

4. REPRODUCTION EQUIPMENT

MoA betweon Dept of Agrecae ture & Ests:::s

_DESCRIPTI PTION
FLASK 82036

R 1 U e o AT e e

aTy

L -

FLASK

THAWING FLASK

Al BOX

MOBILE MILKING MACHINE

CALF FEEDING BUCKETS

CITO THAWING FLASK 12V

Ll -3 R P FIR AP (PO

O
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| AXEL TRAJI mA:Lo&

: RQV!C & I.EERS 8 ROW CULTWATOR

ANNEKURE- B (Cnntinued}

5. FARM IMPLEMIENTS

f bESEEEpTzonz'
| 101N DEE iN DEERE PLANTER
KUHN SPREADER

T e

KUHN D!SC MOWER 809

Tt i R T

_TiPPER mmwa _
'ROVIC & LEERS HAY RAKE
!CRONE F125 BALER - 1

| FRONT END LOADER
o e

| SKW GENERATOR

'}_H_YDRAUHC DISC HARROW

| fLaT BED TRAILOR

JTLe T
| oRass CUTTER

STGLE ROW RARVESTER

FIRE FIGHTER

WATER TROUGH
f’_sm&ma _
LTMR | o
| FiREF FIGHTER TRAILOR i
| NECK CLAMP o

FEED TRGUGHS i |
| BALE LOADER i
| INTER ROW CULTIVATOR -]

e

BOXEDTRAILOR A
[MszMEALme R 1 '_

MoA between Dept. of Agriculture & Esiing
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ANMEXURE - 8 {Continued)

6. OFFICE FURNITURE & COMPUTERS

H i PRSI S .

| TANUR HIGHBACK BLATK LEATHER
[TANUR VISTTORS BLACK LEATHER

DESCR!P‘I'! oN_ h
| 2mTR ROSEWOOD ) DESK 3 PIECE

m,n—aﬁ i
[ 1=

RJ-262

o
o |

HAT STAND

VETTEL MIDBACK CHAIR

DIX! BURGANDY MOHOGONY RH

MUSTANG HIGHBACK CHAIR

SYSTEMS CUPBOARD ROLLER DOOR

[

: '1599)(900 SYSTEMS HINGE DOOR

— | e TOP COMPUTERS

| LaPTOP CoMPUTERS

A £ U PN I P A I R
; _—

| | XEROX PRINTERS

HP OFFICEIET 6100 PRINTER

7. ELECTRICAL POWER SUB-STATION

8. DE-LAVAL 70 POINT MILKING PARLOR

9. DE-LAVAL 10-POINT MILIING PARLOR-

10. RESERVOIR & PURIFICATION SYSTEM

MoA between Dept. of Agriculture & Estina
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ANNEXURE ~ B {Continued)

1. DAIRY FASTEURIZING EQUIPMENT

Milk Reception

RJ-263

Particulars

5.Na, ]

| 1 lraw milk storage tank capacity 10 ki, MOC $5-304

_‘+.-..;«-.,......---H.,,.__'."—.—'--- B U,

‘Weighing Balance with weighing boy #'cab;;ﬁ)? QGO'Itg; MOC - 55 |

o4 B _
[ 3 Bump tank 1000 Ltr with strainer '

I 4 | Row mik PumIps 10 KLPH , S5 304 with 3/4 HP mator

In line filter $5-304
Row mitk chilier 10 KLPH

<

Milk Unoading Pém__z_g} ;‘:_apé;c.itv_s;lp KLPH

Double Iniine Filter

i_ Ty “Tanker Unloading 5 wire braded hose Pipe

et et 1 -.,,.m—‘-...,....w_wm-_ai-q'«_'m—-m.

MILK PROCESSING & PACKING SECTION

Wy apmiet

5.0Np, Particuiars

Unit

1 [ Pasteurized mijk Pumps 5 KLPH |, $S 304 with 2 HP moter

l Nos

I Milk Pasteurizer Capacity 5000 LTR/ HR

Double head Pouch packing machine capacity 80 pouch/ min Nos

Crate tonveyor Gravity tvoe

Nas

Milk Storage tank 5000 Lt with agitator

’ —1.1.05

Harizontal Milk tank 3 Kt

2 [ Nos
3 f Mitk clarifier cum Cream Separator{ Manual Cleaning} Nos
al
5
7 = C
9

nos

ig LEAKY POUCH TANK 006LTR
i1 ! 55 TABLE WITH SMS UNION FOR PACKING MACHINE

MuoA between Dept. of Agriculture & Fsting
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ANNEXURE - 8 {Continued)

BUTTER & GHEE SECTION

ma ) f‘ mm T Parhcuiars 4 B . - | mt*hrj;u}
1| CREAM BALANCE TANK 55307 Canr 100 10 1 “‘"’55’3;”_‘,_"’1"";
2 Cream Transfer Pump, 500 Ltr/hr Motor 0.5 hp -} Nos ., 1
3 ._Cream ch:f!er Cap. SDﬂlph o - _Nos. 1 !
4 __insu!ated Cre’am Storage tank wrth agﬁ:ator Capac:ty 1350 LTr o Mos 3 —]
5 Buttar chum Cap 1000 its, Moz 1 J
G Butter troliey- 300 Kg ha_ndiing capacity — _-%_N;;;—_%_B_ ]
?— Tripfe Jacket Butter Meliing vat Cap. 500 Nos 1|
8 Ghee kettie {triple jacket 1-S00LTR - Noes 1
9 Ghee balance tank 100LTr w:th fllcer o _ .wi___ Ngs i N
'1{3_ ] Ghea Transfer pump,Momr Cap 5 hp o _ Mes 2
i%....] Ghosrertineian eSO =953 - %hmm, e = : Lm.. .
12 | Ghee filling tanke cap. 1000 its with strainer Nos 1|
14 Tin Sealing machine ‘ N0§ ) 1
UTIUTIES
S.No, Particujurs Uinit Qty
Ammonia Refrigeration Plant{4D TR x2 ), consist with condenser,
$ receiver, ice bank tank, chiffed water circulation pump et with & SET 1
capacity to handle cream chilller and cream ripening vats
requirement. { Milk & Ghee} with 50 HP Motors.
L 2 Steam boiler with soft ner, Capacity 1500 ka/hr, Coal fired . Set 3
3 Alr compressar 2 efm - Non Jubricated SET 1
4 Water treatment plant - MGF/ ACF Set 1
5 Bore weli* Nos 2
7 Misc handling squipment like crate trofley®, Mos, h1¢]
9 Process piping* Lat 3
{ 10 | Utility piping * Lot 1

@L

.
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ANNEXURE~ B {Continued)

12, LIST OF BUILDINGS AS AT AUG 1%, 2014

e ot o s bttt e,

f SUB-HEADING

s —
LARTHEADING i

o [ Oescrapﬂcn

R S

L A A bt 1 e A .,._wz

| 70 Point t Ratary Parior e
f “_Eg_steunzlng PFant Bmkﬁng - _}
_i No. 1Cownot_a;!ng

L SRS

[ Dairy Buding
| Dairy Buiding,
| Dairy uifding

| Dairy Building - J Ho.2CowHousing ~ ;
; Dairy Building i Heifer Pens ;

{ Daley Building “_j Calving & calf Reanng Pens j

DolyBulldlng | 10Paing L
e Fon B e
K Catte-Feed Plant medmg Store m_m'w“_m‘j

RJ-265

g s

: jﬁﬁﬁ&mmﬁm‘“ “F fwardheuse & Secuniy Gate ;
! Ancili :argpa:rv Bidg . GravelAccess Raad _ i
L Ancifary Dairy 8idg T Tractor Shed '
i Anclifiary Dairy 8idg Workshap

s VN j

13, MANURE & WASTE REMOVAL EQUIPMENT

e
i SUB-HEADING ¢ Description ?
G v AR .

Manure & Waste _;5_ 20.4KL Moblle Tarker o q_.j
Manure & Waste | PICHON Compact Loadar o
_Manu;e & Waste | Roto Guide Marure Purnp -

e - v -

MoA betwoan Dept. of Af«’ncufture & Estina
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ANNEXURE - ¢
! List of @mmiﬂveas @i Esmna Vrede Auguss: iZ, 2014 S
! i _ _‘7 Date of ;
Ne., Fullpame } ;gnumber _ , §giarg . Jeining
i Bairy & Farm Management 3 '
|1 im handrama Prasad {LEC) o f F8853817 f Rss 000 | zaiz/os_ges
2 Qu intin Isaac Anclries ) 8503225055089 RZS 000 | 2014!08/01?
{ 3 ; I, Sugreev ¥ Yadav ' . - f K?264425 ﬁ R 15 GOG 2013/{37;’01
%, %Hsceﬂﬁm;gfstramrs * £ é , M.W _M_f
[a }_Mrs TheresaRothman 8105220_&8_{)86 _, Rgﬂg@g@}z@z@ﬁs!
_ i 2 Mrs, Pnscr!la Van Rocy&n _ 960‘309{3980038 R 3 500.00 2013/06/26
f wjm:ggu%; Labour: Aggggitm;g . S - MW___ _ _q? o '
1.1 | Samuet Henry M Dhiamini |.6405015327088 , A 2500, ocTzom/as,/zs
{3 Abraham aur;rvzbg_y;za i vme ., 6107255646082 | _R2500.00 | 2614/05/26 _j e e
oA fetiloovers Mataung - - - i1 == -Wmfj' R 2 500.00 j .2014/05/26 |
4 | Mzwandi!e Sulomon Tshabangu : 890116539(}080 B2 SOI} 005 2014{05/257
5 Joshua P BoyTshabaqgu o 3111175342085 | _R2500.00 ,2014/05/26.
I s L AN B I U ]
{ Re_ ular Eabour“\Fetﬁnar Lwestock o ’

1 “Ma}aje Dlamini  — [ 7101018628080 | Mﬁ?@fﬁoj 2014405726 |

| Andries Motlalepula Khanye o (7002185338083 | R2500.00 | 2014/05/26 |
i 3_7 Richard Motlalepule Khanye ; 8906246040083 | _R23500.00 2014/05/26
4 nga Obooi Atiso Khanye . i 2406105926084 Rz 500 0;_} {2014}05/26
51 Jacob Khumalo _ 55?1204533:7033{ “R2500.00 | 2013/11/25 |
f 6 f Wtihamiabu!ani Mailnga o ; 5909035536081 i .R2500.001 2014/05/26 ¢+
.7 Mbuti Albert Mkhwg@r@nﬂmw ... 905036330083 | Rz 50, 00'] 2014/04/26 |
} 8 | Alfredmoloi N .| 8512056576081, R3 500, .00 | 2014/05/26 |
+am Teboho Mphuti ! 8507106206085 f Fi_ 250000 F 2014/05/26 | i
James Mdabi Msiya e Jf 6505165498080 | Rz 2500.00 | 2014/05/26
ril Bafana M;chael Radehe T | 8701105315084 7 RZ 500 UG 2014]05[26 i
' 12 LuclcyAmos Radetgg g En . E 8301018216089 | RZ 500, GG ! ZOM/ZG
Sima[;h Bongani Shabangu ﬂ_ | ?8092@5}5@‘98_{_} R2 50{3 Gﬂ 2014/05/26 J
14 meh;we Soyamba - . 8610115714089 R2 500 00 014[05/26
15 fJohannes Mfanafuthi Tsabatafa ORI f 8808087112080 R 2500 00 2015/05/25
Esue Tshabangu e 8012168412087 _R2500,00 2014/05/26 ;
f 17 Shadrack Tshangapansi }asosmszseasf .R2500.00] 2014/05/26 |
[__;ﬁ ! Joseph Vus;mum TsotetSi N N 9005195050081 R 2 500 00 2014/{35/26 §
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MoA between Dept, of Agriculture & Esting

B T

[ ~ List st of em@!ogg eas at Esting Vrede: August 12, 20@:3 (Co niw&gl .
_No. | Fullname Doumber | Salary - Date of joinin |
,;{__M_' Uthers EPTTIN EEUA ‘- o
i1 'TspsyNkutha{C!eaner} : 1 7506081086085 R250000( 2012/12/18
f 2 | Sindiswa Anah Mkiwebane {Cccxk) 8607229324084 . R2500.00 . 2014/08/26
| '3 ile Leh!o!wnom Iohannes Motaung 800823574?082 R 250000 2013/03/31 |
i~ S N I — R SRR S
i . ; Secuntg . s 3 |
J’ _ 1| Sunny Cecil Mctloung ] e 8001125488&80 . R2500, 00 | . 2014/05/26
i 2 & Abramson Oscar Thuso Makubu | 8008305?54082 a R 2500, 00 ” 2014}05}25
Eiw Emmanuyel Mcjafefa Mutioung S 8804095326080 ' _‘RZBDOGG N 2314{03}26 .
e Sibus:su Treasure Tshabalala ‘_,3297235037084 - R200000{ 20_14}’{33!25 :
! 7GPcmt Pgr&ou T ﬂw . _; o w o M n :
3 '1_; Ms unmwe Martha Tshabasat 8907030322083 | . R zsoo.aqﬁ‘j- 2014/04/26 |
T s
1 Paul Sibusiso Twala o B3 3309306033082 LR3000007 @ 2013/11/21 1
) Slmanga Zachana S:bekc ~ ?10825@%&1 e R 300000 . ©2014/06/26
3 ’j Jsmmy Bangam Ng_menya MM ! 8203015446083 ' ”3_;2 500.00 | Mﬁg{gﬂ _::
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- penly

Kember of the Executles Cpuncil
for AgriCadtude & Ryrab
. velopment
FREE STATE PROVINCE

Eng: MP Thabethe
Tel: 054 861 83010
Ref: Legislomre Question Paper on Feld Fires MEC_2614-1

Dear B. F. Mothupi
Table Assistant

Free State Legisiature

RE: FREE STATE LEGISLATURE: QUESTION PAPER: WEDNESDAY, 04 MARCH 2015
[No 1 - 2015] SECOND SESSION, FIFTH LEGISLATURE

Question 2.4 What do the terms of the contract pertaining to the Vrede Dairy Project between the Provincial
Government and ESTINA prescribe regarding the canceilation of the contract?

Answer:2.1 Clause 11 of the Agreement: Termination of the Agreement clearly stipulates

that:
11.1 The Parties shall have the right to terminate the Agreement without prejudice to any of  its
other rights upon the occurrence of any of the following acts:
11.1.1 On breach of this Agreement as stipulated in clause 10: Breach of the Agreement:
) in the event of a breach by any one parly of any of the terms and conditions of this Agreement and

in the event that the said party fails fo remedy such breach within ten (10} working days after
receiving written notice from any other pariy to do so, the other party shall, without prejudice to any
other rights that they may have, be entitled to exercise all or any of the following rights:

101  To terminate this Agreement with immediate effect without prejudice to any other rights it may

have;
10.2 Yo suspend further payments td the defaulting party.

11.1.2 On commencement of any action for the dissolution andfor liquidation of any one of the

OFFICE OF THE MEC
Private bag x01, Glen 5300

Mai Bullding, Sround Floor, Room 105,
CNR Giglie and Joiert Streets, Glen
Fel: (051 851 8400 Fax 051 861 €451
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Parties, except for purpose of an amalgamation or restructuring approved in advance by the

other Parties;
11.1.3 If any one party receives a court order {o be placed under judicial management
commence liquidation procedures that is not withdrawn or struck out within 5 {five) working

or io

days,
11.1.4 I a party informs the other Parties In wriling that it is incapable of compieting the project as

describad;
11.1.5 it can be established that any one of the Parfies acted dishonestly.

1.1 Upon the termination of this Agreement, the Parties agree to co-operate to conciude an

orderly termination of thelr relationship.

1.2 Completion, suspension or termination of the Agreement shall not prejudice or  affect  the

accrued fights or liabilities of the Parties.
2.2 On what date was the contract cancelled?

Answer 2.2) The DEPARTMENT cancefled the Agreements with ESTINA (Pty) Ltd on the 13
August 2014

2.3 Whetherany claims were made by ESTINA against the Provincial Government  regarding
the cancellation of this contract; i so, (a) what is the nature of the claim, (b) the amount?

Answer 2.3} No claim was made by ESTINA since the cancellation of the contract.

2.4 Whether the depariment intends to pay any amounts relating to this claif; if not, why  not,

if so, how much?

Answer 2.4) No claim was made by ESTINA since the cancellation of the contract.

OFFICE OF THE MEC

Private bag x01, Glen 9360

Main Building, Ground Floor, Room: 105,
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Question 6: Mr R Juniieisohn
8. ifir R Jarikielschn asks the MEC responsible for Agricuiture, Ms, Sif. Miamleli

6.1. Question: Whether the disciplinary action was instituted against Senior
Offictals, as recommended in a report foliowing investigations by the Office of
the Accountant General in the department of Nationa! Treasury into the
appointment of Estina as a partner in the Vrede Dairy project, if not, why not, if

s0, what are the relevant detaiis?

Answer {6.1). No discipiinary action was instituted.
e

366. Question: 1) Whether, with regard to Estina being appointed as both the {i} service
provider and (iij pariner in the Vrede Dairy Project, any supply chain management
procedures were foliowed with the appointment, if not, (a), who appointed Estina, and {b} on
what grounds, if so, what are the relevant details?

Answer 1: Yes, Supply Chain Management ‘prccedums were followed through the approval of the
deviation by the accounting officer as prescribed in the treasury regulations.

2) Is the Vrede Dairy Project a (i} Public Private Parinership or a (i) sole service provider?

Answer 2} No, it is a Communily Project.

3) Whether Estina made any financial contributions to the project, If net, why not, ¥ so, {a)
what amounts, (b) on what dates were payments made and (c), in terms of what were the "

payments made?

OPPICE OF THE MEC

Private bag 201, Gien 9300

Maip Building, Grognd Floor, Reom 105,
CNR Gielie and Joubert Streets, Glen
Tal: 51 861 8408 Fax 051 8618451
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Answer 3) Estina was to make contributions into the second phase which is dairy value-chain
‘processing plant. However the contract was terminated before the completion of phase 2 of the

project.
4) Why were two contracts with Estina signed by the Head of the Departmeni?

Answer 4} Only one agreement was signed with Estina.

067, Questions 1) Whether, with regards to the department’s invested funds into the Vrede
Dairy Project, was hudget available for the project when the agreement with Estina was
signed, if not, why nof, if so, (a) how much money was made available and (b), how much

money has been invesied in the project up date?

{ Answer 1} Yes, an initial budget was made available by the depariment and latter upgraded to a
Mega Project, (a} an initial amount of R6,000,000 was budgeted for Vrede Dairy, (b) 2 fotal of R
183,950 ,000.0C has been invested se far at the Vrede Dairy Praject.

2) Whether the national government has ceased investment in the project, If so, what were

reasons given for this?

Answer 2) Yes, due to National Treasury investigations.
‘-____.___‘__ e

3) Whether the department made any payment o Estina, if so, how much money was paid?

Answer 3) Payments were only made for the implementation of the Vrede Dairy project

development.

4) Whether these paymentis were made based on any deliverable, If so, what were the
deliverables, if not, on what basis were payments made?

