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IN THE COMMISSION OF INQUIRY INTO ALLEGATIONS OF STATE CAPTURE, CORRUPTION
AND FRAUD iN THE PUBLIC SECTOR INCLUDING ORGANS OF STATE

STATEMENT

|, the undersigned,

CELIA PAULINA MAMOHLALA MALAHLELA

do hereby state as follows:

1. INTRODUCTION

1.1. I am an adult female previously employed as the Acting General Manager:
Properties at Denel SOC Lid. Denel SOC Ltd's head office is located on

Nellmapius Drive, Centurion, Gauteng Province, 0046.

1.2.  This statement has been prepared in terms of Rule 6.2 of the Rules Governing
the Proceedings of the Commission of Inquiry into Allegations of State
Capture, Corruption and Fraud in The Public Sector Including Organs of
State, chaired by Deputy Chief Justice, Raymond Zondo ("the Commission™).
This statement has been prepared following a request received from the

investigators of the Commission.

1.3. | believe the facts contfained in this statement to be true and correct and
within my personal knowledge and belief, save where the context indicates

otherwise.

1.4. Where | make submissions on legal matters, | do so on the advice of the legal

representatives of Denel SOC Lid, which advice | accept as being correct.

i.5e The purpose of this statement is to respond o the queries raised by the
Commission's investigaftors regarding my involvement as the Executive
Manager: Supply Chain at Denel Land Systems with respect to the following:
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1.5.1. . The appointment of VR Laser Services (Pty) Ltd by Denel Land Systems to
produce 217 armour hulis for the Hoefyster Platform Components in the
year 2014 and pursuant to the Updated Request for Proposals dated 06
June 2014;

1.5.2. The conclusion of the Memorandum of Agreement in the year 2015,
between Denel Land Systems and VR Laser Services (Pty) Ltd whereby
the latter was appointed by the former to be a single-source supplier for
the provision of all fabricated steel services and goods such as the
fabrication of hulls, fabricated structures and/or turret hulls, for a period

of 10 years.

1.5.3. The appointment of VR Laser Services (Pty) Ltd by Denel Land Systems in
2016 to supply cradles, FCM outer shields and armour components,
following the cancellation of an agreement between Denel Land
Systems and LMT (Pty) Lid to supply the same components.

1.6. Prior to providing the information referred to in the previous paragraph, | shall
first provide the details of when | assumed the role of Executive Manager:
Supply Chain at Denel Land Systems by setting out my educational

background and employment history.

2. PROFESSIONAL BACKGROUND AND EMPLOYMENT AT DENEL SOC LID

2.1. 1 hold a Bachelor of Laws (LLB) Degree from the University of Westemn Cape,

which | completed in 2005.

2.2 | joined Denel Land Systems in May 2012, in the position of a Contracts
Manager in the Supply Chain Department. | had initially applied for the
position of Company Secretary through a recruitment agency. Following
going through the interview process for this position, | was informed by the
agency that due to internal changes that were occurring within Denel Land

Systems, the position was no longer available.

2.3. 1 was then informed of the position of Confracts Manager being available
and also went through the interview process for this. | was then provided with

an offer of employment for this later position, which | duly accepted.

Py
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Prior to the above, my employment background was as follows:

| joined Eskom Holdings SOC Ltd as a Governance and Legal Officer in
February 2006 until July 2007;

| then joined De Beers Consolidated Mines as Senior Supply Chain Officer
from August 2007 unfil July 2010;

| thereafter joined Katanga Mining as a Contracts Advisor in August 2010
and was given the added role of Company Secretary from November
2010 until | left the employ during May 2012.

In or around November 2012, the Denel Land Systems division amalgamated
the company Mechem Incorporated to become “Denel Land Systems
incorporating Mechem” and restructuring took place which required me to
act as the Executive Manager: Supply Chain. | acted in this position until
February 2013 where after, | became appointed on a full-time basis in the

said position.

During this tfime as Executive Manager: Supply Chain, | reported to the Chief
Operations Officer of Denel Land Systems, Mr Reenen Teubes.

My responsibilities as Executive Manager: Supply Chain included the

following:

Providing strategic direction to the remainder of the team within the

supply chain department;

Responsible for the signing-off of commercial procurement, which

entailed the purchasing of off-the-shelf / non-technical products;

Responsible for the signing-off of technical procurement, which entailed
the purchasing of components based on data packs specific o a
particular make of an armour vehicle, line replacements and

ammunition,

Member and chairperson of the Procurement Committee of Denel Land
Systems - the Procurement Committee had delegation to approve the

appointment of suppliers wherein the contfract value was R 5 million or

"'\
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27.5. Making recommendations to the Denel Land Systems' Executive
Management Committee (EXCQO) for the appointment of suppliers
wherein the confract value exceeded the delegation provided fo the

Procurement Committee referred to above.

2.8. A copy of the organogram of the supply chain department applicable to
Denel Land Systems at the time is attached hereto as Annexure CM1.

29. A copy of the Delegation of Authority policy applicable to Denel Land
Systems at the time is attached hereto as Annexure CM2.

2.10. The procurement practice that | found in place at the time was that suppliers

were appointed mainly through a closed tender/Request For Quotation

system.

2.11. Below is an illustration of the approval process taken from the Denel LIW
Procurement Procedure, Document Number 1000454, implemented on 17

May 2000.

y - P
~ / \ ‘/
_|
f
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Depending on the value of the procurement refered to above and as per
Denel Land 3Systems’ Delegafion of Authority policy, | would also be
responsible for the preparation of the submissions for approval by the

Executive Committee of Denel Land System:s.

I resigned from the position of Executive Manager: Supply Chain at the end
of December 2016. Later in January 2017, | joined the operations department
at the Denel Corporate Office. | then took up the position of Acting General
Manager: Properties at Denel SOC Ltd in August 2017, which latter position |

4

VA
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3. EVALUATION CRITERIA USED IN THE ASSESSMENT OF BIDS

3.1.  Asis public knowledge, on 07 December 2011, the then Minister of Finance
issued an exemption to entities listed under Schedule 2 of the Public Finance
Management Act of 1999, regarding compliance with the provisions of the
Preferential Procurement Regulations of 2011 read with the Preferential
Procurement Policy Framework Act of 2000, in so far as the evaluation criteria
for tenders is concemed. The exemption was scheduled to last until 07
December 2012. A copy of the exemption is aftached hereto and marked as
Annexure CM3.

3.2 Following the lapse of the exemption period referred to above, the Minister
of Public Enterprises, as Denel SOC Ltd's shareholder representative, issued a
letter dated 07 December 2012 to the then Chairperson of the Board of

Directors of Denel, informing him amongst others things:

3.2.1. The exemption enjoyed by entities listed under Schedule 2 of the PFMA
expired on 07 December 2012;

3.2.2. There were a number of unresolved issues pertaining to the extension of
the exemption of State-Owned Entities (“SOEs") as per the exemption
that had been issued on 07 December 2011 - these issues will have a
materidl impact on the ability of SOEs to exiract optimal commercial,

developmental and transformational value from strategic procurements.