Answer 4} Dairy farm perimeter fence constructed, 2 x dairy parlours were developed {1 milking
pariour 18 animals at one time and the second milking parlour 70 cows at the go), 800 dairy and the

OFFICE OF THE MEC

Privete bag x, Gien 9300
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mitk processing facility and cows were purchased. Machinedes and implements were also
purchased for the establishment of the pastures, office equipments and farming equipments.

068. Question: 1) What criferia was used to identify the local beneficiaries for participating in
the Vrede Dairy Project?

Answer: 1) A criteria used were based and focused on the following; focused on those people who
demonsirated as having experence in working In dairles farms, those who were engaged in dairy
farming business before, and those who are currently in the daby farming businesses. The
beneficiaries that were prioritized are coming from nearby farming areas such as Vrede, Memel and

Warden,

Yours Sincerely,

)
AL
VA \. \

V' e

i

“MES W Miamieli
Acting MEC Agriculture and Rural Development

Date: QSIJDH l?i)f’fi .

OFFICE OF THE MEC

Private bag x0%, Gien 9300

Maln Building, Greund Floor, Ream 105,

{NR tiiglie and Joubert Streets, Glen

Tel: 051 861 8400 Fax 051 BB1 8433 r————— T T

il







RJ-276

b o,
VREDE DAIRY PROJECT: INVESTIGATION P., ik z—f‘
File: 020443/13: Complainant: R Jankielsohn (Democratic Alliance) -
3 JUNE 2015——— ~

3

PROGRESS REPORT ON AN INVESTIGATION INTO ALLEGATIONS OF
MALADMINISTRATION IN RESPECT OF THE IMPLEMENTATION OF THE
VREDE DAIRY PROJECT BY THE FREE STATE DEPARTMENT OF

AGRICULTURE

1. THE COMPLAINTS

1.1 On 12 September 2013 the Public Protector received a complaint from
the Free State Democratic Alliance.

1.2 They aliege that an agreement between Estina/Paras (the Private
Company) and the Free State Department of Agriculture (the
Department) in respect of the Vrede Dairy Project is subject to a

confidentiality clause.

1.3 They further allege that the private company will invest R228 million for a
shareholding of 49% and Government will contribute R342 million for a
sharehoiding of 51%.

14 It is further alleged that the private company contribute oniy 40% of the

funds needed for a 49% share.

1.5 It is further alleged that 400 pregnant cows were procured and that the
Department invested R30 miilion the previous financial year and will

invest R84 million in this financial year.

1.6 The Head of the Department was requested to respond to the above
“allegations on 16 September 2014.

1.7 On 28 March 2014 the Public Protector received a further complaint from
the Free State Democratic Alliance on the Vrede Diary Project.

1.8 The again raised the issue of allocation of shares and alleged that Estina
does not have to contribute unless necessary but that they also benefit
from the supply of goods and services from the contributions made by

the provincial government.



1.9

1.9.1
1.9.2
1.9.3
194
1.9.5
1.9.6
1.9.7
1.9.8
1.8.9

1.10

1.11

2.1

2.2

2.3

2.3.1
2.3.2
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They alleged that the prices of payments for goods and services were

inflated and queried specifically the following:

Construction of silage bunker R5,000,000

2Km gravel road: R1,200,000

Security guard gate and house: R2,600,000

Cattle Feed Plant: R7,350,000

Milking parlour and processing plant: R30,050,000
Tools and farming equipment; R2,51 3,000
Administrative etc. costs R12,000,000

Irrigation, pasteurizer, dairy equipment; R37,779,613
Dairy cows 351: R6,212,000

They also raised the issue of environmental requirements in that

indiscriminate ploughing and ignoring of wetlands are taking place.

They further ailege that between 50 and 100 cattle have died since being
purchased and request an investigation into the cause of the deaths.

ISSUES IDENTIFIED AFTER RECEIPT OF THE SECOND COMPLAINT

Whether the acceptance of the proposal by ESTINA adhered to the
prescripts of the Constitution, Public Finance Management Act and other

Treasury Regulations in respect of unsolicited bids.

Whether the project is classified as a Public Private Partnership.
Determine whether or not the Treasury prescripts in respect of Public

Private Partnerships were adhered to.

Determine whether or not the Department implement appropriated

monitoring and management procedures for the following:

Financial reporting;
Performance reporting in terms of the agreement;



2.3.3
2.34

2.4

2.5

3.1

3.1.1

3.1.2

3.1.3

3.14
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Budget evaluation; and
Expenditure — value for money.

Whether or not the Capital injection by ESTINA was received by the

Department.

Whether or not the implementation of phase 1 was conciuded.
RESPONSE FROM THE DEPARTMENT

On 21 March 2014 the MEC of Free State Agriculture responded as
follows on the questions asked in respect of the first complaint:

The total project cost is R570 million of which Estina/Paras will
contribute R228 million (40% of total cost) and the Department will

contribute R342 million.

The Department has secured 51% of the sharehoiding for 100
beneficiaries Estina/Paras will obtain 49% of the shareholding and will
provide services and professional fees. Management and
administration costs of the project amounts for the difference of 9%

shares awarded to the Private Company.

The Departrent will contribute the R342 million in yearly R114 million
contributions over a period of 3 years and the R30 and R84 million is

the contribution for the year.

The confidentiality clause is included to protect the department against
disclosure of confidential information like design plans, structural layout
plans, financial matters. The clause is couched in general language to
protect instances which were not foreseeable at the time of conclusion of

the contract.
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4. ACCOUNTING GENERAL INVESTIGATION REPORT

4.1 Information received and confirmed by the Accounting General that he
investigated the Vrede Dairy project and inciuded the procurement

process and all financial matters.

42 On 24 March 2014 the Acting Accounting General informed that the
provisional report was submitied to the Premier of the Free State for
Comment. He was requested for a copy of the executive summary. He
referred us to the Director General of National Treasury.

43 A letter was submitted to the Director General Treasury on 19 May 2014
requesting a copy of the Accountant General’s report.

5. WRITTEN RESPONSE IN LEGISLATURE TO DEMOCRATIC
ALLIANCE QUESTIONS
5.1 In a written response of MEC of Agriculture to Questions about the

Project in the Legislature she responded as follows on 13 November
2013:

52 The first payment of R114 million was paid in R 30 and R 84 million
during 2012. She gave a breakdown of expenditure as follows:

5.2.1 Planting input: R319,290;

522 Labour Cost: R1,309,097;

523 Silage Bunker: R5 million;

524 Gravel Road: R1,2 million:

5.2.5 Cattle Shed: R500,000;

526 Security Gate and House: R2,600,000;

5.2.7 Veterinary Laboratory: R300,000;

5.2.8 Cattle Feed Plant; R7,350,000;

5.2.9 Milking Parlour: R30,050,000 (72 point rotary including processing plant
for 20,000 litres per day);



RJ-280

5.2.10 Purchase of Farm Equipment: R8,380,494;

5.2.11 Dairy Cows: R6,212,000;

52.12 Dairy Equipment, Pasteurizer, Irrigation Equipment: R37,779,613: and

5213 Land Surveyor, Agriculturists, Accounting Fees, Office Equipment,
Insurance, and Salaries and Wages: R12,000,000 (See response of MEC
to PPSA)

5.2.14 These amounts totalled to R113,000,494.00.

6. PROJECT PROPOSAL OF ESTINA

6.1 A copy of a document was submitted to the Public Protector named:
PROJECT PROPOSAL: Vrede Integrated Dairy project: Proposed
integration of Dairy and other elements of production and processing with
the emphasis on value-addition and beneficiation, such as a range of

processed dairy products.

6.2 The document (8 pages in total) refers to PARAS and their history. The
document further contains the proposals in respect of the viability of the
projects in establishing the Vrede Dairy Project.

6.3 The document states that the project will require an initial fixed capital of
R300 million to make it viable and projected turnover is R80 million with a
net profit of R16 million. The project proposal also indicates employment

opportunities as 600 employees.

6.4 According to the proposal the budget vaiues are listed and indicate the
initial R500 million needed which includes R40 million working capital. A
phased approach is recommended indicating a project over 5 years.

7. AGRIBEE COMPANY FOR BENEFICIARIES

7.1 It was alleged that a company was registered for the project with the
Private Company holding 49% shares and 100 beneficiaries holding 51%

of the shares.



7.2

7.3

7.4

7.5

7.6

8.1

8.2

8.3

RJ-281

A CIPC search on Company calied Mchoma Mabung Dairy Project
indicated that the Company was registered on 3 October 2013 {usualily
date when CM 29 is recorded).

The Company Registration Number is 2013/189418/07. The CIPC site
indicate one Director namely Kamal Vasram appointed on 11 October

2013

The address of the Company is listed as 111 Shimbali Sands, Naivasha
Road, Sunninghill, Gauteng, 2192.

A letter was addressed to the registered address to request a copy of the
sharehotder register. Gauteng Office informed that the address is for a
residential complex and the Head of the Department of Agriculture was
requested to submit the shareholder register of the Company.

The Company documents were only submitted during late 2013 but the
Department allocated funds for the 2012/2013 financial year.

FARM KRYNAAUWS LUST
The Vrede Dairy Project is situated on the Farm Krynaauws Lust.
A title deed search at the Registrar of Deeds indicates that the farm where

the project is farming namely Krynaauws Lust, Nr 275 Vrede RD is held
under title deed number T43752/1893 in the name of Phumelela Local

Municipality.

No endorsements such as a 99 year lease awarded are registered on the

titie deed.
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9. EVALUATION OF THE CONTRACT CONCLUDED BETWEEN ESTINA
AND THE DEPARTMENT

9.1 A copy of the contract concluded between ESTINA and the Free State
Department of Agriculture was obtained. The Contract was concluded on
5 July 2012.

9.2 ESTINA is obligated in the contract to conclude Phase 1 of the project.

This is described in Annexure A to the contract and the following must be

concluded:

9.2.1 Land Acquisition;

922 Environmental Impact Assessment;

9.2.3 Feasibility Study;

924 Water Reticulation;

89.2.5 Electricity Connection;

926 Include identified beneficiaries in AGRIBEE entity; and

9.2.7 Set up AGRIBEE entity and ciarify roles of stakeholders (Department,
AGRIBEE and ESTINA).

9.3 In terms of the contract a project plan in line with ESTINA proposais which
must have milestones and timelines for phase 2 as approved by
Department must be submitted by ESTINA to the Department.

9.4 In terms of Clause 6.2 ESTINA must determine the dates for capital
injection by ESTINA. The Capital injection of ESTINA is stated in the

contract as R228 million.

9.5 The contract describes phase 2 of the project as “setting up and
management of Dairy” and phase 3 of the project as “setting up and

management of processing plant.”

9.5 ESTINA is obliged in terms of clause 6.12 to carry out all its obligation in
line with the Department’s policies, procedures, protocols and directives.
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9.6 In terms of clause 7.3 of the contract the Department will identify the
beneficiaries of the project. The Department must further consider and
approve milestones for phase 2 and 3 (clause 7.4)

9.7 Clause 8.1.1 states that ESTINA warrants that it is a partner to PARRAS
(India).

9.8 The contract determines that the Department will implement appropriate
monitoring and management procedures (clause 9.1).

9.9 In terms of clause 9.3 ESTINA must submit on a monthly basis financial
reports and on quarterly basis performance report must be submitted.

9.10 In terms of clause 13.1 an amount of R30 million to execute phase 1 is
allocated to the project.

9.11 In terms of clause 13.4 ESTINA must prepare a budget to be approved by
Department and budgets should be revised and updated on a quarterly
basis and submitted for approval to the Department.

9.12 Clause 13.5 prescribes that ESTINA to submit all invoices to Department
together with reports in line with Project plan to be paid by the Department
within 30 days.

10 CONTRACT CANCELLATION AND TRANSFER OF PROJECT TO
FREE STATE DEVELOPMENT CORPORATION

ERIKA CILLIERS

16 April 2014
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FREE STATE EXECUTIVE cou‘m o

VREDE INTERGRATED DAIRY PROJECT

SUBJECT: PROPOSED REVIEW OF VREDE INTEGRATED DAIRY PROJECT AND

TERMINATION OF CONTRACT IN VIEW OF OTHER ELEMENTS OF
PRODUCTION, PROCESSING AND BENEFICIATION.

1,

PURPOSE

The purpose of this letter js to request the Free State Executive Council for the
consideration of a request by the Department of Agriculture and Rural Development
to review the Virede Integrated Dairy Project and to terminate the agreement with
Estina (PTY) LTD.

BACKROUND

The Department had in the current financial Year allocated R114 million for the
implementation of the Vrede Integrated Dairy Project. In terms of the agreement the
project will be funded over a period of three year with yearly amount of R114 million.
The project Is in its second year will be completed in the 2014715 financial year. The
R114 milller funding in the current financial year for this project was allocated from
two source of funding as follows: R60 miltion from the equitable share and R54
million from the CASP conditional grant. To date R84 million has been spent on this
project constituted of R60 million equitable share and R24 miflion CASP,

The National Department of Agriculture, Forestry and Fisheries has decided not to
continue funding the project and in the current year with-held R30 million from
CASP allocation due to the investigation that Nationaf Treasury Is conducting on the
project emanating from the miedia enquity. The intention of DAFF was to with-hold
the enfire CASP Grant but has subsequently agreed to with-hold ohly R30 million
allocated to the project. :

The with-holding of this amount has impacted negatively to the project, and may
even aftract the escalation costs. A lot of assets has already being bought and

brotight on sife, including animals that are calving, which needed: the mitking

faclliies to be ready.

CONFIDENTIAL 1
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DISCUSSION

In view of the dairy project that is being established by the Department at Viede, the
depariment has commiltted to pay the total contribution of R342 million over a period
of three year in tranches of R114 millionfyear. The contribution was done in three
payments of R30 million in 2012/13 and R84 miltion in 2013/14 which is equal to the
first franche of R114 million. A fusther payment of R30 million was -done by the
department in 2013/14 as a portion of the R114 second tranche leaving a shortfall of
R84 ‘million. The Vrrede Dairy project was initiated on the 5" of July 2012 and is
envisaged to be completed by July 2014.

In ine with the Agri-BEE business norms sti d by Government, it proposed that
‘a new Special Purpose vshicle (SPV) be created in which the Free State

FOc
'imf){(‘_a !'(J

‘Develapment Corporation (FDC) will hold a 49% share while the remalning 51% oWl

‘shares will remain with the selected Grant recipients. (e r(,-cf]m V,\j\‘t;>
—_— TS -

—_

. FDC and DARD will provide the réquired capital injection as well as the
technical know-how, which will be provided by FDC.

. Itis envisaged that this integrated agri-business project will become a centre
of excellence for the enfire Free State and even the neighbouring Provinces,

. Eventually this Project will provide On-site, in-service practical agriculttiral
training for aspirant farmers to equip them for the profitable operation and
management of their own DARD projects, albeit:

- Primary production of livestock and agricultural produce, or
- Value-adding and beneficiation to livestock and agricuitural produce

N Basic business, financial and management skills training and in-service
application

. Cooperative processing, value-adding and beneficiation of livestock and
agricultural produce

. Cooperative marketing facilifies into the major consumer markets of South
and Southern Africa for all milk projects in the Free State thus creating the
necessary critical mass and economies of scale which will unlock additional
finanicial benefit for project participants

CONFIDENTIAL 2
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CONCLUSION

The review is necessitated by the decision of DAFF to stop the department from
using the conditional grant on this project which resulted in a serlous funding
shortfall, creating a financial crisis for the project and that the department will not be
able to meet the obligations of the contract, ‘

The department wauld further want to bring to the attention of the Executive counchl
the following issues:

- the next financial year is the final and completion year for the project,
however due to the second year shortfall funding of R84 million, the project
will not be completed.

- the next financial year will also experlence a shortfall funding of R84 million
due to the withdrawal of CASP funding for the project, and although an
advance was made available for this purpose, it has escalated the problem to
the following financial year

- the results of the above Is that the avallable funding for this project in the next
financial year is only R30 million, ‘

- the total of all this shortfalls amount to R168 million, which makes it
impossible to be completed, and if is extended to two more years, the cost
would have escalated; which will create more problems

- the contract allows that, if government experiences financial problems, it can
terminate the coniract without penalty,

It is therefore against this background that the department took a decision to review
the project and to allocate the 49% shareholding to the FDC and that the
department continue to aflocate funding to the project until its completion,

RECOMMENDATIONS

it is recommended that the Executive Council;

Considers and approves the review of the Vrade Integrated Dairy Project to allocate
the 49% shareholding to.FDC.

Supports the department to terminate the contract with ESTINA (PTY) LTD without
penaity.

CONFIDENTIAL 4
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SUBMITTED BY

Ms MG Qabathe |
MEC for AGRICULTURE AND RURAL DEVELOPMENT

DATE:

NOTED AND APPROVED by EXCO:

EXECUTIVE COUNCIL

DATE:

TO: The Secretary: Free State Exectitive Cotncil

Please place an appropriate Iitem on the agenda of the Executive
Council and distribute copies of this Memorandum. to the raspective
Members of the Executive Council for consideration.

Mr. E.S. Magashule Date
Free State Premier

DRAFT PROPOSED EXCO RESOLUTION

CABINET MEETING RESOLUTION NO. 12014

SUBJECT:

CONFIDENTIAL 5
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PROPOSED REVIEW OF VREDE INTEGRATED DAIRY PROJECT AND
TERMINATION OF CONTRACT IN VIEW OF OTHER ELEMENTS OF
PRODUCTION, PROGESSING AND BENEFICIATION.

(Fila.No. /2014) (Department of Agriculture)

1) Considers and approves the review of the Vrede Integrated Dairy Project to

allocate the 49% sharsholding fo FDC,
2) Supports the department to terminate the contract with ESTINA (PTY) LTD

without penalty.
SECRETARY: EXECUTIVE COUNCIL - DATE
PREMIER: FREE STATE PROVINCE DATE
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"

67 Hon. R Jankielschn {DA) asks the Hon. Premier: Ms. NS Mtombela.

67.1 in view of the request by the Department of Agriculture submitted to the Executive Council of the Free
State in 2014 by the former MEC for Agriculture, Ms Mamiki Qabathe, in which a review of the Vrede
Dairy Project and the allocation of 49% shareholding to the FDC as well as the termination of the
contract with ESTINA (PTY} LTD without penalty, please supply a complete copy of this proposal by the
MEC as well as the resolution as approved by the EXCO and signed by the Premier?

RESPONSE

£€7.1 The decuments, referred to in this question, have been seized by the HAWKS when the search- and
seizure warrant was executed on 26 January 2018. These documents are now possible exhibits ina
criminal case and the content thereof cannot be disclosed, since the Secretary of the Executive
Countlil is a State witness in the criminal case. These documents are now within the custody of the

Mational Prosecuting Authority,
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SPEECH DELIVERED BY ROY JANKIELSOHN MPL FREE
STATE LEGISLATURE
BUDGET DEBATE: OFFICE OF THE PREMIER

8 July 2014

Speaker, the Free State invests increasing amounts of money in the office of the premier
every year. This office has failed in its task of building the capacity and competencies of our
provincial government. Honourable Magashule and his Operation Hlasela have not improved
the lives or livelihood of our people over the last five years. OQur people are poorer and more
dependent than they have ever been since 1994.