3.2.3. The minister was personally engaging with the Minister of Finance to
resolve the above-mentioned issues — SOEs should in the meantime,
continue fo procure as if the extension to the exemption {which lapsed

on 07 December 2012) was still in place.

3.3. A copy of the letter from the Minister of Public Enterprises dated 07
December 2012 and the cover email from the Supply Chain Executive within
the Denel Group, Mr Dennis Mlambo (“Mr Mlambo") to the supply chain
managers within the Denel Group is aittached hereto and marked as
Annexure CM4.
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3.4. On or about 28 February 2013, Mr Mlambo conducted a presentation to
stakeholders/suppliers at large at the Denel! Supplier Day, wherein he set out
the criteria that was to be applied by the Denel Group in the evaluation of
tenders. A copy of the presentation and agenda for the Denel Supplier Day
is attached hereto and marked as Annexure CM5.

3.5, As will be noted from the presentation, the following evaluation criteria was
to be used by the Denel Group in assessing / adjudicating tenders:

3.5.1. Price - 25%
3.5.2. Functionality — 45%
3.5.3. BBBEE - 30%.

3.6. The criteria referred to above is noted to have been part of the Denel
Group's strafegic objective of increasing the black supplier pool in its core
business areas and improving the quadlity of confracting with suppliers to

achieve, a fair spread of risk sharing and profitability.

Ky Mr Mlambo had further, through his email of 19 February 2014, addressed to
the various managers within the divisions of the Denel Group, highlighted the
low level of spend by Denel on black-owned and black women owned
companies and reminded the parties responsible for the adjudication criteria
to implement the same and with immediate effect, The email of 19 February

2014 from Mr Mlambo, attached hereto as Annexure CMé.

3.8. | also need to point out that the applicable internal procurement policies at

the time were the following:

3.8.1. Denel LIW Procurement Procedure, Document Number 1000454,

implemented on 17 May 2000.

3.8.2. Denel Land Systems' Procurement Policy Revision no. 6, revised on 07
April 2008; and
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3.9. The above-tated background is what informed the application of the
evaluation criteria to the responses received pursuant to the award of the
217 Armour Hulls for the Hoefyster Platform Componentsin the year 2014,

4. THE APPOINTMENT OF VR LASER SERVICES (PTY) LTD BY DENEL LAND SYSTEMS TO
PRODUCE 217 ARMOUR HULLS FOR THE HOEFYSTER PLATFORM COMPONENTS IN THE
YEAR 2014

4.1, The submission o Denel Land Systems EXCO during April 2014,

recommending the appointment of VR Laser Services (Pty) Lid

4.1.1. During the month of April 2014, | signed-off submission to the Denel Land
Systems EXCO, recommending that the committee approve the
appointment of VR Laser Services (Pty) Ltd, based on the quotations that
Denel Land Systems had received in response to the Request for Offers
(“RFO™) for Hoefyster Platform Components under Proposal Number
HY/RFO/2011-001, issued during February 2012. To the best of my

knowledge the RFO was issued to the following suppliers:

4.1.1.1. LMT Holdings (Pty) Ltd (“LMT"),
ANk, DCD-Dorbyl (Pty) Ltd (“DCD"); and
4.1.1.3. VR Laser Services (Pty) Ltd.

(the companies referred to in 4.1.1.1 to 4.1.1.3 are collectively referred to

as “the three suppliers")

4.1.2. | was a member of the team, which discussed the progress being made
with the Platform Hulls Manufacturing. | received an invitation from Mr
Rioan Badenhorst in his capacity as Project Manager: Transfer of
Technology Platform ("Mr Badenhorst”) at the fime, to attend the
standing meeting to discuss the progress being made with the Platform
Hulls Manufacturing and the said meeting was scheduled for 01 April
2014.

4,1.3. As can be seen from the Supply Chain organogram as at November
2012 and aftached hereto as Annexure CMI1, Mr Badenhorst was

previously employed in the Supply Chain Department as a pro rement

)
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officer. He therefore had been involved in the procurement process of
the Platform Hull Manufacturing prior to his position of Project Manager:

Transfer of Technology Platform.

4.1.4, The information available to this team, in preparation for the meeting
scheduled for 01 April 2014 included not only the responses received
from the three respective suppliers in response to the RFO of February
2012 but also a report by Finland company, Patria Land Services Oy
("Patria”) fitled: “Hull Welding TT - Information Week 8 2014 Denel Land
System” dated 03 March 2014 (“the Patria Report"”).

4.1.5. Patria was the original equipment manufacturer of the vehicles fo be
supplied by DLS to Armscor under the Hoefyster Contract and had
conducted site visits fo the three suppliers who were issued with RFOs in
February 2012. | can confirm that | was not part of the Denel Land
Systems' delegation that attended the site visits fo the three suppliers.

4.1.6. A copy of the email invite from Mr Badenhorst o the meeting of 01 April
2014 attaching the Patria Report, is attached hereto as Annexure CM7.!
As can be noted from the email invite, the persons who were invited fo

this meeting were;

4.1.6.1. Johan Bezuidenhout;

4.1.6.2. Reenen Teubes;

4.1.6.3. Henk van den Heever;

4.1.6.4. Martin Drevin; and

4.1.6.5. Nols Fonternel.

4.1.7. | pause to mention that | was first made aware of the three suppliers'

responses to the RFO of February 2012 on or about 10 February 2014 by
Mr Badenhorst. A copy of the email from Mr Badenhorst dated 10
February 2014 is attached hereto as Annexure CM8.

'l need to point out that | was first made aware of the Pairia Report through an Outlook meeting invite
that came from Mr Badenhorst on 04 March 2014, wherein the said report was contained in the body of
the Invite. The persons invited fo this meeting included Mr Reenen Teubes. | then attended to forward
the said Report fo Mr Stephan Burger in his capacity as the Chief Executive Officer of Denel Land
Systems. A copy of the email invite of 04 March 2014 from Mr Badenhorst and my email to Mr Burger on
the same day are attached hereto as Annexure CM7.1 & CM7.2,
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4.1.8. Following the meeting above, a submission to the DLS EXCO which
confained a recommendation on which supplier should be appointed in
the Platform Hulls Manufacturing was prepared, based on the responses
received from the three respective suppliers in response to the RFO of
February 2012.

4.19. The draft submission to the DLS EXCO was initially prepared on or about
04 April 2014 by Mr Badenhorst and submitted to me for consideration for
onward fransmission to the DLS EXCO.

4.1.10. Copies of the emails from Mr Badenhorst dated 04 April 2014 with respect
1o the above are attached hereto an Annexures CM9.

4.1.11. A final submission was concluded on 25 April 2014 for the DLS EXCO's
consideration for ifs meeting of 29 April 2014, recommending the
appoinfment of VR Laser Services (Pty) Ltd as the preferred supplier in the

Platform Hulls Manufacturing contract.

4.1.12. The email to the Denel Land Systems EXCO attaching the submission of
25 April 2014 is attached hereto as Annexure CM10.

4.1.13. The agenda for the DLS EXCO meeting of 29 April 2014 is attached

hereto as Annexure CM11.

4.1.14. As can be noted under paragraph 7 of the DLS EXCO submission of 25
April 2014 (Annexure CMI0), titled “Supply Chain Comment”, the Patria
Report had been integrated into the recommendation of the cross-
functional team for the appointment of VR Laser Services (Pty) Lid as the
preferred supplier in the Platform Hulls Manufacturing contract.