Operation Hlasela was meant to “attack historic social ills and fast track service delivery to

the people”.
Speaker, let us look at Hlasela in more detail.

The delivery of health care services in the province have collapsed under Hlasela. The
Premier must immediately replace MEC Maloakane who continues to abuse his position to
benefit himself or his cronies in every instance that he has been given authority.

In 2013, members of the NCOP expressed their concerns over various failed projects. There
was specific criticism towards the Operation Hlasela flagship, the Dyatalawa Agri-Village
Project between Harrismith and Kestell. This R150 million project has been burdened with
controversial cattle deals and questions over nepotism with contracts.

A certain Mr Moloi was not only responsible for purchasing the sick cattle that had to be
replaced at Diyatalawa, but his company, Kamsherai, also received a R250 000 monthly
contract from the provincial government for the following;

e Providing planning support for Operation Hlasela.
 Liaison with other departments on project requirements for Operation Hlasela.
* Monitoring and providing support in overall planning and implementation of Hlasela

projects completion.
« Providing advice in consultation with other stakeholders on possible solutions to

projects bottlenecks.
 Providing monthly quarterly and annual reports to the department on individual

project performance whenever required to do so.

This company was awarded this lucrative contract illegally whilst according to the former
MEC: “paper work was to be finalized later”. The lucrative contract commenced on 2

November 2009 and was to run until April 2014.

The Vrede Dairy Project is another project that only benefited a company called ESTINA and
their friends in the provincial govemnment. By cancelling the contract, ESTINA appears to
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have milked the taxpayers and is now allowed to walk away without any penalties. The
inflation of prices of goods and services provided to the project as well as possible
irregularities with the appointment of ESTINA are common knowledge.

At the Maluti Dairy Project the cattle were sold under the auspices of the former mayor of the
Maluti-a Phofung municipality and all that is left is a ruin. This former mayor, Dr Mzangwa,
has now been appointed into a senior position in the Department of Health.

The VKB chicken project that was opened by President Zuma himself has beneficiarics that
include a Mafube councillor, a sister of Honourable MEC Ntombela, and another politically

connected individual.

The Xariep Fish hatchery was launched with much fanfare and to date no fish have hatched
from this project.

In 2011, R263 million for housing was re-allocated away from the Free State Provincial
Government that could have built 4000 houses. Controversy over Hlasela housing projects
include shoddy work that requires the destruction and rebuilding of houses, the disappearance
of millions of rands worth of building material, the selling of RDP houses and stands by
councillors, and the lack of sewerage, water and electricity infrastructure for such projects

across the province.

Then we also have the 23 controversial roads contracts that have left our roads infrastructure

crippled.

At the same time allegations of corruption surround municipal property deals, rental
agreements with the provincial government, and the notorious Letlaka communications
contracts. I have named and shamed these individuals previously in this legislature.

Speaker, these are but a few of the controversies surrounding what sounded like a good
methodology, namely Hlasela. The result of Hlasela is that the Free State now has the poorest
and most dependent population in the country.

Hlasela was merely a smokescreen to centralise power, bypass tender procedures, award
controverstal contracts, and make the Honourable Magashule look like Father Christmas

while he dispersed patronage and created dependency.
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The hon PREMIER: Thank you, hon Speaker. For empowerment of the youth,
we have succeeded in re-skilling unemployed youth to become library assistants
in the Mafube Local Municipality. We have trained 90 learners in Information
Technology. And, in partnership with the Universal Services and Access Agency
of South Africa (USAASA), we have estabiished an IT Centre in Cornelia... ...not

Kerstell, but Harrismith.

We intend to place 800 FET students in the public and private sector for 18

months of experiential training. We will do this thing in two weeks time.

If the hon Member, Mr Jankielschn, does not appreciate that, it will be because
he is not black, and does not come from poverty. They have robbed our fathers
and out people of the land. They have taken all their farms! And, | am happy

that we are going to have claims until 2019.



He knows, as it was said by the hon MEC, Ms Ntombela, earlier during one of the
debates here, that the farm which the hon Member, Mr Jankielsoh stole... We
must investigate how he got his farm. [Interjections] [Inaudible] | think we
must bring that to an end. | know that he has stolen that farm. That farm was

stolen by his forefathers, and they are still there!

All Government departments will take graduates for internship,.. [interjction]

Mr R JANKIELSOHN: | do not even know where. .. [Inaudible]

Hon PREMIER: You see, when he hides thing he says that they are his wive's.
[Laughter] Al Government departments will take graduates on internship

programimes of 12 months. On July 2014 we are launching the Free State Human

Resource and Development Council.

And, | just want to say to the hon Member, Ms Tshabalata: The NDP - there was
an open transparent process. it is not a document of the ANC. it is a document
of the people of South Africa. This National Development Plan has been taken
from one length of the country... There was thorough consultation, just like
what happened during the Constitution making process. The same process was

followed.
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That is why it is supported by everybody. Even when the EFF was still part of us,
they made inputs to the NDP. Now, they disown it, after stabling a new party
called the Economic Freedom Fighters. The NDP is a living document. If you

have gone to school you will understand what is meant by ‘a tiving document’.

A ‘living document’ means that ‘this document can be improved where there
areas supposed to be changes’. The document is going to guide South Africa until
2030. That is what we cal! ‘visionary leadership’. What else do you want from
the ANC? It is happening for the first time in the history of the ANC, to have a
long-term plan. it is after a very long time. It did not even happen during

apartheid times.

it also did not happen during the times of other presidents. President Jacch
Zuma identified the need to have a Planning Commission. This is the outcome
of that realisation of long-term planning. And, I think the Government is on the

right track. However, | think we will work with the hon Member to deal with

other issues, including the issues of land.

However, you know, with the issue of land, we are nationbuilders, We are not
going to reverse and want to revenge. The hon Member, Mr Jankielsohn, can
provoke us, but we will not be side-stepped. We will focus and lead the people

of South Africa correctly. [Applause]
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We are not going te put him in jail for having killed people in Namibia and in
South Africa during the eighties, because he was a soldier. And, I can tell you, !
know of how many people he has killed, [Applause] | know him even when he
was a soldier. |was a freedom fighter, and | was there during the struggle against
apartheid. You never knew me, but | knew you as one little man...

[Interjections] [Inaudible] [Laughter] [Applause] ..who killed and murdered,

ruthlessty, our people.

You-have not appeared before the Truth Commission. And, maybe, there should
be time, because we have reconciled with the past. We have forgiven you for
all the wrongs you have done, and there is nothing wrong in doing that, because

we are not dealing with you, but dealing with the ‘system’ which has... That is

how they brought you up.

HON MEMBER: Yes!

Hon PREMIER: Hon Member, Mr Jankielsohn, you do not have... Through you,

hon Speaker, hon Member, Mr Jankielsohn, does not respect any person who is

black.

HON MEMBER: Yes!
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Hon PREMIER: Go and ask his domestic worker. The domestic worker there will

tell you how is being handled by the hon Member, Mr Jankielsohn.

HOM MEMBER: She is a slave!

HON PREMIER: They are still treating our people like slaves]

HON MEMBER: Yes!

HON PREMIER: But, they want their votes!

Mr R JANKIELSOHN: You are iying.

HON PREMIER: This is a real story. !t is a real story. Go and check where they

sleep.

Mr R JANKIELSOHN: You are a liar,

HON PREMIER: Hon Member, Mr Jankielsohn, does not care about our people,
but during elections they want their votes. Hon Member, My Jankielson, through
you, hon Speaker, the people of Tweespruit, Wetkom, Virginia, Viljoenskroon,
and Batho (in Bloemfontein) are so happy about the two rooms we have

destroyed. Go and see where they are staying! [Applause] You will not



appreciate it because you have oppressed other people! You were one of the

oppressors. What did we gain from you? Nothing!

HON MEMBER: Yes, he must go to those communities!

HON PREMIER: You must go to those communities - to Vrede or anywhere. For
as long as our people are happy, | can tell you... You can make a lot of noise or
do anything, go to hell and heaven... {Applause] ...we will stay focused. Hon
Speaker, this hon Member will never de-focus us! We will serve our people with
loyalty and honesty! And, for as long as they are happy, we do not care about
those racists who are still thinking that this are still the times of ‘Baas Nel” and

‘Baas Jan’, ‘klein miesies” and ‘klein baas™

Because, that is the mentality of the hon Member, Mr Jankielsohn. That time is
gone! You will never see it, and my children will never call you ‘Baas’. They wilt
never ever! And, | am teaching them everyday that “look here my boy, you must
never call somebody ‘baas’ and ‘misies’ because of the colour of their skin”,
because they are all human beings! And | can assure the hon Member, Mr

Jankielsohn, that his attitude will never make us change.

| do not know, because the DA these days put people in parliament. There is this

woman who calls herself Van Damme (sic).
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HON MEMBER: Van Damme (sic).

HON PREMIER: She is there in Partiament, and she is from Swaziland. She has

claimed to be a South African.

HON MEMBER: Fraudulent |D!

HON PREMIER: A fraudulent ID, and the DA does not do anything about it.
[Applause] And | wonder whether hon Member, Mr Jankielsohn, is a South
African. [Laughter] i am starting to wonder serfously whether he was born in
this country. Because | have always tried to... * Jankielsohn’, where does he
come from? [Laughter] So, all of these things, hon Member, Mr Komphela,
through you, hon Speaker, { think we must try and investigate the origin of the

hon Member, Mr Jankielsohn!

Where does he come from? Who is he? How did he arrive here? Because he
wants Government’s work to go to his friends. | have told you about this so many
times, when he brought his friends, his ‘white friends’, to government. He said
“please employ this one”. And, | said: “Look here, | do not take mandates, and
no baas tells me what to do. | am the baas here”. [Laughter] And ) want hon

Member, Mr Jankielsohn, to know that |'am the baas of this Province! [Applause]
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it does not matter how high he jumps, | am the one in charge, and the ANC is in

charge. The ANC will be in charge until he dies! [Applause]

Mr R JANKIELSOHN: [Inaudible]

HON PREMIER: Until he dies! The ANC will still be in charge! i is nota dream,
it is the real thing, The ‘baaskaap’ days are gone. The hon Member must listen.
He must go and see the fish hatchery. There a millions of rands spent by the
Chinese there. He must listen. This is a national project, and there is a country
to country relationship. You do not just wake up one day and you give people a
licence and then they have a fish which is actually not South African, and its

going to [inaudible] every fish in the river.

You must know, you have gone to school. | do not know how the University of
the Free State took you and placed you therel | thought you were a learned
person! Has this ‘white education’ domesticated you? - [Inaudible] There is no
way you can have brain when ‘white education’ has domesticated you and

indoctrinated a lot of black people who have joined the DA, Simple

indoctrination!

So, we mnust forgive such human beings. Ours is to groom and nurture, and show
the hon Member, Mr Jankielsohn, a non-racial future. You will remain here in

this country. We accept youl We are not pushing you into the sea.
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[interjections] [inaudible] We will not push you into the sea. We have not taken
back what you have stolen from our people. We have not taken it back! We

have forgiven you, and we will continue to forgive you because...

Sesotho:

...hothwe “o ba tshwarele hobane ha ba tsebe seo ba se etsang”.

English:

You do not know what you are doing.

The SPEAKER: Half a minute.

HON PREMIER: You know, this hon Member, hon Speaker... | have letters that

he wrote to the Free State Times, telling them what to do and what to say.

have those letters.

Mr R JANKIELSOHN: Bring them,

HON PREMIER: No, ! will not bring them to you. You are not my ‘baas’! Who
are you anyway? | have those letters. That is how the DA has been operating.

Look at the journalists who are in parliament who are members of the DA. And



they keep on telling us about ‘independent’ medial Look at the pecple who are

working for the NPA.

Ms M G QABATHE (MEC): Yes! They are members!

HON PREMIER: They are there! They are working and then give DA information.
They have papers which report every month to America, and they get information

from Jankielsohn in the Free State. And they think we are stupid, because we

are black.

Mr R JANKIELSOHN: It must be the CIA's.

HON PREMIER: You are a product of the CIA yourself. You arel In fact, those
are your employers. Our people are happy! We are building roads in the
townships. They are happyl The people in QwaQwa are happy! The people
where you come from are happy. The poor whites which you have dumped, the
ones which the DA does not want to be associated with, they are happy. We will
look after them and do things for them. [Applause] They are happy about the

ANC.

We are the future, and we will deliver even to those who have not voted for us.

[Interjection]

i6
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The SPEAKER: Hon Premier.

HON PREMIER: Total of 500 whites are at universities today. They are getting
bursaries from this government, because we are bulding a non-racial...

[Interjection]

The SPEAKER: Hon Premier.

HON PREMIER: They are happy, and they will remain happy. So you can shout

to the loudest, we will never change. We will stay focused. You can go 10

whatever place... Dromedaris and Reiger can take you back to the days of Jan

Van Rieebeck... [interjection]

The SPEAKER: Hon Premier.

HON PREMIER: Where you come from.

The SPEAKER: Hon Premier.

HON PREMIER: Dromedaris... You came by Dromedaris into this Province.

[Laughter]

1i
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ADJOURNMENT OF THE LEGISLATURE

The SPEAKER: Hon Premier, | am afraid your time is up. Hon Members, the

reply by the hon Premier conctudes the debate on Vote 1 - Office of the Premier.

The House shall adjourn until tomorrow, Wednesday, 09 July 2014 at 09:00 in
the morning. The House shall follow the same routine as teday and conclude its

business in the evening.

And, tomorrow, hon Members, please take your high-blood pressure tablets.

[Laughter] Let us all start on a very good note. The House is adjourned.

THE HOUSE ADJOURNED AT 19:19
UNTIL WEDNESDAY, 09 JULY 2014
AT 09:00,

FOURTH RAADSAAL

12
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THE OFFICIAL OPPOSITION m
FREE STATE PROVINCIAL LEGISLATURE

Tel: +27 81 407 1234

Fax: +27 §1 430 8338 .
Emall: secretary@da.fs.org.za

www.da.org.za

P.O. Box 81, Bloemfontein, 9300

Hon M. Qabathe MPL
Speaker: Free State Legislature

1 July 2015
Hon Speaker
Re: MEC M. Zwane’s failure to adhere to Speaker’s ruling of 17 June 2015

During the sitting of 17 June 2015 the MEC for Agriculture and Rural Development, Hon
M. Zwane, indicated that he was not prepared to answer a question that was published in
the IQP as question two on 6 August 2014. This question was eventually placed on the
order paper for oral reply on the sitting that was scheduled for 11 June 2015. The rules
indicate that outstanding questions should have been on the order paper for oral reply last

year already.

During the sitting of 17 June the MEC indicated that the question had been replied to, and
as such he was not prepared to offer a reply. I indicated that we had not received a reply
and requested that a ruling is made that it is replied to by the end of business on Friday,
19 June. The Speaker then made a formal ruling that all outstanding questions on the
order paper should be replied to and submitted to the office of the Secretary of the
Legislature by the end of business on Monday, 22 June. The fact that the MEC indicated
that he had a prepared reply implies that he could submit it immediately.

Inquiries within the administration have indicated that not only was no reply submitted
by the MEC in terms of the ruling, but that he had blatantly ignored the ruling of the
Speaker. This implies that the MEC deliberately misled the House and is subsequently in
contempt of the Speaker’s ruling.

With this in mind I request the following from the Speaker:

1. That the MEC is instructed to submit the reply immediately.
That the matter of his misleading the House be referred to the Ethics Committee for
investigation.

3. That the matter of his contempt of a formal ruling of the Speaker in the House be
referred to the Ethics Committee for investigation.

4. That the Speaker will ensure that measures are put in place that protect the rights of
MPL’s to receive replies to questions in terms of the Standing Rules and Orders.

5. That the Speaker will implement measures that ensure that the constitutional mandate
of the Legislature, which is to ensure accountability and oversight over the Executive,

are put in place.

LEADER: Mmusi Maimane | CHAIRPERSON: Athol Trollip
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Your favourable consideration of the above will be appreciated.

Yours truly,
W&J\’\

Roy Jankielsohn MPL
Leader of the Opposition
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REPORT OF THE AUDITOR GENERAL Report of the auditor-general to the Free State Legislature on
vote no. 11: Department of Agriculture and Rural Development 2017/18 Financial Year

Page 123

Service delivery

13. During the 2012-13 financial year, the department established a dairy farm to the contract value
of R570 000 000, which was to be contributed by two parties {department contributing R342 000
000 and Estina (Pty) Ltd contributing R228 000 000). During the contract period, the department
spent R143 950 000. It is not known how much Estina (Pty) Ltd contributed. The purpose of the
project was to create opportunities for the emerging milk producing farmers in the Phumelela local
municipal area (Vrede} and the anticipated business model was to source milk from surrounding
dairy farmers and community members. The department had identified approximately 100 emerging
farmers as beneficiaries, but at the date of this report it had not been handed over to these
beneficiaries. The contract with Estina (Pty} Ltd was cancelled in August 2014 and payments
amounting to R106 252 652 were made to Estina {Pty) Ltd for outstanding orders.

14. The department is currently funding the farm through a management contract with the Free
State Development Corporation (FDC). Payments transferred to the FDC for the operations of the
farm amounted to R20 million in 2017-18 and R51,2 million in prior years.
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REPORT OF THE PUBLIC PROTECTOR IN TERMS OF SECTION 182(1){b) OF THE
CONSTITUTION OF THE REPUBLIC OF SOUTH AFRICA, 1896 AND SECTION 8(1) OF

THE PUBLIC PROTECTOR ACT, 1994

PUBLIC PROIECIOR
SOUTH fifRICA

REPORT NO: 31 of 2017/18
ISBN: 978-1-928366-53-9

“Allegations of maladministration against the Free State Department of Agriculture -
Vrede Integrated Dairy Project”

REPORT ON AN INVESTIGATION INTO COMPLAINTS OF MALADMINISTRATION
AGAINST THE FREE STATE DEPARTMENT OF AGRICULTURE IN RESPECT OF NON-
ADHERENCE TO TREASURY PRESCRIPTS AND LACK OF FINANCIAL CONTROL IN
THE ADMINISTRATION OF THE VREDE INTEGRATED DAIRY PROJECT
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Executive Summary

() This is a report of the Public Protector issued in terms of section 182(1)(b) of the
Constitution of the Republic of South Africa, 1996, and seciion 8(1) of the Public

Protector Act, 1984.

(i) The report relates to an investigation into the alleged maladministration by the Free
State Department of Agriculture and Rural Development (the Department) in that it did
not adhere to treasury prescripts and lack of financial control in the administration of the

Vrede Dairy Project (the Project).

(i) The Complainant is Mr R Janklelsohn (the Complainant) a member of the Free State
Provincial Legislature representing the Democrafic Alilance. Mr Jankielsohn submitted
a complaint alleging maladministration after visiting the Vrede Dairy Farm and received
answers to questions posed in the Free State Legislature which were not satisfactorily

answered according to him.

(iv) In the main, the complaint dated 12 September 2013 provides:

{(a) That the Portfolio Committse on Agriculture and Rural Development in the Free
State Legislature, around September 2013, heard from the Head of
Department, Mr M P Thabete, that an agreement between the province and the
private sector partners ESTINA/PARAS in the Vrede Dairy Project was subject

{o a confidentiality clause;

(b) That in terms of the agreement the Indian company "PARAS” and their South
African Pariner "ESTINA" would receive a 49% share with a R228 million
investment in the R570 million project, while the 100 local beneficiaries would
jointly receive 51% shares through a government investment of R342 million.
This implied that ESTINA/PARAS would obtain a 48% share with an investment
of only 40% of the projected cost of the project. Government would thus be

3
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V)

(c)

(d)

investing R144 million more in the project than their private sector partners
without the beneficiaries receiving the proportionate number of shares;

The project planned to milk 500 cows and produce 40 000 iitres of milk per day
that would be processed by a factory built by ESTINA/PARAS. The Department
had invested R30 million in the project the previous year on designs, an
Environmental Impact Assessment, planting of fodder, etc. On the year the
complaint was lodged, an amount of R84 million was to be invested in the
infrastructure, machinery and caitle. The Department had indicated that 400
pregnant cattle had already been purchased for the project; and

That the Public Protector had {o investigate the issues in an attempt to ensure
transparency in the project as well as an equitable share in the project for the
local 100 beneficiaries based on the govermment investment.

On 28 March 2014, the Public Protector received a further compiaint from the
Complainant on the Project. The Complainant made the same allegations as those
received on 12 September 2013, The second complaint was:

(a)

(b}

That it had come to light that ESTINA would only contribute if necessary and
that they were also benefiting from the supply of goods and services from the
contributions from the provincial govemment;

That the R342 million was also subject to hugely inflated costs, some of which
included among others the construction of a silage bunker for R5 000 000.00; a
2km grave! access road for R1 200 000.00; a security gate and guard house for
R2 6000 000.00; a catile feed pant for R7 350 000.00; a miiking pariour and mild
processing plant for R30 050 000.00; tools such as Spanners, shovels, grinders,
air compressors, eic. for R2 $13 000.00; administrative, legal, accounting and
other consulting fees for R12 000 000.00; imrigation equipment, pasteurizer and
dairy equipment for R37 779 61 3.00 and 351 dairy cows for Rg 212 000.00;
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(c) That the Free State government had paid R2 838 000.00 more for the 351 dairy
cows than was necessary. There also appeared to be no official record of such
transactions within the breed society that kept stud books of such cattle. Even
though the value of the cattle bought was questionable, the DA had made
enquiries about the best possible market prices for stud cattle with the Free
State Friesland Breed Society. The market prices for prime cattle were indicated
in the following table:

Types of Heifers [ Number Purchased | Market price  of [ Total Costs 1
Purchased Friesland/Holstein
Stud Heifers
Pregnant Heifers 62 R15 000 per heifer | R930 000
Breeding Cows 57 R16 000 per cow R912000 b
Calves 12 months + | 70 R8 000 per heifer R560 000
"Heifers 9-12 monihs | 77 R6 000 per heifer | R462 000
Heifers 6-9 months | 85 R4 000 fo R6 000 per | R510 000
heifer (maximum)
| TOTAL R3 374 000

(d) That at the time, the national Department of Agriculture had supplied the
provincial government with R40 468 231 worth of equipment that included
tractors and most of the other related equipment for pianting and maintaining
crops. Purchasing additional tractors and equipment for the project wasn't
necessary and jointly cost the project an additional R5 867 494 .00;

(e}  That the top range rotary milking machines with electronic sensors cost about

RS5 000.00 per point. The machines for the 82 points should not have cost more
than about R4.5 million. They were included as part of the R30 050 000.00 price
tag that included the milk pracessing plant;
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(f} That It appeared the payments for goods and services were in some, if not all,
instances highly inflated. it was also not known who the supplisrs of the various
goods and services were, and whether the suppliers, implementing agents, or
officials were responsible for the inflated prices;

(g) That the agreement with ESTINA included a clause that the service provider would
be “responsible to ensure that they comply with environmental requirements”™ had
already been breached since complaints of indiscriminate ploughing of natural fields
and wetlands had been received. This could not be done without the necessary
environmental procedures being followed; and

(h)  That various reports indicated that up to between 50 and 100 cattle had died
since being purchased. There was obviously a serious problem with these cattle
and this was costing taxpayers a great deal of money. It was not known what
the cause of the deaths was, or what the costs of this was. Furthermore that
some carcasses had also been dumped next to a stream that ran into the
catchment area for water for the town of Vrede/Ezenzeleni. These had just been
covered with gravel and still posed a risk when it rained.

(vi)  On 10 May 2018, afler the issues in the investigation were identified by the Public
Protector, the Complainant further submitted the foilowing:

(a) That the appointment of ESTINA as partner in the project did not foliow the
necessary state procurement processes;

(b) ESTINA misrepresented itself as being in partnership with a large dairy
company in India, namely PARAS, by marketing itself in presentations as
“Estina/Paras. This could not have been overlooked by those who approved the
project since logic dictates that Paras would be part of such a presentation or at
least be requested to commit in writing to being part of the project;



RJ-320

fopoit of the Fuplic F1otocior #ehiga 3 AU

(c)

()

(e)

(9)

(h}

{0

)

The contract was approved by the legal department in the Office of the Premier,
as confimed by the CFO in interviews. The contract clearly benefits ESTINA at
the cost of the state, taxpayers, and beneficiaries;

The fact that ESTINA was both a partner and implementing agent was highly
iregular. ESTINA subsequently received up to R183 million for the construction
of infrastructure and purchasing of cattle for the project. jt appeared that costs
of some of the items were Inflated and that the processing plant that was paid

for was dysfunctional:

The fact that ESTINA would receive 49% share in the project with only a 40%
contribution was irregular and robs the taxpayers and beneficiaries of a 9%

share;

ESTINA was allowed 1o abscond from the project without any accountabillty.
The FDC have taken over their management role in this project:

The Mahoma Mobung parf of the project, including bank accounts in this name,
was unclear and appeared to be irregular;

The fact that the 80 beneficiaries had been sidelined, while they in fact should
own 51% of the project, implied that they were used as pawns o justify the
project after the DA requested the names from them. A meeting with some of
them indicated that they were merely names on a piece of paper with no further
information or involvement. They had a right to claim their 51 % share;

The Nationai Treasury investigation had revealed various imegularities with
recommendations of disciplinary procedures against both the Hop and CFOQ,
which had been ignored by the provincial government and the Premier. The
recommendations had to be implemented:

Questions in the Portfolic Committee on Economic Affairs that included
agricuiture in the Free State Legisiature relating to the Vrede Dairy Project had
7
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(

(vili)

been ignored. In fact the Chairperson of the committee would not allow any
questions to the Department of Agriculture on the issue by the members of the
legislature. The former MEC for the Agriculture and Rural Development, Mamiki
Qabathe, refused 10 answer questions relating to the project in the committee;

(k) While the FDC had taken over the management of the project, the Department
of Agriculture and Rural Development continued to make monthly payments for
running costs such as food into the project,”

vii}  On analysis of the complaint received in 2013 and 2014, the following issues were
identified and investigated:

{a) Whether the Depariment improperiy entered into a Public Private Partnership
agreement for the implementation of the Vrede Dairy Project;

(b}  Whether the Depariment failed to manage and monitor implementation of the
terms of the agreement In relation 1o budget evaluation, expenditure control and

performance by ESTINA:

(€)  Whether or not prices for goods and services procured were inflated, specifically
alleged expenses in respect of construction, processing equipment, pracurement
of cows and administration costs; and

The following issues were not investigated due to capacity and flnancial
constraints experience by the Office of the Public Protector:

(@) The cause of the alleged deaths of the cattie. The photographs submitted in respect
of the alleged deaths of the cattle indicated that the deaths did not oceur recently.
The Minister of Water Affairs intervened and issued instructions on the removal of

the d=ad cows,
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(b)

(c)

(d)

(e)

U]

(ix)

(x}

Issues emanating from the complaint sent on 10 May 2016 as the issues pertaining
fo the investigation were already identified and an investigation was at an advance

stage.

The issue of value for Mmoney obtained by the Government in terms of the agreement
was investigated by National Treasury: Accountant General.

The recent newspaper articles on the €mails reported, relating to the Gupta family,
that surfaced around June 2017, referring to the Project were noted but do not form

part of the scope of this investigation,

How the money transferred to ESTINA were spent by ESTINA, as the Directorate
for Priority Crime is dealing with the issue.

The matter relating to beneficiaries who were intended to benefit from the project
due fo lack of information.

The investigation process was conducied through meetings and interviews with the
Complainant and relevant officials of the Department as well as inspection of ali
relevant documents and analysis and application of al| relevant laws, policies and

refated prescripts.

Key laws and policies taken into account to determine if there had been
maladminisiration by the Department and prejudice to the Complainant or South
African Citizens were principally those imposing administrative standards that
should have been complied with by the Department or its officials. Those are the

following:

(a) Sections 195 and 217 of the Constitution create the basis for a public

procurement framework aimed at ensuring equity, good governance and
administration, fair dealing in the administrative context, enhancing protection
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of the individual against abuse of state power, promoting public participation
in decision-making, and strengthening the notion that public officials are
answerabie and accountable {o the public they are meant to serve.

{b}) There are certain requirements before a government can successfully use
Publio—Private—Paﬂnerships {PPF) to procure public services infrastructure or
services. A detailed legisiative framework is in place through the Public
Finance Management Act, 1 of 1999 (PFMA) and PFMA regulation 18 of the

Treasury Regulation (Regulations).

(c) Sections 38, 39 and 40 of the PFMA require Accounting Officers of
departments to ensure that effective, efficient and transparent financial and
risk management systems are in place.

(xi} Having considered the evidence uncovered during the investigation against the relevant
regulatory framework, the Public Protector makes the following findings:

{a) Regarding whether the Department of Agriculture improperly entered into
a Public Private Partnership agreement for the impiementation of the Virede

Dairy Project:

(aa) The aliegation that the Department improperly entered into a Public Private
Partnership agreement for the implementation of the Vrede Dairy project

is not substantiated.

(bb)  The Department did not enter into a PPP with ESTINA in the context of
Treasury Regulation requirements.

" Deverish, Govender and Huime Adbvstrtve Law 14.45
10
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Observations

(cc)  The Public Protector in concurrence with the Accountant Genemis
investigation observed the foliowing procurement irregularities:-

(1) That the HoD of the depariment did not follow the nomnal
procurement process, as prescribed by the Constitution, PFMA and
National Treasury Regulations;

(2) That the payments to Estina were also not line with Treasury
prescripts;

(3) That the agreement between the Department and Estina seems to
be invalid, due to non -compliance with the procurement process;

{4) Thatdespite the Accountant General's report, the depariment failed
to comply with section 81 and 86 of the PFMA, which prescribed the
process to be followed when there is allegations of financial

misconduct;

(dd)  The prescripts in respect of the procurement of the agreement were not
adhered to.

{(ee) The Accounting Officer of the Department proceeded after the
recommendation of the Accountant General to pay a further R143, 950
million fo ESTINA in respect of the Project.

{b) Regarding whether the Department faited to manage and monltor
implementation of the terms of the agreement in relation to budget
evaluation, expenditure control and performance by ESTINA:

{aa) The allegation that the Department failed to manage and monitor
implementation of the terms of agreement is substantiated,

11
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(c)

(aa)

(bb)

(cc)

(dd)

(ee)

No documents and/or policies or measures were provided by the
Department that proper financial control and rigk management of the
Project were in place. The Public Protector could find no evidence or
indication that the Accounting Officer invoked the provisions of the
agreement in respect of the control over the Project and this raises a
serious concern. This concern was Supported by the report of the
Accountant General and the lack of effective, efficient and transparent
systems of financial and risk management and internal control amounts
to gross negligence and maladministration.

No supporting evidence in the form of actual invoices/receipts was
submitted fo substantiate the expenditure as claimed in the financial
13

statements submitted, except for nine {9) invoices for procurement of
catfle.

The evidence outlined eariier points 1o gross irregularities in ensuring the
effective and efficient performance of the agreement and resulted in
maladministration.

From the above it is clear that this amounts to gross negligence and also
constitutes improper conduct as envisaged in section 182(1) of the
Constitution and maladministration as envisaged in section 8 of the

Public Protector Act.

Whether the prices for goods and services procured were [nflated,

specifically alleged expenses In respect of construction, processing

equipment, procurement of cows and administration costs:

The aflegation that the prices for goods and services procured were inflated,
specifically expenses in respect of construction, processing equipment,

12
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procurement of cows and administration costs is difficult to determine. This is due
to the following:

1. ESTINA did not follow public procurement processes when procuring the
services of the service providers in the project;

2. Due to the lack of resources and financial constraints, the Public Protector
was unable to conduct a comprehensive investigation in order to determine
the falr market value for good and services procured; and

3. The Public Protector was not provided with all the invoices and proof of
payments for the goods and services procured by Estina on behalf of the

Department.
{xi) REMEDIAL ACTION

The appropriate remediat action the Public Protector takes in pursuit of sectien 182(1)(c) of
the Constitution, with the view of addressing systemic procurement management deficiencies
in the Department and the irregular expenditure incurred, is the following:

{(a) The Premier of the Free State Province must

(aa) Initiate and institute disciplinary action against all implicated officials
invoived in the Vrede Dairy Farm project.

(bb) Submit the report regarding the remedia! action in (aa) to the Public
Protector after conclusion of the disciplinary action processes.

{cc) Ensure that that he conducts a reconciliation of the number of cows initially
procured and found during April 2017 as per his undertaking in the

response to the section 7(8) notice.
13
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(dd) Ensure that he submit an implementation plan within 30 days of the issuing
of this report.

{b) The Head of the Free State Department of Agriculture must:

{aa) Ensure that the officials in the Supply Chain Management Division and the
Management of the Department are trained on the prescripts of the
National and Provincial Treasuries in respect of procurement and
specifically in respect of deviations;

(bb) Take corrective measures to Prevent a recurrence of the failure in the
Mmanagement process referred to in this report:

(cc) Ensure that all Departmental siaff involved in the implementation and
execution of Projects are properly trained and capacitated to manage
Projects assigned to them, for future projects; and

{dd) Develop and revise current policies for the implementation of internaj
control measures in line with Treasury prescripts and regulations.

14
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REPORT ON A SYSTEMIC INVESTIGATION INTO COMPLAINTS OF
MALADMINISTRATION AGAINST THE Free State DEPARTMENT OF AGRICULTURE IN
RESPECT OF NON-ADHERENCE TO TREASURY PRESCRIPTS AND LACK oOF
FINANCIAL CONTROL iN THE ADMINISTRATION OF THE VREDE INTEGRATED DAIRY

PROJECT
1. INTRODUCTION

1.1. This is a report of the Public Protector issued in terms of section 182(1)(b) of the
Constitution of the Republic of South Africa, 1996 (the Constitution) and section
8(1) of the Public Protector Act, 1984 (the Public Protector Act).

1.2, The report is submitted in terms of section 8(3) of the Public Protector Act to the
following people to note the outcome of my investigation:

1.2.1. The Premier of the Free State Province, Mr ES Magashule;

1.2.2. The Head of the Free State Department of Agriculture and Rural Development,
Mr MP Thabethe;

1.2.3. The Auditor General of Scuth Africa;
1.24. The Head of Directorate for Priority Crime Investigation; and

12.5. The Natlona! Director of Publjic Prosecutions.

1.3. A copy of the report is aiso provided to Mr R Jankielsohn, Free State Provincial
Legislature, Democratic Alliance (Complainant) and The Member of the
Executive Council for the Free State Department of Agriculture and Rural
Development, Mr O Khoabane to inform them about the outcome of my
investigation.

15
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1.4. The report relates an investigation into the alleged maladministration by the Free
State Department of Agriculture and Rural Development (the Department) in that
the Department did not adhere to Treasury Prescripts when the Vrede Integrated
Dairy Project (Project) was implemented and the lack of financial contro! in the

administration of the Project.

2. THE COMPLAINT
2.1. The Complainant submitted a complaint on 12 September 2013 with the following

allegations of maladministration in respect of project:

2.1.1. That the Portfolic Committee on Agriculture and Rural Development in the Free
State Legislature, around September 2013, heard from the Head of Department,
Mr M P Thabete, that an agreement between the province and the private sector
bartners ESTINA/PARAS in the Vrede Dairy Project Is subject is subject to a

confidentiaiity clause;

2.1.2. That in terms of the agreement the indian company “ESTINA" and their South
African Partner “PARAS” will receive a 49% share with a R228 million investment
in the R570 million project, while the 100 local beneficiaries wili Jointly recelve
51% shares through a government investment of R342 million. This implies that
ESTINA/PARAS will obtain a 46% share with an investment of only 40% of the
projected cost of the project. Government will thus be investigating R144 million
more in the project than their private sector partners without the beneficiaries
receiving the proportionate number of shares;

2.1.3. That the project plans to mik 500 cows and produced 40 000 litres of milk per
day that will be processed by a factory buiit by ESTINA/PARAS. The Department
invested R30 million in the project last year on designs, an Environmental Impact
Assessment, planting of fodder, etc. This year an amount of R84 million is to be
invested in the infrastructure, machinery and cattle. The Department indicated

that 400 pregnant cattie had already been purchased for the project; and
18
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2.1.4.

2.2.

2.2.1.

2.2.2,

2.2.3.

That the Public Protector investigate the issues in an attempt to ensure
transparency in the project as well as an equitable share in the project for the
local 100 beneficiaries based on the government investment.