4.1.15. Although the Patria Report had been used in support of the decision
recommend that VR Laser Services (Pty) Lid, it is submitted that VR Laser
would have been recommended as the preferred supplier due to the
fact that it had offered the most competitive price out of the three
suppliers under review. As can be noted on page 2 of the submission, the

prices of the three suppliers were as follows:

Page 10 of 34
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Supplier Amount / prices per unit
VR Laser Services (Pty) Ltd R 865010.00
DCD Dorbyl R 896 000.00
LMT R 1738 694.00

4.1.16. Shortly before signing-off the submission of 25 April 2014 and emailing it to
the Denel Land Systems' EXCO, | received an email from Mr Teubes
requesting that | check the shareholders’ agreement in place between

LMT and Denel Land Systems.

41.17. Mr Teubes indicated that his request was informed by a communication
he had received from LMT's managing director at the time, Dr Stefan
Nell, accusing Denel Land Systems of contravening the shareholders
agreement in so far as Denel Land Systems intimated confracting with
other parties, (presumably VR Laser Services (Pty) Lid) on the hull

manufacturing.

4.1.18. Mr Teubes' email above was followed by an email from Mr Pieter
Knoetze (“Mr Knoetze"), the Chief Financial Officer of Denel Land
Systems at the time, advising that he recalled a letter that was signed by
Denel Land Systems confirming that Denel Land Systems would put the
business {of manufacturing hulls} o LMT, as a condition to the equity deal
(involving the purchase of LMT by Denel Land Systems with Pamodszi as a

minority and equity partner).

4.1.19. Ms Denise Govender (“Ms Govender"), the Executive: Legal for Denel
Land Systems at the time, responded to the email exchanges referred to

above, attaching amongst other documents,

4.1.19.1. the draft shareholders agreement between Denel Land Systems and
LMT;
4.1.19.2. the submission to the Board of Directors of Denel SOC Ltd, notifying

the Board of the proposed revised LMT fransaction and requesting

approval for the

Page 11 of 34
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.

4.1.19.2.1. reduction of Denel's Shareholding from 70% to 51%;

4,1.19.2.2. conversion of the R 12,75 million pre-payment made to LMT by
Denel Land Systems to preference shares; and

4.1.19.2.3. the exercise of the Call Option.

4,1.20. Ms Govender further referred to page 6 of the Denel Board submission
which highlighted the strategic benefits of the acquisition of LMT by

Denel and these were:

4.1.20.1. There was a strategic interest for DLS to ensure that LMT confinued
to operate as a going concern due to the criticality of LMT to the

Hoefyster and Malaysia programmes.

4.1.20.2. The fransaction {acquisition of LMT by DLS) contributed to supplier
development;
4.1.20.3. The establishment of a vehicle integration capability with Denel and

potential to access other vehicle programmes.

4.1.20.4. Significantly higher margins on the Hoefyster programme were
expected due fo the in-house manufacturing that would take

place.

4,1.21. The email trail of 25 April 2014 between Mr Teubes, Mr Knoetze and Ms

Govender referred to above is attached hereto as Annexure CM12.

4.1.22. | attended to present to the Denel Land Systems' EXCO the submission of
25 April 2014, at the meeting that was scheduled for 29 April 2014. With
respect to the outcome of the decision of EXCO, in response to the
recommendation of the appointment of VR Laser Services (Pty) Ltd as
contained in the submission of 25 April 2014, | can confirm that the
committee did not approve the appointment. Instead, the. committee
took a decision that the three suppliers be requested to provide the most
recent and updated quotations from their inifial responses to the RFO of
February 2012.

4.1.23. [ pause to mention that Ms Govender had, on or about 26 May 2014,
also provided a report regarding DLS' obligation to LMT on the
placement of orders for the turet and platform hulls. Ms Govender fad

G§U
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4.1.24.4.
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advised that the report was provided following information received
from Mr Knoetze that the Denel Corporate Office had requested the

same.

In the report, Ms Govender had considered the documentation as listed

below in providing her advice and she summarily advised as follows:

The MOU between DLS and LMT:

- The motivations provided to both DLS and DCO Board of
Directors did not place a legally binding obligation on DCO and

Denel to contract LMT,

- This MOU was also no longer in force and had no binding

obligations on the parties.

Contract 00200177 for the supply of frunnion machining (turret hulls)

on the Hoefyster contract and its Cancellation Letter

- No legal obligation arose from either of the parties as a result of
the cancellation of Contract 00200177.

Option to Purchase Agreement: Annexure “A2" — MOU between
Denel and LMT

- The MOU expressly stated that LMT's First Right of Refusal placed
no legally enforceable obligation to appoint LMT as a contractor

or subcontractor for any work.

The letter of 13 June 2011 by DLS CEO to Pamodzi CEQ, Mr Ndaba

Nisele

- The letter was submitted to Pamodzi in good faith and could not

be deemed to be legally binding.

The email from Ms Govender of 26 May 2014, attaching the above-

mentioned report is attached hereto as Annexure CM13.
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4.2, The adjudication of the Updated Request for Proposals HY/RFO/2011-002/1 in
June 2014

4.21. On or about 06 June 2014, Mr van den Heever dispatched with Updated
Request for Proposals HY/RFO/2011-002/1 to the three suppliers.

42.2. As is apparent from the Updated Request for Proposals, the three
suppliers were informed that the contract scope was for the delivery of
217 weapon systems, consisting of turrets and vehicles. The suppliers were
further required to amend/update their proposals/quotations to contain
a breakdown of the prices for the Armour Hull to include the following:

422.1. Price for the Armour Hull, excluding mine protection;

4222, Price for mine protection only; and

4223. Prices to exclude dll jigs and fixfures.

4.2.3. The suppiliers were requested fo provide their responses through the

email address: quotes@dIsys.co.za on or before 12:00 noon on 25 June
2014.

42.4. Copies of the Updated Request for Proposals HY/RFO/2011-002/1 dated
06 June 2014 for the three suppliers are aftached hereto as “Annexures
CM 14", “CM 15" and “CM 18", respectively.

42.5. The three suppliers duly submitted their responses to the Updated
Request for Proposals sent on 06 June 2014 and the said responses were

received by and stamped by DLS' registry division in the following

sequence:

42.5.1. LMT's response was received on 23 June 2014 and it is attached hereto as
Annexure CM17;

42.5.2. VR Laoser's response was received on 25 June 2014 and it is attached

hereto as Annexure CM18;

4.253. DCD's response was received on 25 June 2014 and it is attached hereto

as Annexure CM19. _,,\
™\

.\\
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4.2.6. Below is a summary of the pricing received from each supplier in their
responses.
4.2.6.1. LMT In its response, LMT quoted an amount of R 736 534.00 excl VAT

for each of the 217 hulls. The supplier further indicated that “it is not
possible to quote for mine protection separately as it is an integral

part of the hull structure".

4.2.6.2. LMT further indicated that the base date for the pricing was 30 June
2014 and the escalation would be in accordance with the indices

attached as an appendix fo the response.

4.2.6.3. VR Laser

4.2.6.3.1. VR Laser’s pricing in their response to the Updated Proposal

consisted of four parts, namely:

4.2.6.3.1.1. Quotation for the fabrication of Hoefyster Platform
Components only: R 568 986.96

42.63.2. The part of the quotation for the Armour Hull including mine
protection, was further broken down into three parts namely:

42.6.3.2.1. Unit price on the industrialisation of Hulls: PPM units 1 =5 R
1 326 786.00;

426322 Learning curve production units 4 — 20: R 1 232 328.00;

4,2.6.3.2.3. Series production units based on the DLS schedule: R 1 204
986.00.

4,2.6.3.3. Quotation for mine protection only: R 105 316.80.

4.2.6.4. DCD

DCD's pricing in their response to the Updated Proposal comprised

of the following:

\ /N
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DESCRIPTION PRICE
ITEM
1. 12 off pre-production manufacturing hulls, | R 1 020 000.00
excluding the pre-production mine floor
sections
2. 205 off production hulls, excluding the | R 943 000.00
productions mine floor sections
3. 12 off pre-production mine protection floor | R 278 200.00
sections for the pre-production manufacturing
hulls
4, 205 off production mine protection floor sectior] R 257 200.00
the pre-production manufaciuring huils
ok Transportation per hull R 3 700.00
6. Delta coating, labour and consumables R 150 000.00 per hull
7. Curing in high temperature oven R 22 500.00 per hull
8. Transportation from Vereeniging curing facility | R 9 500.00 per hull
B Total indicative price per hull R 182 000.00

I pause to mention that to the best of my knowledge the procurement

process for the platform hulls under the Hoefyster Contract started late in

the year 2011 and the three suppliers were provided with Request For
Offers under Proposal Number HY/RFO/2011-001 during February 2012
and this was before | joined Denel Land Systems. The Updated Request
for Proposals HY/RFO/2011-002/1 of 06 June 2014 was therefore a

continuation of the February 2012 process, hence the three suppliers

were requested to provide updated proposals.

As stated above, there was a team which held a meeting on 01 April

2014 in order to consider the responses received from the three

respective suppliers in response to the RFO process of February 2012. [

Due to the high value of the contract under discussion, it made sense to @(’f/

\
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me that there be a cross functional team which sat in to consider the
responses to the Updated Request for Proposals HY/RFO/2011-002/1 of 06
June 2014.

4.2.9. Following the receipt of the responses from the three suppliers to the
Updated Request for Proposals of 06 June 2014, | called for a cross-
functional team to be constituted in order to evaluate the updated
proposals received. This was done with a view of making a final
recommendation o the EXCO of Denel Land Systems on the award of
the coniract relating to the production of the 217 armour hulls for the

Hoefyster Platform Components.

4.2.10. The cross-functional team consisted of the following employees within

Denel Land Systems, who possessed various skills and expertise:

4.2.10.1. Badenhorst, R: Infantry Systems Department

4.2.10.2. Bezuidenhout, J: Business Excellence Department

4.2.10.3. Drevin, M: Infantry Systems Department

4,2.10.4. Govender, A: Infantry Systems Department

42.10.5. Khoza, I Infaniry Systems Department

4.2.10.6. Lindhout, A: Engineering Department

4.2.10.7. Malahlela, C: Supply Chain Department

4.2.10.8. Rakhuduwe, R: Supply Chain Department

42.10.9. Van der Linde, B: 4 Infantry Systems Department

42.11. | further confirm that | had sought the assistance of Mr Rolland

Rakhuduwe of the Supply Chain Department in compiling the evaluation
sheets that were to be used in adjudicating the responses received. This
evaluation sheet was also based on the email previously received from
Mr Mlambo on 19 February 2014 referred to in paragraph 3.7 ot;Q\lre and

as Annexure CM6. W

\\..
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4.2.12. A copy of the email exchanges between myself and Mr Rakhuduwe in
this regard is affached hereto as Annexure CM20.

4.213. | can confirm that the above-mentioned cross-functional feam had not
previously received formal fraining with respect to the adjudication of
the responses received from the three suppliers. | however cannot
confirm whether any of the above-mentioned members of the cross-
functional team had previously sat in a bid-evaluation committee of a

similar nature.

4.2.14, The responses of the three suppliers were evaluated by the cross-
functional team on 25 June 2014 where a list of questions for each
supplier was noted down, on which clarification was required. Mr van
den Heever was tasked with inviting the three suppliers to attend the
meeting the next day on 26 June 2014 at different time slots, to give
feedback and clarification on the questions and issues raised by the bid

evaluation committee.

42.15. On 26 June the three suppliers attended feedback session at Denel Land

Systems' Eagle Boardroom in the following sequence and time slofs:

42.15.1. VR Laser from 08:30 am to 09:00 am;

42.15.2. DCD from 09:00 am fo 09:30 am; and

4.2.15.3. LMT from 09:30 am fo 10:00 am.

4.2.16. The attendance and declaration of interest register for the meeting of 26

June 2014 with the three suppliers is attached hereto as “Annexure CM
21",

4.2.17. The list of questions posed for each supplier on the date of 26 June 2014
are attached hereto as "Annexures CM22", “"CM23" and “CM24"

respectively.

42.18. I must state that no formal minutes were kept of the committee's

a
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4.2.19. I must further state that the dates of the bid evaluation committee’s
attendance and declaration of interest registers referred to above seem
to be incorrectly noted in that the attendees of the meeting of the 25t
June appearin the form that is marked 26t June 2014, vice versa.

4.2.20. Following the meetings held with the three suppliers on 26 June 2014, the
cross-functional team gave the said suppliers an opportunity to submit
revised proposals, based on the issues raised during the meetings. The
three suppliers duly submitted their revised proposals and the said
proposals were received and stamped by Denel Land Systems' registry
division on 27 June 2014.

4221. The pricing contained in the revised proposals of 27 June 2014 can be

summarised as follows:

4.221.1. LMT sought to explain its pricing with respect to the 217 hulls in their
previously-submitted proposal by distinguishing between the interior

and exterior features of each hull as follows:

a) The unit price of the 217 hulls was R 736 534.00 each where

sandblasting and priming was included;

b) The unit price of the 217 hulls was R 763 191.02 each where
sandblasting and painting of each hull with Matt Dark Earth
(exterior) and Beige Green (interior) as per the RSA-MIL-SPEC 42

was included.

4.2.21.2. DCD - no change in pricing from proposal initially received on 25
June 2014 except for indicating that the raising of performance
bonds for the contract will cost R 29 600.00 for the pre-production
hulls and R 674 000.00 for the production hulls,

4.2.21.3. VR Laser submitted an updated proposal, and there was no revision
in the pricing contained in the previous proposal received by Denel
Land System on 25 June 2014. The proposal contained further

information related to the question and answer session held on 26

June 2014. -
@/Page 19 of 34

o sl



W10-CPMM-020

4.2.22. The revised proposals from the three suppliers are attached hereto as
“Annexures CM25", “CM26" and “CM27" respectively.

42.23. On 27 June 2014, the cross-functional feam reconvened in order to do
the final scoring for each of the proposals received from the three
suppliers and for the ultimate purpose of recommending that a final

award be made to the winning bidder.