On 28 March 2014, the Public Protector received a further complaint from the
Compilainant on the Project. The Complainant made the same allegations as the
allegations received on 12 September 2013, The second complaint was:

That it has come to light that ESTINA would only contribute if hecessary and that
they are also benefiting from the supply of goods and services from the
contributions from the provincial govermnment;

That the R342 million is aiso subject to hugely inflated costs, some of these
include among others incliding construction of a silage bunker for R5 000 000.00;
& 2km gravel access road for R1 200 00C.00; a security gaie and guard house
for R2 8000 000.00: a cattle feed pant for R7 350 000.00; a milking parlour and
mild processing plant for R30 050 000.00; toois such as spanners, shovels,
grinders, air compressors, etc. for R2 513 000.00; adminisirative, legal
accounting and other consuiting fees for R12 000 000.00; Irigation equipment,
pasteurizer and dairy equipment for R37 779 613.00 and 351 dairy cows for

R6 212 000.00;

That the Free State government paid R2 838 000.00 more for the 351 dairy cows
than was necessary. There also appears to be no official record of such
transactions within the breed society that keep stud books of such cattle. Even
though the value of the cattle bought is questionable, the DA made enguiries
about the best possible market prices for stud cattle with the Free State Friesland
Breed Society. The market prices for prime cattle are indicated in the following

table:

17
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[Types of Heifers | Number Purchased Market price  of [ Total Costs

f Purchased Friesland/Holstein

L Stud Heifers

] Pregnant Haifers 62 R15 000 per heifer | R930 0og ,

/’?meding Cows ’ 57 R16 000 per cow R912 000 J
Calves 12 months + ' 70 R8 000 per helfer R580 000

, Heifers 9-12 months [77 R6 000 per heifer | R462 000 \%
| Hsifers 6-8 months | 85 R4 000 to R6 000 per | R510 GoQ ’

[ heifer (maximum)

LTOTAL [ ] R3 374 000 7

224, That recently the nationaj Department of Agriculture supplied the provincial
government with R40 466 231 worth of equipment that included tractors and most
of the other refated equipment for planting and mainfaining crops. Purchasing
additional tractors and equipment for this project wasn’t hecessary and jointly cost
the project an additional RS 887 494.00;

2.2.5. That the top range rotary milking machines with electronic sensors cost about
RS55 000.00 per point. The machines for the 82 points should not have cost more
than about R4.5 miilion. They are included as part of the R30 050 000.00 price
tag that inciudes the mitk processing plant:

226. That it appears that the payments for goods and services are in some, if not al,
instances highly infiated. It is also not known who the suppliers of the various
goods and services are, and whether the suppliers, implementing agents, or
officials are responsible for the inflated prices;

227 That the agreement with ESTINA Includes a clause that the service provider will

be *responsible to ensure that they comply with environmentaj requirements” has
already been breached since Ccomplaints have been received of indiscriminate

18
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2.238.

2.3

2.3.1.

232,

2.3.3.

2.34.

ploughing of natural fields and wetlands. This cannot be done without the
necessary envirenmental procedures being followed; and

That various reports indicate that up to between 50 and 100 cattie have died since
being purchased. There is obviously a serious Problem with these cattle and this
is costing taxpayers a great deal of money. Itis not known what the causes of the
deaths are, or what the costs is of this. Furthermore that some carcasses have
also been dumped next to a stream that runs into the catchment area for water
for the town of Vrede/Ezenzeleni. These have just been covered with gravel and

still pose a risk when jt rains.

On 10 May 2016, after the issues in the investigation were identified by the Public
Protector and investigation was at an advance stages, the Complainant further

submitted the following:

That the appointment of ESTINA as pariner in the project did not follow the
necessary state procurement processes;

ESTINA misrepresented itself as being in Partnership with a large dairy company
in India, namely PARAS, by marketing itseif in presentations as “ESTINA/PARAS,
This could not have been overlooked by those who approved the project since
logic dictates that Paras would be part of such a presentation or at ieast be
requested to commit in writing to being part of the project:

The contract was approved by the legal department in the Office of the Premier,
as confirmed by the CFO in interviews. The contract clearly benefits ESTINA at

the cost of the state, taxpayers, and beneficiaries;

The fact that ESTINA was both a partner and implementing agent is highly
iregular. ESTINA subsequently received Up fo R183 million for the construction

of infrastructure and purchasing of cattle for the project. It appears that costs of
19
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235

2.3.6.

237.

2.38.

2.3.9.

2.3.10.

some of the items were inflated and that the processing plant that was paid for is
dysfunctional;

The fact that ESTINA would receive 48% share in the project with only a 40%
contribution is irregular and robs the taxpayers and beneficiaries of a 9% share;

ESTINA was aliowed to abscond from the project without any accountability. The
FDC have taken over their management role in this project;

The Mahoma Mobung part of the project, including bank accounts in this name,
is unclear and appears to be iregular;

The fact that the 80 beneficiaries have heen sidefined, while they in fact should
own 51% of the project, implies that they were used as pawns to justify the project
after the DA requested the names from them. A meeting with some of them
indicates that they are merely names on a piece of paper with no further
infcrmation or involvement. They have a right to ciaim their 51 % share;

The National Treasury investigation has revealed various irregularities with
recommendations of disciplinary procedures against both the HoD and CFOC,
which has been ignored by the provincial government and the Premier. The
recommendations should be implemented;

That questions in the Portfolio Committee on Economic Affairs, which includes
agriculture in the Free State Legislature relating to the Vrede Dairy Project have
been ignored. In fact the Chairperson of the committee will not allow any questions
to the Department of Agricuiture on the issue by the members of the legislature.
The former MEC for the Agriculture and Rural Development, Mamiki Qabathe,
refused to answer questions relating to the project in the committee; and

20
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2.3.1.

3.1

3.2

That while the FDC have taken over the management of the project, the
Department of Agriulture and Rural Development continue to make monthly
payments for running costs such as food into the project.”

POWERS AND JURISDICTION OF THE PUBLIC PROTECTOR

The Public Protector is an independent constitutional body established under
section 181(1)(a) of the Constitution to strengthen constitutional democracy
through investigating and redressing improper conduct in state affairs.

Section 182(1) of the Constitution provides:
“The Public Protector has the pawer as regulated by national fegisiation-

(a) lo investigate any conduct in state affairs, or in the public
administration in any sphere of government, that is alleged or suspected
to-be improper or to result in any impropriely or prejudice:

(b) {o report on that conduct: and

{c) fo take appropriate remedial action.”

3.3 In the Economic Freedom Fighters v Speaker of the National Assembly and Others:

Democratic Alliance v Speaker of the National Assembly and Others the
Constitutional Court per Mogoeng C.J held that the remedial action taken by the Public
Protector has a binding efiect.2 The Constitutional Court further heid that: “When
remedial action is binding, compliance is not optional, whatever reservations the
affected party might have about its faimess, appropriateness or lawluiness. For this

reason, the remedial action taken against those under investigation cannot be ignored

rd

[2018] ZACC 11; 2016 (3) SA 580 (CC) and 2016 (5) BCLR 618 (CC) &t para [76).
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without any legal consequences.™. the Chief Justice Mogoeng stated the following,

when confirming the powers the public protector:

3.3.1 Complaints are lodged with the Public Protector to cure incidents of

impropriety, prejudice, unlawfui enrichment or corruption In government

circles (para 65);

3.3.2 An appropriate remedy must mean an effective remedy, for without effective
remedies for breach, the values underlying and the rights entrenched In the
Constitution cannot properly be upheld or enhanced. (para 87);

3.3.3 Taking appropriate remedial action is much more significant than making a mere
endeavor to address complaints as the mast the Public Protector could do in
terms of the Interim Constitution. However sensitive, embarrassing and far-
reaching the implications of her report and findings, she Is constitutionally
empowered to take action that has that effect, If it Is the best attempt at

curing the root cause of the complaint (para €8);

3.3.4 The legal effect of these remedial measures may simply be that those to whom
they are directed are o consider them properly, with due regard to their nature,
context and language, to determine what course to follow. {para 69)

3 Supra at para [73).
22
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3.35

3.3.6

3.3.7

3.3.8

3.3.9

Every complaint requires a practical or effective remedy that is in sync with its
own peculiarities and merits. It is the nature of the issue under investigation, the
findings made and the particular kind of remedial action taken, based on the
demands of the time, that would determine the legal effect it has on the person,

body or institution it is addressed to. (para 70);

the Public Protector's power to take appropriate remedial action is wide but
certainly not unfettered. What remedial action fo take in a particular case, will be
informed by the subject-matter of investigation and the type of findings

made. (para 71);

Implicit in the words “take action” is that the Public Protector is herself empowered
to decide on and determine the appropriate remedial measure. And “action”
presupposes, obviously where appropriate, concrete or meaningful steps,
Nothing in these words suggests that she necessarily has to leave the exercise
of the power to take remedial action to other Institutions or that it js power

that is by its nature of no consequencs; (para 71(a));

She has the power to determine the appropriate remedy and prescribe the

manner of its Implementation (para 71(d));

“Appropriate” means nothing less than effective, suitable, proper or fitting to
redress or undo the prejudice, impropriety, unlawful enrichment or

corruption, in a particular case (para 71{e));

23
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3.4 In the matter of the President of the Republic of South Africa v Office of the Public
Protector and Others, Case no 91139/2016 (13 December 201 7), the Court heki as

follows;

341 The Public Protector has power to take remedial action, which include instructing
the President to exercise powers enirusted on them under the constitution if that
is required to remedy the harm in question. (paragraph 82 of the judgment);

34.2 The Public Protector, in appropriate circumstances, have the power to direct the
president to appoint a commission of enquiry and to direct the manner of its
Implementation. Any contrary interpretation will be unconstitutionai as it will
render the power to take remedial action meaningless or ineffective. (paragraph
85 and 152 of the judgment)

343 There is nothing in the Public Protector act or Ethics Act that prohibit the Public
Protecior from instructing another entity to conduct further investigation, as she
is empowered by section 6(4) (¢} (ii) of the Public Protecior Act (paragraph 91

and 92 of the judgment)

344 Taking remedial action is not contingent upon a finding of impropriety or
prejudice. Section 182(1) afford the Public Protector with the following three

separate powers( paragraph 100 and 101 of the judgment):

3441 Conduct an investigation;
34.4.2 Report on that conduct; and
3443 To take remedial action.

345 The Public Protector is constitutionally empowered to take binding remedial
action on the basis of preliminary findings or prima facie findings. (paragraph 104

of the judgment);

i
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3468 The primary role of the Public Protector is that of an investigator and not an
adjudicator. Her role is not to supplant the role and function of the court.
{Paragraph 105 of the report). This was a finding on NEF judgment as well;

347 The fact that there is no firm findings on the wrong doing, this does not prohibit
the Public Protector from taking remedial action. The Public Protector's
observations constitute prima facie findings that point to serious misconduct
(paragraph 107 and 108 of the Judgment);

348 Prima facie evidence which point to serious misconduct is a sufficient and
appropriate basis for the Public protector to take remedial action { paragraph 112

of the judgment);

3.5 Section 182(2) directs that the Public Protector has additional powers and functions
prescribed by legislation.

3.6 The Public Protector is further mandated by the Public Protector Act to investigate and
redress maladministration and related improprieties in the conduct of state affairs. The
Public Protector is also given power to resolve disputes through conciliation, mediation,
negotiation or any other appropriate altemative dispute resolution mechanism,

3.7 Free State Department of Agriculture and Rural Development is an organ of state within
the meaning of section 239 of the Constitution and its conduct amounts to conduct in
state affairs, as a result the matter falls within the ambit of the Public Protector's

mandata.

3.8 ESTINA (Pty) Ltd was appointed as an Implementing Agent of the Department and
therefore performing public function and the department had a majority or controlling
shares in the project.
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3.8 The agreement, which is the subject matter, between the Department and ESTINA {Pty)
Ltd, was entered into in July 2012 and the complaint was lodged with the Office of the

Public Protector on 12 September 2013.

3.10 The Pubiic Protector has the necessary power and jurisdiction to investigate this matter

4, THE INVESTIGATION
41, Methodology
4.1.1. The investigation was conducted in terms of section 182 of the Constitution and

sections 6 and 7 of the Public Protector Act,

4.1.2, The Public Protector Act confers on the Public Protector the sole discretion to
determine how to resolve a dispute of alleged improper conduct or

maladministration.
42 Approach to the investigation
4.2.1. Like every Public Protector investigation, the investigation was approached using

an enquiry process that seeks 1o find out:

4.2.1.1  What happened?

42.1.2 What should have happened?

4.21.3 s there a discrepancy between what happened and what should have happened
and does that deviation amount to maladministration?

4214 Inthe event of maladministration what would it take to remedy the wrong or to place
the Complainant as close as pessible to where they would have been but for the

maladministration or improper conduct?

26



RJ-340

Nepoit of the Public Frotecior Feliiuar ¥ 2EG1G

422, The question regarding what happened is resolved through a factual enquiry
relying on the evidence provided by the parties and independently sourced during
the investigation. In this particular case, the factual enquiry principally focused on
whether or not the Department acted improperly In relation to adherence 1o
Treasury Prescripts in respect of the implementation of the Project and whether
adequate control was exercised over the Project in terms of legislative prescripts.

42.3. The enquiry regarding what should have happened, focuses on the law or rules
that regulate the standard that should have been met by the Department or organ

of state to prevent maladministration and prejudice.

424. The enquiry regarding the remedy or remedial action seeks to explore options for
redressing the consequences of maladministration. Where & Complainant has
suffered prejudice the idea is to place him or her as close as possible to where
they would have been had the Department or organ of state complied with the
regulatory framework setting the applicable standards for good administration.

4.3. On analysis of the complaint, the following were issues considered and
investigated:

4.3.1. Whether the Depariment improperiy entered into a Public Private Partnership
agresment for the implementation of the Vrede Dairy Project;

432 Whether the Department failed fo manage and monitor implementation of the
terms of the agreement in relation o budget evaluation, expenditure control and
performance by ESTINA;

433 Whether the prices for goods and services procured were inflated, specifically

alleged expenses in respect of construction, processing equipment, procurement
of cows and administration costs: and
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4.3.5 The following issues were not investigated:

4.3.5.1 The cause of the alleged deaths of the caitle. The photographs submitted in respect
of the alleged death of the cattle indicated that the deaths did not occur recenty.
The Minister of Water Affairs intervened and issued instructions on the removal of

the dead cows.

4.3.5.2 lIssues emanating from the complaint sent on 10 May 2016 as the issues pertaining
to the investigation were already identified.

4.3.5.3 The issue ofvaiue for money cbiained by the Government in terms of the agreement
was investigated by National Treasury: Accountant General.

4.3.5.3 The recent nowspaper articles on the emails feported, relating to the Gupta family,
that surfaced around June 2017, referring fo the Project were noted but do not form

part of the scope of this investigation.

4.3.5.4 How the money transferred to ESTINA were spent by ESTINA, as the Directorate
for Priority Crime is dealing with the issue.

4.3.5.5 The matter relating to beneficiaries who were intended to benefit from the project
due was also not investigated due to lack of information.

4.4 The Key Sources of information
4.4.1 Documents
4.4.1.1 Undated - Vrede Integrated Dalry Agribusiness Project Proposal — Free State

Depariment of Agriculture and Rural Develepment, PARAS and ESTINA,;
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4.4,1.2

44.1.3

4.4.1.4

4415

4416

4.41.7

4418

44.1.8

Undated - Beneficiary List for AGRI-BEE that contains 78 names of beneficiaries.
ID number for 15 beneficiaries was not on the list and 62 copies of ID's of
beneficiaries were submitted for verification;

Undated - Beneficiary Agreement signed by one beneficiary on behalf of the 78
beneficiaries:

22 March 2012 - Budget Vote Speech of the Free State Department of Agriculture
and Rural Development tabled by the Honourable MJ Zwane, Member of the
Executive Council for Free State Agriculture and Rural Development:

5 July 2012 - Agreement entered into and between The Free State Department
of Agriculture and ESTINA (Pty) Ltd;

October 2012 - Vrede Dairy Project: Feasibility Study;

January 2013 - Report on the investigation into the Vrede Integrated Dairy Farm
Project, National Treasury;

18 January 2013 - Notarial Lease Nr K000000024/201 - Lease for the farm
Krynaauwsiust Lust, 275 district Vrede, Free State (4439,5122 Hectares)
Phumelela Municipality and Department of Rural Development and Agriculture:
Cession and assignment signed on 14 December 2012 in terms that Municipality
ceded and assigned all rights, title, interest and obligations to Department;

21 February 2013 - State of the Province Address by Honourable E.S. Magashule
Premier of the Free State Province:

29
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4.4.1.10

4.41.11

4.4.1.12

44113

44114

44.1.15

4.4.1.16

44117

4.4.1.18

12 May 2013 - Authorisation regisier number of DETEA
EMB/4, 11 (i) (iv)(xi),22,23(ii)/1 2/85, Activity Location: Establishment of Dairy
Farm near the town of Vrede in the Free State;

30 June 2013 — Submission by ESTINA to Free State Department of Agriculture
on the timelines and milestones for phases 2 and 3 of the Project;

10 July 2013 - Report on Vrede Integraied Dairy Project dated 10 Juiy 2013,
drafter Member of the Executive Council, Free State Department of Agricuiture
and Rural Development addressed to the Chairperson, Portfolio Commitiee on

Agriculture and Rural Deveiopment;

29 July to 02 August 2013 - Report of the Portfolio Committee on Agriculture,
Forestry and Fisheries on the Oversight Visit to the Free State Province:;

13 August 2013 - Free State and KwaZulu-Natal on 2012/13 budget performance:
briefing by National and Provincial Treasuries: South African Parliament;

8 October 2013 - Auditor-General on Key Chailsnges in Agriculture Department's
Audit Report 2013: South African Parfiament;

13 November 2013 - Written response of Member of the Executive Council of
Agriculture to Question in Free State Provincial Legislature;

11 February 2014 - Third quarier 2013/14 expenditure: National Treasury,
Provincial Treasuries of Gauteng & Free State briefings: South African

Parliament;

4 March 2014 - Department of Water Affairs: Letter addressed to ESTINA-
approval and registration of the water use;
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4.4.1.19 1 April 2014 - ESKOM electricity agreement with ESTINA:

4.4.1.20 25 April 2014 - Letter of demand from ESTINA fo the Free State Department of
Agriculture referring to a letter dated 24 April 2014 cancelling agreement in terms
of clause 15.3 of the Agreement. Clause 15.3 indicates that ESTINA shall be
entitled to payment in full for the services delivered. The ietter demands payment
of R136, 252, 652.00;

44.1.21 19 May 2014 — Submission to the Free State Executive Council to transfer the
Vrede Integrated Dairy Project to the Free State Development Corporation by the
Member of the Executive Council of the Free State Depariment of Agriculture and

Rural Development;

44.1.22 22 May 2014 - Letter from the Head of the Free State Department of Agricuiture
to the Chief Executive Officer of the Free State Development Corporation
referring fo Executive Council resolution 62/2012 dated 13 June 2012 fo
implement Project. The letter submits that after Executive Council revisited
Project it was decided on 16 April 2014 that the Project must be transferred fo

the Free State Development Corporation;

44123 27 May 2014 - Free State Development Comporation Board Mesting minutes, item
01/2014/80. The Board approves the take-over. The Company Secretary and
Acting Chief Financial Officer instructed to conduct a high-ievel due diligence of
the Project and table a report at the next Board meeting. The Board will then
decide on an appropriate Project business mode!;

44.1.24.  Apiil 2014 - Feasibility Study and Business Plan for ESTINA (Pty) Ltd for the
farm Krynaauwslust;

4.41.25 Monthly Financiai reports submitied by ESTINA to the Free State Department of

Agriculture for the months of July 2012 up to and including February 2013, Apri}
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4.4.1.28

4.4.1.27

4.4.1.28

4.4.1.29

44.1.30

4.4.1.31

4.4.1.32

44.1.33

4.4.1.34

2013 up to and including July 2013, September 2013 up to and including
Deoember2013;

Quarterly progress reports of the Project submitted by ESTINA to the Free State
Department of Agriculture for the periods March 204 3, June 2013 and September

2013;

26 November 2014 - General Report on the Audit outcomes of the Free State:
PFMA 2013-14;

26 November 2014 Media release by Auditor Genera| - Free State PFMA 2013-
14 audit outcome highlights;

23 April 2013 10 10 August 2014 ~ 9 invoices for the procurement of cattie from
different suppliers obtained from the Department:

28 Aprit 2013 and 22 August 2014 — Tax invoices from Delavaj for the
procurement of 70 point milk machine with cooling tanks and 10 point milking
machine and cooling tanks;

23 April 2013 and 6 June 2013 - Contracts for the equipment in 4.3.1.31 for Vrede
Dairy Project between Delaval and Vargafield (Pty) Ltd represented by Mr.
Sanjay Grover in his capacity as Director of Vargafield:

9 May 2014 and 14 August 2014 - After sales service reports of DeLaval visits to
Vrede Dairy Farm;

10 April 2017 - List of Employees at Vrede Dairy Project:
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4.4.1.35

44.1.36

4.4.1.37

4.4.1.38

44.2

4.4.2.1

4.4.2.2

4423

44.2.4

4425

4426

10 April 2017 - Milking records for the Vrede Dairy Farm from 1 April 2016 to 31
March 2017,

19 April 2017 - Financial Statement for the Vrede Dairy Farm for the years
September 2014 to March 2015, April 2015 to March 2018 and April 2016 to

March 2017;
20 April 2017 — Company Report from CIPC on Vargafield (Pty) Lid; and

12 August 2014 — Handover of Assets of the Vrede Dairy Project to the Free State
Development Corporation.

interviews conducted

Meeting with Manager in the Head of the Free State Department of Agriculture
and Rural Development on 17 September 2013;

Meeting with the Chief Executive Corporate Services: Free State Development
Corporation on 30 September 2014;

Meeting with the Manager: Studbook, SA Holstein Breeders Association, March
2013;

Meeting with Dr Masiteng: Free State Department of Agriculture on 13 April 2017;

Meeting with the Manager: Studbook, SA Holstein Breeders Association on 19
April 2017; and

Meeting with Mr S Moyo, Chief Financial Officer, Free State Development

Corporation on 19 Aprif 2017.
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4.4.3 Correspondence sent and recelved
4431 26 September 2013 — Email to Head of the Free State Department of Agricuiture;

4432 1 March 2014 — Response from the Member of the Executive Council of the Free
State Department of Agriculture and Rural Development;

4433 24 April 2014 — Email from National Treasury: Accountant Genersl: Head of the
Specialized Audit Services on the Accountant General report;

4.4.34. 6 June 2014 - Letter to the Head of the Free State Department of Agricuiture;

4435 11 July 2014 - Letter to the Head of the Free State Department of Agricuiture ~
submission of documents requested;

4436 7 June 2017 - Notice in terms of section 7(S)(a) of the Pubiic Protector Act, 1994
to the Premier of the Free State Province, the Member for the Executive Council:
Free State Department of Agriculture and Rural Development and the Head of
the Free State Department of Agriculture and Rural Development;

4.43.7 13 July 2017 — Response to notice in terms of section 7(9)(a) of the Public
Protector Act, 1894 from the Member for the Executive Council: Free State

Department of Agriculture and Rural Development;

4438 14 July 2017 - Response to notice in terms of section 7(8)(a) of the Public
Protector Act, 1984 from the Head of the Free State Department of Agriculture
and Rural Development; and

4439 14 July 2017 - Response to notice in terms of section 7(9)(a) of the Pubiic
Protector Act, 1894 from the Premier of the Free Siate Province.
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4.4.4

4441

4442

445

4.4.5.1

4452

4453

4454

4.4.5.5

4456

446

4.46.1
4482
4483
4464

Inspections in loco conducted
September 2014 - visit to the Vrede Dairy Project ~ access denied; and

10 April 2017 -visit to the Vrede Dairy Project with Free State Development
Corporation and Free State Department of Agriculture.

Websites consulted/ electronic sources

www.cipc.co.za/: 18 Aprii 2014 CIPC search on Company Mohoma Mabung
Dairy Project and 20 April 2017 on Vargafield (Pty) Ltd;

www.gov.za/ 25 March 2014: Budget Votes Free State Depariment of Agriculture
and Rural Development 2012/2013 and State of the Province Address by the
Free State Premier on 21 February 2013;

hitp:/farchive-za.com/page/ 19/2013-03-
/hitp:/ ard.fs.qov. age id=1256: 25 March 2014 - Mchorma Mobung;

.saholstein.co.za/Shows-Results.htm: 25 March 2014 — Sale prices of
Holstein Breed Heifers;

httg:!Mww.gpg.gov.za!PageslPmjeg!ist.asgx: 25 March 2014 - PPP Projecis

approved, finalised and in preparation, registered in terms of Treasury

Regulations; and
ttp./fiwww.agsa. ocu udi X i 27 November 2014

General Report on the Audit outcomes of the Free State: PFMA 2013-14,

Legislation and other prescripts

The Constitution of the Republic of South Africa, 1996;
The Public Finance Management Act, 1 of 1999;
Regulations in terms of the Public Finance Management Act, 2005:

National Treasury PPP Practice Note Nr 02 of 2004;
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4.46.5 National Treasury Practice Note Nr 11 of 2008/2009;
4466 National Treasury Practice Note No 08 of 2007/08;
446.7 National Treasury: Departmental Guide Agency/Principal Activities, 2012/13; and

4468

6.1

Com

5.1.1

5.1.2

51.3

Government of the Republiic of South Africa, General Procurement Guidelines,
undated.

THE DETERMINATION OF THE ISSUES IN RELATION TO THE EVIDENCE
OBTAINED AND CONCLUSIONS MADE WITH REGARD TO THE
APPLICABLE LAW AND PRESCRIPTS

Whether the Department Improporly entered into a Public Private
Partnership agreement for the implementation of the Vrede Dairy Project in

violation of treasury prescripts:

n_.alise

The Free State Department of Agriculture entered into an agreement with ESTINA
(Pty) Ltd on 05 July 2012. it is alleged that the agreement was entered into for the
benefit of beneficiaries to be identified by the Department. In terms of the agreement
ESTINA was required to inject a capital investment of 228 million. The money
payable by the Department in terms of the agreement shail not exceed the amount of
R342 million including VAT over the period of 3 years.

In terms of the agreement, ESTINA was to ensure that the beneficiaries own 51% in
the proposed AGRI-BEE company (Mohoma Mobung Dairy Project (Pty) Ltd) and the
remaining 49% shares to belong to ESTINA.

The agreement was entered into without following any procurement procedure as the
Accountant General found that Mr Thabethe (the Accounting Officer) did not foliow any
supply chain management processes. The Accounting Officer signed an authorization
to deviate from the prescribed iegislation conirary to national treasury prescripts. The
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Accounting General's investigation was triggered by an article published by the Mafi &
Guardian newspaper on 14 June 2013.

5.1.4 Mr Thabethe was clear In his interviews with the Accounting General, that he did not
foliow any supply chain management process. He signed an authorization to deviate
from the prescribed procurement process because, in his opinion, he is authorized to
deviate from the procurement process when he deems it appropriate. He signed the
authority fo deviate without believing it was necessary or relevant or required in this
instance. Mr Thabethe was also not clear on the grounds that juétiﬁed him deviating
from the prescribed process, in his opinion it was sufficient that he had decided that a

deviation from the prescribed process was appropriate.

Issues in dispute

5.1.5 The issues to be determined are whether the Department enlered into a PPP
agreement with ESTINA.

5.1.6 The initia! impression created was that the agreement between the Department and
ESTINA was a public private partnership. This imaression was further amplified during
the 2012 Budget Vote Spesch of the Free State Depariment of Agriculture and Rural
Development tabled by the Honourable MJ Zwane, MEC for Agriculiure and Rurai
Development in which it was reported that:

“In line with the value adding approach, the Free State Provincial Govemment
infroduced Mohoma Mobung as the Provincial Growth and Development Strategy
for the agriculture and rural development sector. It is a multi-year mega Public
and Private Partnership business concept that deals with income generation
through farming in the rural area of the province, the creation of on- and off-farm
agri-business, value chain enterprises and Black Economic Empowerment. This
overarching strategic intent is underscored by a dedication to make the long term
more urgent. To give effect fo our strategic intent as encapsulated in Mohoma
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Mobung for the financial year 2012/13 we allocated R131.8 million to Projects.
With this investment we want fo break the back of unemployment, poverty and
food insecurity.

Honourable Speaker, the depariment has identified Thabo Mofutsanyane as a
dairy hub and an amount of R17.0 million is allocated for this development. Vreds,
QwaQwa and Ficksburg towns will benefit from this initiative. Production and
processing plants will be established, and this will create 150 jobs within the value

chain.™

5.1.7 During the 2013 State of the Province Address by Honourable E.S. Magashule
Premier of the Free State province: 21 Feb 2013 the Premier remarked on the

Project as follows:

*Virede Dairy Project: The Department of Agricuiture Is establishing an Integrated
Dairy Project at Vrede in the Eastern Free State under the Mohoma-Mobung

initiative in partnership with the private sector.

The Project is unfolding in phases. This state of the art certified facility will be
constructed with the initial processing capacity of 100,000 litres per day and an
initial targeted milk intake of 40,000 litres per day. Products fo be produced at the
Vrede Dairy Project will include fiquid milk, UHT milk, cheese and other

products.™

5.1.8 Furthermore, on 20 June 2013 National Treasury addressed a ietter to the
Department raising concemns regarding the nature of the arrangement between
the Depariment and ESTINA as having characteristics of a PPP, it appeared to
be a PPP and therefore had to comply with Treasury Reguiations.

* zuuﬁ
7 21 Fabruery 2013
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5.1.9

5.1.10

5.1.11

5.1.12

5.1.13

5.1.14

5.1.16

The Premier, the MEC and the HOD for the Department individually on 14 July
2017 submitted responses fo the section 7(9) notices issued by the Public

Protector on 7 June 2017.

The HOD responded that */ am informed that the Premier in his response fo the
Notice dealt with the factusl and legal issues contained in the Notice, and |
consequsntly do not also wish fo do so.”

The MEC responded that in terms of section 12(1)(b} of the Public Service Act
“the appointment and other career incidents of a Provincial Head of the
Department shall be dealf with by the Premier...The Premier has not delegated
the authorily to initiate disciplinary processed to the MEC’s.” The MEC further
submitted that the disciplinary action against the Chief Financial Officer
recommended by the Accountant General falls within the authority of the Head of
the Department in terms of section 7(3)(b) of the Public Service Act.

The MEC further submitted that the report of the Accountant General has been
noted and the only the first two and {ast recommendation relate to the Free State

Provincial Government.

The Premier responded that the report of the Accountant General was submitted

to his office on 4.

The Premier submitted that “the Executive Council of the Free State Provincial
Govemnment resolved on < 3 March 2014 that the project shouid be taken over by
the FDC in close collabor;?m Depariment of Agriculture & Rural
Development and the Provincial Treasury. This resolution was confirmed by the

Executive Councif on 16 April 2014.”
i ——

The Premier further submitted that “At the time when the Report was received
and considered, we were already aware of the complaints which were lodged/wiq_r

N/
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your office and we were of the view that it would be premature to consider any
disciplinary action before the findings and recommended remedial action,
following your investigation, were known. "

5.1.18 In respect of the Public Private Partnership (PPP) the Premier submits that it is
incorrect that the Department improperly entered info a PPP. The Pramier stated:

*If the provisions of the Contracts concluded betwsen the Department and Estina
are considered, it is abundantly clear that it does niot remotely suggest that a PPP
was established. The Agreement concluded on 5 June 2012 records on page 3
of 16 that the Department requires the provision of certain services and that
Estina will perform these services as Implementing Agent. This is also confirmed
by what is contained in paragraph 2 on page 5 of this Agreement. Apart from this,
a parinership is specifically excluded in paragraph 13.2 on page 10. If the
provisions of the Agreement conciuded on § July 2012 are consitered,
paragraph 4 on page 6 avenly makes it clear that it is not @ PPP and paragraph
19.13 also expressly exciudes a partnership......If the definition of a PPP in
Treasury Regulation 16.1 is considered against the relationship betwesn the
Department and Estina, it is also quite clear that a PPP as defined in the Treasury
Regulations was not established.”

5.1.17 Paragraph 13.2 on page 11 of the Agreement submitted by the Department refers
to payments. Paragraph 19.13 states:

“Nothing in this Agreement shall be construed as creating a partnership or a
contract of smployment betwesn Estina and the Department. Savs as expressly
provided for in this Agreement, Estina will not be, or desmed to be, an agent of
the Departmant and Estina shall not hold itself out as having authority or power
fo bind the Department in anyway.”
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5.1.18 The Premier further submitted that the conclusion of the Accountant General that
no Supply Chain Management (SCM) processes were followed is incorrect. The

Premier submits that:

“The Report (of the Accountant General) indicates that an Accounting Officer may
deviate from the prescribed process in only (our emphasis) three circumstances
and then indicates at the first bullet that the first circumstance is when it is
impracticel to invite competitive bids because thers is an emergency or urgent
matler that needs fo be resolved and secondly, that the service provider is a sole
service provider. Thirdly, in instances of exceptional cases which is not relevant

fo this reply.

What is aclually contained in paragraph 3.5.1 of the SCM Policy is significantly
different. if provides that

1f in a specific case it is impractical to invite competitive bids e.g. in urgent or
emergency cases or in case of a sole supplier, the goods of service may be
procured in accordance with Treasury Regulation 16A6.4. The reasons for
deviating from inviting competitive bids should be recorded and approved by the

Accounting Officer.”

it is consequently clear that urgent or emergency cases or sole suppliers are
mentioned as examples and not as exclusive instances when devigtion may be

considered.”
5.1.18 The Accountant General states:

“The investigation has revealed that the Vrede project is neither a PPP nor a sole
provider arrangement. Mr Thabethe was clear in his interviews that he did not
follow any suppfy cham management process. He signed an authorisation to

dewate from the pr prescribed procurement process because, in his opinion, he is
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authorised to deviate from the procurement process when he deems it
appropriats. He signed the authority to deviate without believing :t was necessary
or relevant or required in this instance. Mr Thabethe was also not clear on the

grounds that justified him dewatmg from the prescribed process, in hig opinion it
was sufficient that he had decided that a deviation from the prescribed pmcess

‘was appropriate.”
e

5.1.20. The Public Protector is persuaded by the Accountant General's finding that the
arrangement was neither a PPP nor a sole provider agreement.

Application of the relevant law

5.1.21 Section 217 of the Constitution provides that organs of state must procure for
goods or sevices in accordance with a sysiem that is fair, equitable, transparent,
competitive and cost-effective.

£.1.22 The Department was obliged to presure the services of ESTINA in accordance to
a system that is fair, equitable, transparent, competitive and cost-effective.

$.1.23 Section 38(a) (i) of the PFMA provide that the accounting officer for a department
must ensure that that depariment has and maintains effective, efficient and
transparent systems of financial and risk management and internal controt:

5.1.24 Section 38(a) (i) and (iv) of the PFMA provides that the accounting officer for a
department must ensure that that department has and maintains an appropriate
procurement and provisioning system which is fair, equitable, transparent,
competitive and cost-effoctive;

5.1.25 Section 38(a)(iv) of the PFMA provides that the accounting officer for a
department must ensure that that department has and maintains a system for
properly evaluating all major capital projects prior io a final decision on the

project;
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5.1.26 Section 38(1){b) place an obligation on the accounting cfficer for a Department
to ensure the effective, efficient, economical and transparent use of the resources

of the department.

5.1.27 Section 81(1)(a) of the PFMA provides that an accounting officer for a department
commits an act of financial misconduct if that accounting officer wilfully or
negligently fails to comply with a requirement of section 38 of the PFMA.

5.1.28 In terms of section 86 of the PFMA, an accounting officer is guilty of an offence
and liable on conviction to a fine, or to imprisonment for a period not exceeding
five years, if that accounting officer wilfully or in a grossly negligent way fails to
comply with a provision of section 38 of the PFMA.

51.20 Treasury Regulation 16A8.4 determines that institutions procuring goods or
services by means other than through competitive bids and where reasons for
deviating from inviting competitive bids must be recorded and approved dy the

accounting officer or accounting authority.

5.1.30 Furthermore, Practice Note 8 of the Treasury Regulations staies that the
accounting officer or authority must report and give reasons for the deviation to
the relevant Treasury and the Auditor General all cases where goods and
services above the value of R1million VAT inclusive were procured in terms of

Regulation 16A8.4 within ten working days.

5.1.31 A PPP is defined in the PFMA Regulation 16 of the Treasury Regulation
(Regulations) as a contract between a government institution and private party®,

where:

S Trevor A. Manuel, MP Minlstor of Finanics October 2007
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3.1.31.1  The private party performs an institutional function and/or uses state property in
terms of output specifications:

5.1.31.2  Substantial project risk (financial, technical, and operational) is transferred to the
private party; and

5.1.31.3  The private party benefits through: unitary payments from government budgets
and/or user fees.

5.1.31.4  Although at face value the contract between the Department and ESTINA meet
the definitional requirements of a PPP, there are other inherent requirements
which must b2 met. For instance, a PPP must be registered as such with the

relevant treasury as per Reguiations 16.3.1.a.

5.1.31.5  Oniy an Accounting Officer may enter info a PPP agreement on behalf of a
department, and only with the prior written approval of the National Treasury. The
Accounting Officer must prepare a feasibility analysis to determine whether a
proposed PPP agreement is in the best interests of a depariment. it should,
among other things, explain the strategic and operational benefits of the PPP
agreement and assess how the agreement will assist in meeting the department'’s
strategic objectives. The details of the processes to be follawed are specified in
regulation 16 of the Regulations.

5.1.32 National Treasury PPP Practice Note Nr 02 (Practice Note 2) states that the way
a PPP is defined in the Regulations makes it clear that a PPP is not a simple
outsourcing of functions where substantial financial, technical and operational
risk is retained by the instfitution or a donation by a private party for a public good
or the privatisation or divesture of state assets and/or liabilities. PPP's may
involve a degree of capital contribution by the institution to the initial costs of the

Project.
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5.1.33 Practice Note 2 further states that the regulation sets out the PPP procurement
steps that must be followed by institutions, and prescribes distinct treasury
approvais that must be obtained in each phase.

5.1.34 In order for a PPP to be valid, the Accounting Officer must obtain prior approval
from the relevant Treasury. In this case the accounting officer did not obtain prior

approval from the relevant treasury.

5.1.35 Despite the fact that the arrangement entered to between the Department and
ESTINA has elements of a PPP, the Public Protector is persuaded by the
Accountant General's finding that the arangement was not a PPP.

Conclusion

5.1.36. 't is clear from the evidence that the arangement between the Deparfment and
ESTINA was not a PPP as does not meet the requirements outfined above.