4.2.24, As can be seen from the Consolidated Evaluation Sheet attached
hereto as Annexure CM28, the evaluation criteria and weighting referred

to above was applied in adjudicating over the proposals, namely:

4.224.1. Price - 25%

42242, Functionality - 45%

42.243. BBBEE — 30%.

4.2.25. The Evaluation Templates & Consolidated Evaluation Templates signed

by each cross functional team member are attached hereto as
"Annexure CM29.

4.2.26, As is apparent from the Consolidated Evaluation Sheet, VR Laser Services
{Pty) Ltd received the highest score out of all the three suppliers, by

obtaining a total of 65.54 % broken down as follows:

4.226.1. Price/Financial Offer of R 262 406 634.00 — 10.39%;

4.2.26.2. Functionality/Technical — 50.15%;

4.2.26.3. BBBEE - 5%

4.2.27. As is also apparent from the Consolidated Evaluation Sheet:

4227.1. LMT came second in line with the scoring by receiving an overall
score of 64.78%, which was 0.76% less than VR Laser Services (Pty)
Ltd.

4.2.27.2. LMT's total financial offer was R 165 612 451.00, making it the

cheapest out of the three suppliers;
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4.2.28. initially, VR Laser was the only supplier awarded points under the BBBEE
category with the remaining two suppliers given zero points and the
reasons given for this was that these two suppliers had submitted
expired BBBEE certificates. DCD had however subsequently attended to
submit a new BBBEE ceriificate and was also allocated 5 points for
BBBEE.

4229, | need to point out that, | had, on the (verbal} instruction of the Chief
Executive Officer of Denel Land Systems, Mr Stephan Burger (“Mr
Burger"), been providing him with regular updates on the progress that
was being made by the cross-functional team in evaluafing the

responses to the Updated RFOs from the three suppliers.

4.2.30. The first update provided fo Mr Burger was on 25 June 2014, wherein |
informed him of the prices presented by the three suppliers on receipt of
their proposals and also that a recommendation could not be made
based on the information submitted. | had also in this email decided to
include Mr Teubes as my direct superior. A copy of the email exchange
of 25 April 2014 with Misters Burger and Teubes is aftached hereto as
Annexure CM30.

4231. Mr Burger had on 26 June 2014, responded to the email referred to
above, requesting to be provided with a copy of the bid evaluation
committee's evaluation sheets/mairix for the three suppliers and
suggested that no final recommendation be made without such being
first checked by him. A copy of the email exchanges with Mr Burger are

attached hereto as Annexure CM31.

4.2.32. After having viewed the bid evaluation committee'’s evaluation
sheets/matrix for the three suppliers- and upon being informed that the
evaluation committee would meet on 27 June 2014 to do a final
recommendation, Mr Burger had informed me that he is "prepared to
defend" VR Laser Services (Pty) Ltd, presumably to be the winning
bidder. Mr Burger had also indicated that he would not be defending
VR Laser Services (Pty) Ltd had they not been leading in the scqring.

.
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4.2.33. Mr Burger further enquired as to whether the Patria Report of 03 March
2014 referred to above and which strongly recommended VR Laser
Services (Ply) Ltd as a preferred supplier, had been considered by the

bid evaluation committee.

4.2.34. Mr Burger also undertook fo negotiate with VR Laser Services (Pty) Lid,
as the leading bidder in the evaluation, to reduce the price they had
offered and that such discussions would be "outside the normal

channels”.

4.2.35. | responded to Mr Burger's email of 27 June 2014 referred to above,

advising mainly:

4.2.35.1. The Patria Report of 03 March 2014 had been integrated into the

final scoring by the bid evaluation committee;

4.2.35.2. The price offered by VR Laser Services (Pty) Ltd was completely
over the amount budgeted for by Denel Land Systems in having
the hulls procured — as stated in the email “The Maximum we can

dois R1m per unit (all cost included). Base date 2014.";

4.2.35.3. I would schedule a meeting with the cross-functional team on the

same day to do a final recommendation.

4.2.36. The email exchange between myself and Mr Burger which took place

on 27 June 2014 is attached hereto as Annexure CM32.

4.2.37. On 30 June 2014, | received the draft submission to the EXCO of Denel
Land Systems, from Mr van den Heever for my consideration and sign
off. This submission contained a final recommendation for VR Laser
Services (Pty) Ltd to be appointed as the supplier of 217 armour hulls for
the Hoefyster Platformm Components. A copy of the email from Mr van
den Heever along with the draft submission, is attached hereto as
Annexure CM33.

4,2.38. On the same day, | provided the draft submission to the EXCO of Denel
Land Systems to Mr Teubes, for his consideration. Coincidentally, also on

30 June 2014, | received an email from VR Laser Services (Pty) Ltd's Chief
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Executive Officer at the time, Mr JP Arora, attaching a revised proposal
which contained a reduced price for the production of the armour hulls

as follows:

QUOTATION FOR THE FABRICATION OF HOEFYSTER PLATFORM

COMPONENTS ONLY
INITIAL PRICE REVISED PRICE
R 568 986.96 R 568 986.96
(Same as quoted)

QUOTATION FOR ARMOUR HULL INCLUDING MINE

PROTECTION

ITEM INITIAL PRICE REVISED PRICE
Unit price on R 1326786 R 1326786
industrialisation of (Same as quoted)
hulls, PPM 1 1= 5
Learning curve R 1232328 R 1232328
production units, 4 — (Same as quoted)
20
Series production R 1204986 R 1084 487
units based on the
DLS schedule

QUOTATION FOR ARMOUR HULL EXCLUDING MINE
PROTECTION

ITEM INITIAL PRICE REVISED PRICE
Unit price on R 1230245 R 1230 245
industrialisation of (Same as quoted)
hulls, PPM 1 -5
Learning curve R1135787 R1135787
production unifs, 4 — (Same as quoted)
20
Series production R 1108 446 R 1001 601
unifs based on the
DLS schedule

QUOTATION FOR MINE PROTECTION ONLY
INITIAL PRICE REVISED PRICE
R 105 316.80 R 105 316.80

(Same as guoted)

A copy of the email containing the revised proposal from VR Laser

Services, is attached hereto as Annexure CM34.

4.2.39. | forwarded the email received from VR Laser Services (Pty) Lid
containing the revised proposal to Mr Teubes and his immediate response

was the word “Interesting”

4.2 .40. | need to point out that the revised proposal from VR Laser Services (Pty)
Ltd received on 30 June 2014, was sfill dated 24 June 2014 and | neither
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solicited nor requested such a proposal. | further need to point out that
there were no other revised prices received from the remaining two

suppliers.

4241, Later on the same day, | also received a response from Mr Teubes
regarding the draft submission to the EXCO of Denel Land Systems
containing a final recommendation for VR Laser Services (Pty) Ltd to be

appointed as the supplier of 217 armour hulls.

4242, In his response, Mr Teubes recommended, amongst other things, that the
reduced price contained in the revised proposal received from VR Laser
Services' JP Arora earlier on that same evening, be included in the draft
submission to the EXCO of Denel Land Systems (in strengthening the final
recommendation for the appointment of VR Laser Services) and that

such be sent to Mr Burger for his final handling.

4.2.43. | responded to Mr Teubes' recommendation, advising that the revised
quotation could not be included in the EXCO submission to Denel Land
System, as suggested by him. Mr Teubes then replied suggesting that the
EXCO of Denel Land System could provide direction on the way forward
but ulfimately with a view that the revised proposal from VR Laser
Services (Ply} Ltd would be included in the submission that would

eventually be provided to the Board of Directors of Denel SOC Lid.

4.2.44, A copy of the email exchanges with Mr Teubes on 30 June 2014 is

attached hereto as Annexure CM35.

4.2.45. [ pause to mention that, in terms of Delegation of Authority policy of
Denel Land Systems and attached hereto as Annexure CM2,
procurement contracts above the value of R 20 million require approval
from the Group Supply Chain Manager of the Denel Group. Procurement
contracts above the value of R 200 miillion, require the approval of the
Board of Directors of Denel SOC Lid.

4.2.46. The submission o the Board of Directors of Denel SOC Ltd was prepared,
as recommended by Mr Teubes and | provided him with a draft of Th@‘

W
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same on 30 June 2014. The said email containing the draft submission to
the Board of Denel SOC Ltd is attached hereto as Annexure CM36.

4.2.47. I was requested by Mr Burger fo change the above-mentioned
submission to the Board of Directors of Denel SOC Ltd and address it to Mr
Riaz Saloojee in his capacity as the Group Chief Executive Officer of the
Denel Group, instead. A copy of the email to Mr Burger dated 01 July
2014, after having revised the submission to be addressed to the Group
Chief Executive Officer of the Denel Group is attached hereto as
Annexure CM37.

4.2.48, The submission was ultimately signed by Mr Saloojee on 16 October 2014
and the signed submission is attached hereto as Annexure CM38.

4.2.49. As can be noted from the above-mentioned submission, reference was
made to the Pairia Report and the opinions expressed therein regarding
VR Laser's capabilities. LMT is said to have offered a price that was
‘unreasonably too low" for the number of manufacturing hours and

material costs associated with the fabrication of each hull,

4.2.50. As can also be noted from the above-mentioned submission, VR Laser
Services (Pty) Ltd as the highest scoring bidder offered a price that was
over the budget in place for Denel Land Systems. Denel Land Systems
requested permission to negotiate the price offered by VR Laser Services
(Pty) Ltd to a maoximum of R 1 050 000 for each hull in order to bring it

down fo the budget that was in place.

4.2.51. The contract negotiations with VR Laser Services (Pty) Ltd which included
the reduction of the price they had tendered began during November
2014. A meeting was held with VR Laser Services (Pty} Lid on 14
November 2014 wherein Denel Land Systems negotiated mainly for:

4.2.51.1. A production price of R 1 000 000 per unit for each hull: and
42.51.2. Payment of a deposit of 12% by Denel Land Systems.
42.52. I can confirm that the following people were invited to the price

negotiations of 14 November 2014:
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4.2.52.1. Mr Benny Jiyane — VR Laser Services (Pty) Lid;
4.252.2. Mr Pieter van der Merwe - VR Laser Services (Pty) Lid;
4.2.52 3. Mr Reenen Teubes - Denel Land Systems; and
4.2.52.4. Myself.

4.2.53. VR Laser Services (Pty) Ltd did not agree to the above-mentioned
proposal and indicated that due to its budget having had to be cut
down to the bare minimum. | received an instruction from Mr Teubes not
to engage in negotiating the contfractual base date any further. A copy
of the Outlook invite to the meeting of 14 November 2014 as well as email
trail that followed thereafter is attached hereto and marked as Annexure
CM 39.

4.3. Mdil & Guardian article of 04 July 2014, on the “hidden shareholding” within
VR Laser Services (Pty) Lid

43.1. I pause to mention that, on or about 07 July 2014, an email was
forwarded to me by Mr van den Heever, which contained an article by
Mail & Guardian's AmaBhungane dated 04 July 2014, on the “hidden
shareholding" of the Gupta Family and Duduzane Zuma within VR Laser
Services (Pty) Lid.

43.2. I in turn, forwarded the above-mentioned article to Mr Burger, with Mr
Teubes copied therein, enquiring whether the President of the Republic
at the time (Mr Jacob Zuma) and his family and friends were allowed to

benefit from the procurement contracts of state-owned entities.

4.3.3. | further stated that should it be frue that VR Laser Services (Pty) Ltd has
' associations with Mr Jacob Zuma then VR Laser Services should have
declared its interest in this regard. | also indicated that | was. not
prepared to have any further dealings with VR Laser if the allegations
were found to be true. | then proposed that we request VR Laser Services
to disclose the identities of the individuals behind their black

shareholding. Mr Burger responded to my email of the same day; 1y




W10-CPMM-027

concuning with the utterances | had made therein and requesting that o

meeting be held to discuss the same.

434, A copy of the email trails of 07 July 2014 is attached hereto as Annexure
CM40.
4.3.5. On 11 July 2014, | addressed a lefter to VR Laser Services (Pty) Ltd, raising

the Mail & Guardian arficle of 04 July 2014 and advising that there may
be a potential conflict of interest in the subcontracting of VR Laser
Services to the Hoefyster SANDF Confract given the recent change in

ownership of VR Laser (Pty) Ltd.

4.3.6. The letter further requested VR Laser Services to disclose the names of its
new shareholders and any association with parties, which may constitute
a potential conflict of interest. The letter also called upon VR Laser
Services to complete a declaration of conflict of interest form, which was

attached fo the letter.

4.3.7. VR Laser Services (Pty) Lid, through its Chief Operations Officer, Mr
Madoda Jiyane, responded on the same day to the letter referred to

above advising that:

43.7.1. Elgasolve (Pty) Ltd and Craysure Investment (Pty) Lid each owned
74.1% and 25.1% in VR Laser Services (Pty) Ltd;

4.3.7.2. Neither of the above-mentioned companies have any conflict of
interest with doing business with Denel as their shareholders/directors

were private individuals who did not work for government.

4.3.8. A copy of the letfter of 11 July 2014 to VR Laser Services and their
response of the same day, are attached hereto as Annexure CM41 and
CM42,

43.9. Following the above-mentioned response, | directed the issue of the

individuals behind the companies having a shareholding a VR Laser
Services (Pty) Ltd to Mr Mlambo for further handling. A copy of the email
exchange between myself and Mr Mlambo on 02 September 2014 is

attached hereto as Annexure CM43.

4.3.10. Mr Mlambo, following the above-mentioned response, directed an emaifT

to VR Laser Services (Pty) Ltd's Managing Director, Mr JP Aurora,v
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requesting that he disclose the individuals behind the companies which

had a shareholding at VR Laser Services (Pty) Lid.

4.4, Mr JP Aurora, through his email of 04 November 2014 confirmed that
Elgasolve (Pty) Ltd, which had a 74.9% stake in VR Laser Services (Pty) Lid,

was owned by Mr Salim Essa.

4.5.  The email exchange between Mr Mlambo and Mr Aurora is attached hereto

as Annexure CM44.