52 Whether the Department failed to manage and monitor implementation of
the terms of the agreement in relation to budget evaluation, expenditure
control and performance by ESTINA:

Common Cause

5.2.1 Clause 68 & 7 of the agreement deals with the obligation of the Department and
ESTINA. In terms of clause 6.3 & 6.4 ESTINA is responsible for establishment of the
AGRI-BEE Company and to ensure that the beneficiaries will own 51% thereof.
ESTINA was further required to produce a capital injection of R228 000 000, The
Department was required by Clause 7 to ensure that infer alia they make payment and

ﬂiws who will be members of the AGRI-BEE company.
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5.2.2 The AGRI-BEE Company was registered originally as Zayna investments Pty itd
(CIPC Registration Number 2012/037526/07) with Mr. Frans Oupa Mokoena as
custodian of 51% shareholding. The name was later changed in to Mohoma Mobung
Dairy Project (Pty) Ltd. (CIPC Registration Number 2013/188418/07) which was only
incorporated on 11 October 2013; the only director rgg_lstered lm__ tlle_ entity was Mr.

Vasram , who is the dlreetor of ESTINA (Pty) Ltd -None of the current benm =
Irsted as directors of the AGRIBEE entity.

e
5.23 The Department submitted an undated iist of 78 names of beneficiaries. The
beneficiaries are members of the communities residing within the area of Vrede,
Warden and neighboring farms. The list contains names, identity numbers (15
beneficiaries’ identity numbers were not fitled in on the list) and addresses for the
beneficiaries. Only 52 copies of the beneficiary’s identity documents were attached to

the list.

5.24 In terms of clause 12 of the agreement between the Depariment and ESTINA, the
agreement is subject to the provisions of the PFMA.

5.2.5 The Department was requested to submit documents relating to the impiementation of
approgriate monitoring and management procedures. The Department did not submit
any documents to substantiate whether or not the measures were in place to moniter ]
and manage the project. The Department submitted monthly financial statements
;lrafted and submitted by ESTINA for the periods of August 2012 to February 2013,
April to July 2013 and September to December 2013. The Department further
‘submitted quarterly financial statements drafted and submitted by ESTINA for the
‘periods of July 2012, March 2013 and September 2013 as well as a Cash flow report

for August to September 2013. No supporting documentation was submitted to verify
._.__..-———._______..-————-‘_‘_-_-_h__“'__‘-——-..___ ”
the correctness of the financial statements. Only two invoices were submitted as proof

of payment in relation fo the services rendered, relating to the Dairy Plant and the

_’_,._'——'—-'-'_‘“——-___
purchase of cattle. The actual proot of payments for goods and services procured was

nof submitted by the department. o

&)
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5.2.6 The Accountant General's report supported the finding of the Free State Auditor
General that the Accountmg Officer of the Department did not maintain appropnata

W ] measures to ensure that funds fransferred to entities are ut:llzed for mg mtended

“purposes. The Accountant General was not able to ascertain whether or not ESTINA
e ——a

R

—

’has made any financial contribution towards this Project.

Issues in dispute

$.2.7 The Complainant submitted that in terms of the Proposal and Agreement, the
department has no guarantees that ESTINA will meet its obligations to invest R228
million in addition to the R342 million aliocated by the provincial government.

5.2 8 The Complainant further submitted that the contract indicates that ESTINA will only
mvest their monsy if necessary and that the whole project will be transferred to a

pg,\@@mmpany_mg@gg‘re\d:s Mohoma Mobung Dairy Project with Mr. Kamal Vasram
who has a background in IT as the sole director. The pravingial f will re
no benefit from this.

5.2.8 The Complainant submitted that ESTINA was implementing the Project is using pubiic
money and profiting from government's R342 million contributions. in the 2012/2013
financial year alone, R114 million was given to ESTINA.

5.2.10 The Complainant submitted that ESTINA is acting as the partner, implementing agent,
and supplier in this Project.

5.2.11 The Complainant submitted that the cument private sector partner in the Project,
ESTINA, appears to have no background in the dairy industry. When this project was
initiated, it was indicated that an indian company with experience in this industry,

namely PARAS, would partner with ESTINA.
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5.2.12 The Depariment was requested to submit documents in respect of the capital injsction
by ESTINA as per clause 6.2 of the agreement that stated R228 million as its

obligation. The Department did not submit any documents to substantiate whether or
— .

not the agreement was adhered to.

—

5.2.13 The Depariment was requested to indicate the measures in place to ensure adherence
to the clause in the agreement.

5.2.14 The financial statements submitied were analysed. No supporting documentation were

submitted in the form of bank statements to verify the correctness of the financial

;gga_g_e_njg__nts. However from the financial statements the analysis of the statements
indicated that ESTINA made the foliowing investments:

Date of Transaction Investment/ Withdrawal
September 2012 250,000.00

Qctober 2012 3,750,000.00

November 2012 850,000.00

December 2012 250,000.00

January 2013 650,000.00

February 2013 223,0000.00

April 2013 4,650,000.00

May 2013 2,000,000.00 E
June 2013 875,000.00

July 2013 o 5,444,000.00

August 2013 | 3,513,300.00
September 2013 7,698,000.00

October 2013 4,500,000.00

November 2013 5,704,998.00

TOTAL 42,365,999,00
December 2013 (Withdrawa! ESTINA) {21,200,000)
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TOTAL 21,165,999

5.215 The Department was requested to submit copies of all invoices submitied by

5.2.16

5217

ESTINA to the Department with reports in line with the project plan and payment
documentation for the invoices paid. The Department submitted documentation
on 6 bulk payments made to ESTINA. The substantiating documentation attached
to the payment authorisation included only the project proposal and agreement
signed between ESTINA and the Depariment. The following payments by the
Department to ESTINA were made:

Nr_| Authorisation Date Payment Date Amount

1 11 June 2012 11 June 2012 R30 000 000.00
2 |16 April 2013 16 April 2013 R34 850 000.00
3 | 25 April 2013 25 April 2013 R30 000 000.00
4 | 29 April 2013 29 April 2013 R19 050 000.00
5 | 10 December 2013 10 December 2013 R29 950 000.00
8 | 21 July 2014 21 July 2014 R30 000 000.00

TOTAL R173 950 000.00

During the visit by the Public Protector's Investigation team at the Vrede Dairy
Project on 10 April 2017, the investigation team was informed by Mr Edmore
Mapfumo. the farm Manager, that there were 540 cows which included 2 Bulls.
On further inspection of the farm, the investigation team observed a milk tank
which according to Mr Mapfumo has a capacity to hoid 18 000 litres of milk.
The investigation team further observed a mitking parlour including a structure
which aliegedly cost around R33 million when it was installed.

Subsequent to this visit, the Department submitted invoices for the procurement
of cafle. A total number of 627 cows and 2 bulls were procured additional to
the 351 initially mentioned by the MEC in her response to the Public Protector,
The Free State Development Corporation submitted the handover report

between them and ESTINA indicating that only 791 cows were on the farm :
durmg the hand over in August 2014. This would include the two bulls procured ;

Aal @m\/& 175 (7>

s e i
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thus a total of 789 cows (heifers and caives included) were on the farm during
the hand over despite a total 978 cows being bought.

.

5218 The agreement states that ESTINA must carry out its obligations in line with the
Department’s policies, procedures, protocols and directives. The Department
was requested to submit proof of measures in place and executed to ensure
adherence to the agreement as well as adherence to the Treasury requirement
of value for money during procurement of state assets. No supporting evidence
in any form was submitted by the Department.

5.2.19 The Premier, on 14 July 2017 responded to the section 7(9) notices issued by
the Public Protector on 7 June 2017. The Premier indicated *...A reconciliation
of the number of cows initially procured and found during Apsit 2017 will be
performed. The apparent lack of effective, efficient and transparent financial-
and risk management systems as well as the alleged lack of systems and
controls to manage and monitor implementation. will be investigated in order fo

defermine possible financial misconduct *
P

5.2.20 From the above an inference can be drawn that no management and monitoring
of the project in relation to budget, expenditure control and performance by the
Department before the project was handed over to the FDC.

lication of the relevant

5.2.21 Section 195 of the Constitution provides that the public administration must be
govemed by principles, which include a high standard of professional ethics,
efficient, economic and effective use of resources, and the impartial provision of

services.

5.2.22 Section 195 refers to elements of the principle of integrity which require that public
officials should take cognisance of the values of society and its communities and
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not substitute their own value choices for those of the society; in other words,
they should in all respects be publicly accountable for their actions.

5.2.23 Section 38(1){a) and (b) of the Public Finance Management Act (PFMA) requires
Accounting Officers of departments to ensure that effective, efficient and
transparent financial and risk management systems are in place. Sections
38(1){c)ii) of the PFMA requires Accounting Officers to take appropriate steps
to efficiently manage a department’s capital.

5224 Sectlon 39 of the PFMA requires an Accounting Officer to ensure that expenditure
of a department is in accordance with the vote of the department and the main
divisicns within the vote. Section 40(1)(a) requires that an Accounting Officer for
a department must keep full and proper records of the financial affairs of the

depariment.

5.2.25 In terms of section 81 of the PFMA an Accounting Officer of a Department
commits an act of misconduct if he/she willfully or negligently fails to comply with
sections 38, 39 and 40 of the PFMA, Section 86 of the PFMA determines that an
offence is committed if an Accounting Officer wilifully or in a grossly negligent way
fails to comply with these provisions.,

5.2.26 Treasuyy prescripts clearly require effective monitoring and actual reviewing of
performance. No such documents and/or correspondence could be provided and
the Public Protector could find no evidence or indication that a proper menitoring
sysiem was in place to evaluate the performance of the Project.

Conclusion

5.2.27 No supporting evidence in the form of actual invoices/receipts was submitted to
substantiate the disbursements as claimed on ihe invoices submitied. ~——
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5.2.28 The Financial Statements as submitied by the Department were analysed and
converted to Accounting statements. it should be noted that the figures could not
be verified as no documentation in respect of expenses were submitted. As
indicated the payment vouchers of the Department did not contain any supporting
documentation such as invoices, proof of purchase, etc.

5.2.29 No explanation from the Department was advanced regarding the disparities in
tl;ﬁ-t-x;bFer of actual cows bought as weli as those that were found on the farmi —
during the handover to the Free State Development Corporation.

5.2.30 It is clear from the evidence provided that the Department failed to properly
aage and monitor the implementation of the agreement in relation to budget
evaluation, sxpenditure control and peiformance by ESTINA.

52.31 It is also clear that since the project was handed over to the FDC, the Public
Protector has observed that there is a marked improvement in the management

of the project.

5.2.32 Therefore the conduct of the Department was inconsistent with section 185 of the
Constitution, and sections 38, 39, 40, 51 and 81 of the PFMA.,

5.3 Whether the prices for goods and services procured were Inflated,
specifically alleged expenses in respect of construction, processing
equipment, procurement of cows and administration costs:

Common Cause

5.3.1. ESTINA did not follow any procurement procedures when it acquires goods and
services during the implementation of Vrede Dalry farm project,

——
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53.2

The Department submitted the following expenditure in terms of the Project
agreement:
Expenditure Submitted by MEC

Written response to
questions in Free Stiate

Legisiature

Planting input 318,280.00
l.abour Cost 1,309,087.00
Silage Bunker 5,000,000.00
Gravel Road 1,200,000.00
Cattle Shed 500,000.00

| Security Gate and House 2,600,000.00
Veterinary i.aboratory 300,000.00
Cattle Feed Plant 7,350,000.00
Milking Pariour: 72 point rotary including 30,050,000.00
processing plant for 20,000 litres per day
Purchase of Farm Equipment 8,380,484.00
Dairy Cows (351 animais consisting of 57 6,212,000.00
Breeding cows, 62 pregnant heifers, 70 heifers 12
months+, 77 heifers 9-12 months, 85 heifers 6-9
months
Dairy Equipment, Pasteurizer, Irrigation 37.779,613.00
Equipment
Land Surveyor, Agriculturists, Accountant Fees, 12,000,000.00
Office Equipment, Insurance, Salaries and Wages
TOTAL o 113,000,494.00 ]

5.3.3 In his initial compiaint, the Complainant relied on the aforementioned expenditure
submitted by the MEC and submitted that funds allocated by the provincia! government
for various goods and services indicate that prices have been hugely inflated. Some of
these include, among others construction of a silage bunker for RS million, 2km gravel
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access road for R1,2 miliion, security gate and guard house for R2,6 million, cattle feed
plant for R7,350 milfion, milking pariour and milk processing plant for R30,050 million
and 351 dairy cows for R6,212 million.

Issues in dispute

5.3.4 The Complainant further indicated that an amount of roughly R12 million was spent on
administrative, legal, account and other consulting fees.

5.3.5 The Complainant further submitied that the following cattle were purchased and
indicated alleged prices according to market prices of the Holstein Friesland stud

association:
Types of Helfers Number Market price of Total Cost
Purchased Purchased | Friesland/Holstein Stud

Heifers

Pregnant Heifers 62 R15,000 per heifer 930,000
Breeding Cows 57 R16,000 per cow 812,000
Calves 12 months+ 70 R8,000 per heifer 560,000
Heifers 9 - 12 months | 77 R6,000 per helfer 462,000
Heifers 8 -9 months | 85 R4000 - R6000 per heifer | 510,000 (may)
TOTAL R3,374,000

5.3.6 The Depariment was requested to submit documentation on measures in place to
ensure acquisitions are in line with treasury prescripts relating to value for money but
no documentation to substantiate any measures were submitted.

5.3.7 An analysis of the financial statements submitted by the Department reveals that
the following consuitancy fees were paid. No explanations were submitted for the
services delivered. '

=
Date | Professlonal | Agriculture | Surveyor | Legal I
September 2012 ~ [1,500.00 1
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October 2012 100,000.00 |36,480.00 | 94,711.20 |3,780.00
November 2012 | 130,000.00 |[72,960.00 | 48,080.00 | 46,590.00
December2012 | 70,000.00 | 36.480.00 |

January 2013 170,171.00

February 2013 | 95,122.27 32,745.36 | 22,386.38

April 2013 33,386.10 63,745.00

May 2013 227,320.00 | 33,858.00

June 2013 ) 48,800.54 | 57,000.00

July 2013 100,000.00

August 2013 210,854.41 54,042.00

| September 2013 45,000.00 13,680.00

October 2013 60,000.00

November 2013 | 60,664.62

December 2013 | 65,000.00

TOTAL 1,322,518.40 |424,110.90 | 235,857.58 | 51,870.00

the following assets were acquired:

Date Tractors Equipments Vehicles
October 2012 2,358,800.00 | 51,3000.00

November 2012 42 846.79

December 2012 471,007.40

January 2013 1,558,352.51

February 2013 | 411,540.00 -

April 2013 663,952.28 ]
May 2013 113,430.00 538,537.00

June 2013 35,883.47 172,436.11

July 2013 3,509.80 |
August 2013 112,860.00 16,847.77

5.3.8 An analysis of the financiai statements submitted by the Department reveals that
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September 2013 694 ,959.63

October 2013 436,745.87

November 2013

December 2013 | 17,978.20

TOTAL 2,902,178.29 | 4,550,625.81 710,973.11

5.3.9  According to the SA Holstein Breeders Association the prices of heifers older than
12 months average at R8000 per heifer, heifers between 9 and 12 months average
at R6000 per helfer and heifers between 6 and 9 months average at R5000 per

heifer,

5.3.10 7The SA Holstein Breeders assocciation indicated that currently the price for a
breeding cow from the top 10% of the gene pool is approximately R18, 000.00 per
cow.

5.3.11  According fo the SA Holstein Breeders Association the pricing for milking parlours
are calculated per milking point at a maximum of R100, 000.00 per milking-point at
current value, A 72 point miking parlour should be a maximum price of R7, 2 million.

3.3.12  Invoices cbtained from the Department on the additional purchase of animals were
the following:

RECEIVED FROM DR MASITENG (FS AGRIC) AT GLEN ON 13 AFRIL 2017

BOUGHT FROM BUYER Number Type PER UNIT TOTAL
MN Hermenn, POBox 668 Vargafield (Ply) Lid PO Box 40 Helters
HEILBRON 349 VREDE 5000 228000
MK-nvagiments PO Box 346 Vargafield (Ply) Lid PO Box 20 Cows In milk
WINTERTON 349 VREDE 16280 im0
57 Helfars 13250
Eflersiie Holsteins PO Box
111 WINTERTON Vargafield (Pty) Lid PO Box 47 Progant Helfers 12500 .
(REGISTERED WITH 349 VREDE 31 Eight Month Heifer 12000
STUDBOOK 27 Eight Month Helfer 11500
25 8 Month Helfer 11000
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2 9+ Heffor 8000
LEZMIN 1997 CC JHE Barry 14 3-5 Month Heifer 3500
PO Box 111 WINTERTON  Vargafieki (Pty) Ltd PO Box 612180
{REQISTERED WITH 340 VREDE 29 5-7 Morth Heifer 5000 1
STURBOOK) 49 7-10 Monih Heifer 7000
0 Cows In mik 16250
MK-invesimenis PO Box 345 Vargafield (Pty) Lid PO Bax 8 Cousiocalbdays 16250 .
WINTERTON 349 VREDE 3 Hetfers to cal§ 10 days 15250 686860
1 Pregnant Cows (4-8 W) 15260
# Pragnant Hears(4-8 W) 16260
MN Hermann, PO Box 868 Vargafield (Pty) Lid PO Box Haler
HEILBRON 349 VREDE “ 9360 213160
Mmabalane Trs\ PO Box  Estina (Ply) Lid PO Box 348 .
706 VREDE VREDE 2 Holgtem Friestand Bulls 20000 45300
MK-nvestients PO Box 345 Vargafiekd (Py) Ltd PO Box
WINTERTON 340 VREDE ) L Crreg in mik 16250 1043100
30 Cows 18t Lactation Mooirivier 15250
MK-investments PO Box 345 Vargafield (Py) Lid PO Box 1
WINTERTON 349 YREDE 0 cows Himeville 15250 738500
A Helfers to calf 10 days 15250
TOTAL NR 68 B705325
53.13 The Ho'stein Studbook during a meeting on 19 April 2017 indicated that Ellerslie

Holsteins and LEZMIN 1997 CC JHE Bary are-registered-breeders and that

these are the-only animals not overpriced. All the other sellers are unknown to
e Studbook. it is further noted that the Buyer in all cases except one are

Vargafieid (Pty) Ltd.

5.3.14. The silage bunkers consist of four bunkers with diameters of 32m x 9m x 3m at
the highest point. The Department reported that the cost to construct this was
RSm. "

5.3.15 The Department reported that the entrance gate and guard house consisting of

immximately 13 meters long, a manual iron gate approxinately

17 meters long and the guardhouse of 9 square meters cost R2.6m.

T —
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5.3.16 ‘The Department reported that the Milking Parlour: 72 (should be 70) point rotary
il 050m. A further approximately R37, 7m was spent on dairy equipment,
pasteurizer, and irrigation equipment.
n—
53.17 The original contracts and invoices were obtained from the supplier DelLaval.
DeLaval informed the Public Protector that initially they negotiated with ESTINA.
During the negotiations ESTINA informed them that their company’s name was

changed to Vargafield (Pty) Ltd.