5. THE CONCLUSION OF THE MEMORANDUM OF AGREEMENT IN THE YEAR 2015,
BETWEEN DENEL LAND SYSTEMS AND VR LASER SERVICES (PTY) LTD

5.1 During March 2015, | was instructed by Mr Teubes to prepare a submission to
the Chief Executive Officer of Denel SOC Lid, requesting approval for Denel
Land Systems to appoint a single-source supplier for the supply of Turret FCMs
(Hulls) and related armour steel components, e.g. cradle, outer shield and

add-on armour with respect to all its projects.

5.2, | received further technical information from the Programme Manager for
Phase 2 of the Hoefyster Contact, Mr Martin Drevin in drawing up the
requested submission, with Mr Drevin's draft motivation having focused on
technical justification which wamranted the sourcing of a single source
supplier. Mr Drevin's email of 10 March 2015, containing his draft motivation is
attached hereto as Annexure CM45. The justification for the single-source

supplier included:

5.2.1. The Turret FCMs and related armour steel components were critical

items, as these items were at the core of:

5.2.1.1. the ballistic protection offered to the Tumet Crew when used

operationally; and

5.2.1.2. the performance of the main weapon system, which in part relied

on the rigidness and accuracy of the welded FCM and cradle.

52.2. Processing, bending, welding and crack-testing of armour steel were
specialised processes. It was therefore recommended that the supplier

chosen should have all these processes in-house. It was also highly
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recommended that a supplier was chosen with a proven track-record of
manufacturing armour steel structures, e.g. hulls, delivering on time to the

required quality standards.

From a supply chain perspective, | included in the requested draft submission
an additional paragraph headed “Supply Chain Note" wherein |
recommended that Denel Land Systems go out on tender/RFQ whereby the
supplier will be identified through a competitive process and be appointed

for a maximum period of 3 years.

| attended to submit the draft motivation to Mr Teubes on 12 March 2015 and

the said email along with the attachment is attached hereto as Annexure
CM46.

Mr Teubes responded to the email above on 20 March 2015 advising that he
had “changed the angle" of the draft submission and requested my input on
the same. When | perused the revised draft submission | noted that Mr Teubes
had not only removed the Supply Chain Note heading that had been
included, recommending that the single-source supplier be chosen through
a competitive bidding process, he had also recommended that VR Laser

(Pty) Ltd be appointed as the said supplier.

Mr Teubes' email of 20 March 2015 containing the revised submission is

attached hereto as Annexure CM47.

| responded to Mr Teubes' email on 23 March 2015, raising the points | have
noted above. In my email response, which is attached hereto as Annexure
CM48, In addition to this, | also highlighted the fact that LMT should be
allowed an opportunity to compete for being appointed as Denel Land

Systems’' single-source supplier as there was a confract with LMT for Trunnion

(FCM) machining and part of the work contained in the latter contract had

been included in the draft submission under discussion.

No further response was received regarding my email of 23 March 2015 and
| was no longer updated as fo the progress of the approval of the draft

submission under discussion.

| came to be aware that a Memorandum of Agreement was eventually
concluded between Denel Land Systems and VR Laser Services (Pty) Lid
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during in May 2015 wherein, VR Laser Services was appointed as a single-
source supplier for the provision of all fabricated steel services and goods
such as the fabrication of hulls, fabricated structures and/or turret hulls, for a
period of 10 years, during the Denel Land Systems EXCO meeting of 05 June
2015.

5.10.  In this meeting, | had submitted a motivation for the appointment of LMT in
executing the development work on the Artillery 66-486 Development
Program. The submission presented to EXCO was approved but | was also
informed that there was a Memorandum of Agreement that was in place
with VR Laser Services (Pty) Ltd. | am however not in possession of the minutes
of the Denel Land Systems EXCO meeting of 05 June 2015.

5.11.  The appointment of VR Laser Services (Pty) Ltd as Denel Land Systems’ single
source supplier presented further supply chain challenges as it was in conflict
with the Procurement Policy of Denel SOC Ltd which came into effect on 19
November 2014. The relevant policy is attached hereto as Annexure CM49.

5.12. In terms of paragraph 6.10 of the policy, fitled “Intergroup and Group
Procurement/Contracts”, it is specifically provided that “under no
circumstances shall products or services that can be procured from a group
entity or division, be procured from an external supplier or non-Denel
company unless there is approval by the Group Supply Chain Executive,

based on sound business reasons.”

5.13. The issue pertaining to the intergroup procurement requirements as
contained in the above-stated procurement policy weighed against the
single source supplier Memorandum of Agreement that was in place with VR
Laser Services (Pty) Ltd was discussed at the Denel Land Systems EXCO
meeting of 29 October 2015.

5.14.  The Committee took a decision that the Memorandum of Agreement that
was in place with VR Laser Services (Pty) Ltd took precedence over the
procurement policy referred to above. Reasons advanced for this decision
included the Committee being of the view that the Memorandum of
Agreement provided for VR Laser Services (Pty) Ltd's prices to be market-

related before an order could be placed on them.
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5.15.  Following this decision, | was tasked fo prepare a letter to the Group Supply
Chain Executive (Mr Mlambo) in order to explain the decision taken by the
Denel Land Systems EXCO. A copy of the exiract of the minutes of the
meeting of the Denel Land Systems EXCO which took place on 29 October

2015 are attached hereto as Annexure CM50.

5.16. | duly attended to draft the requested letter to the Group Supply Chain
Executive and emailed the said draft o the Denel Land Systems EXCO email
address on 30 October 2015, which email is attached hereto as Annexure

CMS1.

5.17.  Asis apparent from the draft letter, the Group Suppiy Chain Executive was
requested to grant his approval in the implementation of the Denel Land
Systems EXCO decision of 29 October 2015, whereby the Memorandum of
Agreement that was in place with VR Laser Services (Pty} Lid took
precedence over the Denel SOC Ltd procurement policy of 14 November
2014,

5.18.  Mr Mlambo did not co-sign the letter of 29 October 2015, granting his
approval to implement the Denel Land Systems EXCO decision of 29 October
2015. A copy of the letter containing Mr Mlambo rejection notes is attached

hereto as Annexure CM52.

6. THE APPOINTMENT OF VR LASER SERVICES (PTY) LTD BY DENEL LAND SYSTEMS IN
2016 TO SUPPLY CRADLES, FCM OUTER SHIELDS AND ARMOUR COMPONENTS

6.1. During the year 2015, Denel Land Systems had placed an order to LMT for the
latter to produce the thin base FCM (the AV8 Project). The order was
suspended due to the inability of LMT to meet the delivery schedule for the
new configuration of the thick base FCM. The intent at the time was for LMT
to complete the work under phase 2 of the Hoefyster Contract.

6.2. However, VR Laser submitted a more acceptable proposal for the execution
of that work. Consequently, the jigs and fixtures that LMT had already
manufactured under the order were removed from LMT to VR Laser. The jigs

were then modified by VR Laser and the order was accordingly completed.

|
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Following the above, Denel Land Systems had further entered into the
Memorandum of Agreement with VR Laser Services (Pty) Ltd where the latter

had been appointed as a single-source supplier, as stated above.