5.3.18 A search done on the CIPC website indicated that both companies are still
registered separately with the sole Director for ESTINA bemg Vasram Kama! and
the sole Director for Vargafield bemg Sanjay Grover.

i

5319 The invoices and contracts between Delaval and Vargafield indicate the
following:

5.3.18.1  Acontract was concluded for the sale and installation of a 70 point milking sysiem
\ Including a 60001t cooling tank, an 18000}t tank and other equipment needed for
\m-. the system to be fully operational. The fotal cost including VAT was RS,
885 156. 56 This included transport and the installation of the system. The
contract was concluded with Vargafield on 23 April 2014 for the Project; and

5.3.19.2 A contract was also concluded on 6 June 2013 between DelLaval and Vargafieid
for the Project for procurement and installation of a 10pt stationary milking
machine with a 6000it cooling tank. The total cost including VAT was RV1.
035,078.37. This included transport and the instailation of the system. |
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5.3.20 The Premier, on 14 July 2017 responded to the section 7(9) notices Issued by the
_Public Protector on 7 June 2017as follows:

“We are, however, advised thal, except from what is mentioned In paragraph
8.2.3.1 of the Nolice regarding the cost of the milking parfour: 72-point rotary
including processing plant for 2000 liters per day, the following items are included
in the cost of this item, namely:

(1) 70 point mitking system including a 18000 liter tank
(2) the pasteurizing plant building

(3) heifer pens

(4) calving-and calf rearing pens

(5 the 10 point milking system

(6) a 6000 liter cooling tank

{7) an elecirical power subsfation

(8} the dairy database sofiware.

Apart from the 70-point rotary pariour and 18000 liter fank mentioned above, the
following were also included in the DelLaval milking system:

(1) the usher gate to a DCC cell counter
{2) AFB auto food bath

(3 calf feeders

(4) calf pen mals.

We are also advised that a Guesthouse, which was procured in the town of Vreds

_—

' fo accommodate individuals responsible for the implementation of the project, is
included in the amount of R2, 6 million. It was necessary to buy this property,
given the fact that there were no facilities in existence on the land in question at

w
joct. ” Premier further commi
the commencement of the project. * The her committed io an

59
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assessment of value for money to be performed by the Free State Provincial nb
"Ireasury, == 74
i l\-—__‘-___—_—\
\
5.3.21 It is clear from the above that there were inflated prices in regard to acquisition of M

goods and services. e
Application of the relevant faw

5.3.22  Insection 38(1)(a} and (b) of the Public Finance Management Act (PFMA) requires
Accounting Officers of departments to ensure that effective, efficient and
transparent financial and risk management sysiems are in place. Sections
38(1Mc)(iiy and 51(h)(ii) of the PFMA requires Accounting Officers to take
appropriate steps to efficiently manage a department's capital.

$.3.23  Section 39 of the PFMA requires ar Accounting Officer to ensure that expenditure
of a deparlment is in accordance with the vote of the department and the main
divisions within the vote. Section 40(1)(a) requires that an Accounting Officer for a
department must keep full and proper records of the financial affairs of the

department.

53.24 In terms of section 81 of the PFMA an Accounting Officer of a department commits
an act of misconduct if he/she wilfully or negligently fails to comply with sections
38, 38 and 40 of the PFMA, Section 86 of the PFMA determines that an offence is
committed if an Accounting Officer wilfully or in a grossly negiigent way m _

" comply with these provisions.

-

5.3.25  The expenses for administration and professional fees were paid from thwﬁ
paid by the Department to ESTINA despite the explanation from the Department
that ESTINA received 9% more shares in relating i‘Mﬂ@gﬂ.&ﬁm&d&
~ due to the fact that they will supply the administration and professional services.

‘-'—-—-——-_._____________ e
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Conclusion

5.3.26 Although we have evaluated the information regarding the expenditure incurred
) l;_ﬁESTINA during the implementation of the project it was difficult for the Public\

Protector to make or draw an inference that prices of goods and services were
inflated, due 1o the fact that there was no procurement process followed and the
‘Public Protector could not test the markets 1o determine market value of goods
and services procured without the necessary documents which proof the actual

price for the goods and services procured. g % .?\ )

6. FINDINGS

Having considered the evidence uncovered during the investigation against the
relevant regulatory framework, the Public Protector makes the following findings:

8.1 Regarding whether the Department of Agriculture Improperiy entered into
a Public Private Partnership agreement for the implementation of the Vrede

Dairy Project:

The aliegation that the Department improperly entered into a Public Private
Partnership agreement for the implementation of the Vrede Dairy project is not
re——

The Department did not enter into a PPP with ESTINA in the context of Treasury
Reguilation requirements.

8.1.3 Observations

6.1.4 The Public Protector in concurrence with the Accountant General's investigation
observed the following procurement imegularities:-
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6.1.4.1

6.1.4.2

6.1.5

6.1.6

6.2

6.2.1.

6.2.2.

)

&>

That the HoD of the department did not foliow the normal procurement process, as
prescribed by the Constitution, PFMA and National Treasury Regulations:

That the payments to Estina were also not line with Treasury prescripts;

That the agreement between the Department and Estina seems to be invalid, due

to non -compliance with the procurement processes:;

That despite the Accountant General’s repori, the department failed to comply with
secticn 81 and 86 of the PFMA, which prescribed the process to be followed when

there is allegations of financia! misconduct;

The prescripts in respect of the procurement of the agreement were not adhered
to;

The Accounting Officer of the Department proceeded after the recommendation of
the Accountant General to pay a further R143, 950 million to ESTINA in respect of

the Project.

Regarding whether the Department falled to manage and monitor
implementation of the terms of the agreement in relation to budget
evaluation, expenditure contrel and performance by ESTINA:

The allegation that the Department failed to manage and monitor implementation
of the terms of agreement is substantiated.

No documents and/or policies or measures were provided by the Deparh-nent that
M‘“———'——-—————-—_____———_— p—
proper financial contro! and risk management of the Project were in plaoe The
Public Protector could find no evidence or indication that the Accounting Ofﬁcer
invoked the provisions of the agreament in respect of the control over the Project
v g e e S

and this raises serious concern. This concern was supported by the report of the

Accountant General and the lack of effective, efficient and transparent systems
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of financial and risk management and internal control amounts to g

negligence and maladministration.
— e

623 No supporting evidence in the form of actual invoices/receipts was submitted to
substantiate the expenditure as claimed in the financial statements submitted
except for 9 invoices for procurement of cattle.

6.2.4 The evidence outlined earlier points to gross irregularities in ensuring the effective
and efficient performance of the agreement and resulted in maladministration.

From the above it is clear that this amounts to gross negligence and also
constitutes improper conduct as envisaged in section 182(1) of the Constitution
and maladministration as envisaged in section 8 of the Public Protector Act.

6.3 Whether the prices for goods and services procured were inflated,
specifically alleged expenses in respect of construction, processing
squipment, procurement of cows and administration costs:

6.3.1 The alflegation that the prices for goods and services procured were inflated,
specifically expenses in respect of construction, processing equipment,
procurement of cows and administration costs is difficult o determine. This Is due

to the following:

6.3.1.1. ESTINA did not follow public procurement processes when procuring the services
of the service providers in the project;

6.3.1.2. Due to the lack of resources and financial constraints, the Public Protector was
unable to conduct a comprehensive investigation in order fo determine the fair
market value for good and services procured; and
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6.3.1.3. The Public Protector was not provided with ali the invoices and proof of payments
for the goods and services procured by Estina on behalf of the Department.

7. REMEDIAL ACTION

The appropriate remedial action the Public Protector takes in pursuit of section 182(1)(c) of
the Constitution, with the view of addressing systemic procurement management deficiencies
in the Department and the irregular expenditure incurred, is the following:

7.1 The Premier of the Free State Province must

7.1.1. Initiate and institute disciplinary action against all implicated officials invelved in the
- Vrede Daijry Faim drojact;

7.1.2. Submit the report regarding the remedia! action in 7.1.1. to the Public Protector after
conclusion of the disciptinary action processes;

7.1.3. Ensure that he conducts a reconciliation of the number of cows initially procured and
found during April 2017 as per his undertaking in the response to section 7(9) notice;

and

7.1.4. Ensure that he submits an implementation plan within 30 days of the issuing of this
report.

7.2. The Head of the Free State Department of Agriculture must:
7.2.1. Ensure that the officials of the Supply Chain Management Division and Management
of the Department are trained on the prescripts of the National and Provincial
Treasuries in respect of procurement and specifically in respect of deviations:
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7.2.2. Take corrective measures to prevent a recurrence of the failure in the management

\p"/; T)_ri)cess referred 10 in this report;
w 7.2.3 Ensure that all Departimental staff involved in the implementation and execution of
Projects are properly trained and capacitated o manage Projects assigned to them,

for future projects; and

\ 7.24. Develop and revise current policies for the implementation of’ intemal conirol
N measures in line with Treasury prescripts and regulations,

.,

i

8. MONITORING

8.1.1 The Premier and Head of the Department are required to acknowledge receipt of
the Public Protector’s report within 14 days of receipt thereof and take remedial
action.

8.1.2 The Premier and Head of the Department must present an action plan on the

implementation of the Pubiic Protector’s report within 30 days of receipt thereof,

PUBLIC PROTECTOR OF THE

REPUBLIC OF 0U7H AFRICA
DATE: _08‘ O3 J Qo[

Assisted by: Free State Provincial Office, Pl
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VREDE DAIRY PROJECT: INVESTIGATION
File: 020443113 Complainant: R Jankielsohn (Democratic Alliance)

JJONEZ013— e ST

PROGRESS REPORT ON AN INVESTIGATION INTO ALLEGATIONS OF
MALADMINISTRATION IN RESPECT OF THE IMPLEMENTATION OF THE
VREDE DAIRY PROJECT BY THE FREE STATE DEPARTMENT OF

AGRICULTURE

1. THE COMPLAINTS

1.1 On 12 September 2013 the Public Protector received a compiaint from
the Free State Democratic Alliance.

1.2 They allege that an agreement between Estina/Paras (the Private
Company) and the Free State Department of Agriculture (the
Department) in respect of the Vrede Dairy Project is subject to a

confidentiality clause.

1.3 They further allege that the private company will invest R228 million for a
shareholding of 48% and Government will contribute R342 miilion for a
sharehoiding of 51%.

1.4 it is further alleged that the private company contribute only 40% of the
funds needed for a 49% share.

1.5 It is further alleged that 400 pregnant cows were procured and fhat the
Depariment invested R30 million the previous financial year and will
invest R84 miliion in this financial year.

1.6 The Head of the Department was requested to respond to the above
"allegations on 16 September 2014,

1.7 On 28 March 2014 the Public Protector received a further complaint from
the Free State Democratic Alliance on the Vrede Diary Project.

1.8 The again raised the issue of allocation of shares and alleged that Estina
does not have to contribute unless necessary but that they also benefit
from the supply of goods and services from the contributions made by
the provincial government.
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They alleged that the prices of payments for goods and services were
inflated and queried specifically the following:

Construction of silage bunker R5,000,000

2Km gravel road: R1,200,000

Security guard gate and house: R2,600,000

Cattle Feed Plant: R7,350,000

Milking pariour and processing plant: R30,050,000
Tools and farming equipment: R2,513,000
Administrative etc. costs R12,000,000

Irrigation, pasteurizer, dairy equipment; R37,779,613
Dairy cows 351: R6,212,000

They also raised the issue of environmental requirements in that
indiscriminate ploughing and ignoring of wetlands are taking place.

They further allege that between 50 and 100 cattle have died since being
purchased and request an investigation into the cause of the deaths.

ISSUES IDENTIFIED AFTER RECEIPT OF THE SECOND COMPLAINT

Whether the acceptance of the proposal by ESTINA adhered to the
prescripts of the Constitution, Public Finance Management Act and other
Treasury Regulations in respect of unsolicited bids.

Whether the project is classified as a Public Private Partnership.
Determine whether or not the Treasury prescripts in respect of Public
Private Partnerships were adhered to.

Determine whether or not the Department implement appropriated
monitoring and management procedures for the following:

Financial reporting;
Performance reporting in terms of the agreement;
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Budget evaluation; and
Expenditure — value for money.
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Whether or not the Capital injection by ESTINA was received by the

Department.

Whether or not the impiementation of phase 1 was concluded.
RESPONSE FROM THE DEPARTMENT

On 21 March 2014 the MEC of Free State Agriculture responded as
follows on the questions asked in respect of the first complaint:

The total project cost is R570 million of which Estina/Paras will
contribute R228 million (40% of total cost) and the Department will
contribute R342 million.

The Department has secured 51% of the shareholding for 100
beneficiaries Estina/Paras will obtain 49% of the shareholding and will
provide services and professional fees. Management and
administration costs of the project amounts for the difference of 9%

shares awarded to the Private Company.

The Department will contribute the R342 miltion in yearly R114 million
contributions over a period of 3 years and the R30 and R84 million is

the contribution for the year.

The confidentiality clause is included to protect the department against
disclosure of confidential information like design plans, structural layout
plans, financial matters. The clause is couched in general language to
protect instances which were not foreseeable at the time of conclusion of

the contract,
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ACCOUNTING GENERAL INVESTIGATION REPORT

Information received and confirmed by the Accounting General that he
investigated the Vrede Dairy project and included the procurement
process and all financial matters.

On 24 March 2014 the Acting Accounting General informed that the
provisional report was submitted to the Premier of the Free State for
Comment. He was requested for a copy of the executive summary. He
referred us to the Director General of National Treasury.

A letter was submitted to the Director General Treasury on 19 May 2014
requesting a copy of the Accountant General's report.

WRITTEN RESPONSE 1IN LEGISLATURE TO DEMOCRATIC
ALLIANCE QUESTIONS

in a written response of MEC of Agriculture to Questions about the
Project in the Legislature she responded as follows on 13 November
2013:

The first payment of R114 million was paid in R 30 and R 84 million
during 2012. She gave a breakdown of expenditure as follows:

Planting input: R319,290;

Labour Cost: R1,309,097;

Silage Bunker: RS million:

Gravel Road: R1,2 million;

Cattle Shed: R500,000;

Security Gate and House: R2,600,000;

Veterinary Laboratary: R300,000;

Cattie Feed Plant; R7,350,000;

Mitking Parlour: R30,050,000 (72 point rotary including processing plant
for 20,000 litres per day);
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5.2.10  Purchase of Farm Equipment: R8,380,494:

5.2.11 Dairy Cows: R6,212,000;

52.12 Dairy Equipment, Pasteurizer, irrigation Equipment: R37,779,613; and

5213  Land Surveyor, Agriculturists, Accounting Fees, Office Equipment,
Insurance, and Salaries and Wages: R12,000,000 (See response of MEC
to PPSA)

5214 These amounts totafled to R113,000,494.00.

6. PROJECT PROPOSAL OF ESTINA

8.1 A copy of a document was submitted to the Public Protector named:
PROJECT PROPOSAL: Vrede integrated Dairy project: Proposed
infegration of Dairy and other elements of production and processing with
the emphasis on value-addition and beneficiation, such as a range of

processed dairy products.

6.2 The document (B pages in total) refers to PARAS and their history. The
document further contains the proposals in respect of the viability of the
projects in establishing the Vrede Dairy Project.

6.3 The document states that the project will require an initial fixed capital of
R500 million to make it viable and projected turnover is R80 million with a
net profit of R16 million. The project proposal also indicates employment
opportunities as 600 employees.

6.4 According to the proposal the budget values are listed and indicate the
initial R500 million needed which includes R40 million working capital. A
phased approach is recommended indicating a project over 5 years.

7. AGRIBEE COMPANY FOR BENEFICIARIES

7.1 It was alleged that a company was registered for the project with the
Private Company holding 49% shares and 100 beneficiaries holding 51%

of the shares.
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A CIPC search on Company called Mohoma Mabung Dairy Project
indicated that the Company was registered on 3 October 2013 {usuafly
date when CM 29 is recorded).

The Company Registration Number is 2013/189418/07. The CIPC site
indicate one Director namely Kamal Vasram appointed on 11 October

2013

The address of the Company is listed as 111 Shimbali Sands, Naivasha
Road, Sunninghill, Gauteng, 2192.

A letter was addressed to the registered address to request a copy of the
sharehoider register. Gauteng Office informed that the address is for a
residential complex and the Head of the Department of Agriculture was
requested to submit the shareholder register of the Company.

The Company documents were only submitted during late 2013 but the
Department allocated funds for the 2012/2013 financial year.

FARM KRYNAAUWS LUST
The Vrede Dairy Project is situated on the Farm Krynaauws Lust.
A title deed search at the Registrar of Deeds indicates that the farm where

the project is farming namely Krynaauws Lust, Nr 275 Vrede RD is held
under title deed number T43752/1893 in the name of Phumelsia Local

Municipality.

No endorsements such as a 99 year lease awarded are registered on the
title deed.
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9. EVALUATION OF THE CONTRACT CONCLUDED BETWEEN ESTINA
AND THE DEPARTMENT

8.1 A copy of the contract concluded between ESTINA and the Free State
Department of Agriculture was obtained. The Contract was concluded on

5 July 2012.

9.2 ESTINA is obligated in the contract to conclude Phase 1 of the project.
This is described in Annexure A to the contract and the following must be

concluded:

9.2.1 Land Acquisition:

8.22 Environmental Impact Assessment;

923 Feasibility Study;

924 Water Reticulation;

8.2.5 Electricity Cennection;

926 include identified beneficiaries in AGRIBEE entity: and

89.2.7 Set up AGRIBEE entity and clarify roles of stakeholders (Department,
AGRIBEE and ESTINA).

9.3 In terms of the contract a project pian in line with ESTINA proposals which
must have milestones and timelines for phase 2 as approved by
Department must be submitted by ESTINA to the Department.

8.4 in terms of Clause 6.2 ESTINA must determine the dates for capital
injection by ESTINA. The Capital injection of ESTINA is stated in the
contract as R228 million.

9.5 The contract describes phase 2 of the project as “setting up and
management of Dairy” and phase 3 of the project as “setting up and

management of processing plant.”

9.5 ESTINA is obliged in terms of clause 6.12 to carry out all its obligation in
line with the Department’s policies, procedures, protocols and directives.
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9.6 In terms of clause 7.3 of the contract the Department will identify the
beneficiaries of the project. The Department must further consider and

approve milestones for phase 2 and 3 (clause 7.4)

a7 Clause 8.1.1 states that ESTINA warrants that it is a partner to PARRAS
(India).
9.8 The contract determines that the Department will implement appropriate

monitoring and management procedures (clause 9.1).

9.9 In terms of clause 8.3 ESTINA must submit on a monthly basis financiai
reports and on quarterly basis performance report must be submitted.

9.10 In terms of clause 13.1 an amount of R30 million to execute phase 1 is

allocated to the project.

211 In terms of clause 13.4 ESTINA must prepare a budget to be approved by
Department and budgets should be revised and updated on a quarterly
basis and submitted for approval to the Department.

9.12 Clause 13.5 prescribes that ESTINA to submit ali invoices to Department
together with reports in line with Project plan to be paid by the Department
within 30 days.

10 CONTRACT CANCELLATION AND TRANSFER OF PROJECT TO
FREE STATE DEVELOPMENT CORPORATION

ERIKA CILLIERS
16 April 2014