As stated above, DLS having communicated to LMT that it had the intention
of placing the Hoefyster order for the FCM on LMT, | then raised the concem
at the EXCO of Denel Land Systems meeting of 07 March 2016 that DLS was
now placing the very same order on VR Laser without going back to LMT.

EXCO of Denel Land Systems resolved to seek legal advice from its Executive:
Legal on the obligation on the part of Denel Land Systems to reactivate the
suspended order to LMT referred to above. Pending receipt of this legal
opinion, the EXCO of Denel Land Systems had conditionally approved the
placement of the order with VR Laser Services (Pty) Ltd for it to produce the
Cradles, FCM outer shields and armour components under Phase 2 of the

Hoefyster Contract.

Ms Govender in her capacity as the Executive: Legal for Denel Land Systems
provided a legal opinion on 08 March 2016 on the above issue, essentially
advising that LMT should be afforded a right of first refusal by being allowed
to submit a proposal on the Trunnion Machining Contract, despite there

being a single-source supplier agreement with VR Laser Services (Pty) Ltd.

On 22 March 2016, | had, at the EXCO meeting of Denel Land Systems, raised
the concern once more, about the apparent over-reliance by Denel Land
Systems on the Memorandum of Agreement it had concluded with VR Laser
Services (Pty) Ltd where this Agreement was in conflict with the supply chain

policy of Denel SOC Ltd.

Mr Burger, in his capacity as the Chief Executive Officer of Denel Land
Systems, advised that the Memorandum of Agreement was signed by the
Group Chief Executive Officer of Denel SOC Ltd and should therefore
supersede the supply chain policy of Denel SOC Ltd in instances where the
two documents were in conflict. Mr Burger went on further to state that this
was subject to the prices obtained from VR Laser Services as a result of the

Memorandum of Agreement being market-related.

Page 32 of 34

)



W10-CPMM-033

6.9. It was further resolved at the meeting of 22 March 2016 that Denel Land
Systems would approach the Group Supply Chain Executive to amend the
relevant provisions of the supply chain policy in order to address the conflicts,

going forward.

6.10.  An extract of the minutes of the meeting of 07 March and 22 March 2016 as
well as the legal opinion received from Ms Govender on 08 March 2014, are
attached hereto as Annexures CM53, 54 and 55 respectively.

7. MEDIA REPORTS OF STATE CAPTURE AGAINST DENEL SOC LTD

7.1. On or about 20 April 2016, | addressed an email to Mr Burger in his capacity
as the Chief Executive Officer of Denel Land Systems, raising concerns about
the viability of the partnership with VR Laser Services and the risk exposure for
Denel should the said partnership continue. My email fo Mr Burger was
mainly due fo the widespread media reports regarding stafe capture by the
Gupta family, which by then, we had established had associations within VR

Laser Services.

7.2. | proposed in my email above that Denel Land Systems reconsider its
relationship with VR Laser Services as having the latter being ifs single-source
supplier under the Memorandum of Agreement referred to above. | had also
indicated in the email that the Memorandum of Agreement had not been

concluded following a correct procurement process.

7.9 Mr Burger responded to my email of 20 April 2016 on the same day,
expressing his surprise- and disappointment with having received an email of
such gravity from myself. Mr Burger seemed to also question the views that |
had expressed regarding the appointment of VR Laser Services (Pty) Ltd as a
single-source supplier by stating that | had been intimately involved in the

process which | turned to question.

7.4, I wish to state that my involvement in the appointment of a single-source
supplier for Denel Land Systems was limited to the draft submission that | had
prepared on 12 March 2015, as indicated above, wherein | had proposed
that a single-source supplier be appointed by way of a competitive bidding

process. \Eﬂl
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7.5  Mr. Burger ended of his response of 20 April 2016 by suggesting that a
discussion be held between ourselves in order to determine the way
forward in the matter. The email exchange which took place
between myself and Mr. Burger on 20 April 2016 is attached hereto as
Annexure CM56.

7.6 | can confirm that the meeting between myself and Mr. Burger did go

ahead as suggested, however there was no tangible or fruitful
outcome that was achieved.

: o S
SIGNED AT CEY TUAZIVONTHIS THE <2/ DAY OF ©O<72£50%0,

A L _ct ==
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DENEL SOC LTD NUMBER
D ENE L
e — COMPANY POLICY 2
EFFECTIVE DATE
SUBJECT: DELEGATION OF AUTHORITY
22 NOVEMBER 2012
1. INTRODUCTION
2. PURPOSE
3. SHAREHOLDER MATTERS
4, BOARD RESERVED MATTERS
5. POWERS OF THE PERSONNEL, REMUNERATION AND TRANSFORMATION
COMMITTEE
6. POWERS OF THE AUDIT AND RISK COMMITTEE
7. POWERS OF THE SOCIAL AND ETHICS COMMITTEE
8. POWERS AND DUTIES OF THE GROUP EXCO
9. GOVERNANCE FRAMEWORK
10. DELEGATION IMPERATIVES
11. DELEGATIONS
1. Human Resources and remuneration
2. Planning and budgeting
3. Research and development
4, Sales and contracts
5. Procurement
6. Provision requirements for contract losses and penalty assessments
7.  Strategic marketing
8. Countertrade
9. Irregular, fruitless and wasteful expenditure
10. Lawsuits
11.  Financing
12. External communications
13. Sponsorships, support and donations
14. Tax administration
15. Insurance
16. Auditors and Public Officers
17.  Company policy
18. Significant transactions
19. Share capital
20. Memorandum of Incorporation
DRAWER APPROVED BY THE SIGNATURE
DENEL BOARD
(Original signed by
Mr Riaz Saloojee
B T ZWELIBANZI 22 NOVEMBER 2012 GROUP CHIEF EXECUTIVE
OFFICER
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DEFINITIONS AND INTERPRETATIONS

o “Accounting Authority”
The Board of Denel SOC Ltd as appointed by the Minister of Public Enterprises from time
to time.

o “Advisors and Consultants”

External persons or firm contracted to render a management consulting service to Denel
or its divisions and subsidiaries. This does not include hiring of contract workers or
specialised technical services.

o “Corporate Plan”

A Corporate Plan submitted annually in terms of Section 52 of the PFMA, which entails
strategy, objectives, budget, KPI's, etc.

o “Diversification”
Diversification involves adding products, services, and markets that are outside the
traditional defence business of Denel, including non-defence but related products to
Denel’s portfolio.

o “Board Reserved Matters”
Means the matters listed in clause 4 below.

o “Executive Authority”

The Ministry in which the portfolio of Denel SOC Ltd falls and is accountable to
Parliament.

o “Executive Committee”
Executive committee of Denel as constituted by the Group Chief Executive Officer.
o “Fruitless and Wasteful Expenditure”

Fruitless and wasteful expenditure as defined in the PFMA i.e. expenditure made in vain
and would have been avoided had reasonable care been exercised.

o “Irregular Expenditure”
Irregular expenditure as defined in the PFMA i.e. expenditure, other than unauthorised

expenditure, incurred in contravention of or that is not in accordance with a requirement of
any applicable legislation.
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o “Materiality and Significance Framework (MSFW)”

The framework of acceptable levels of materiality and significance as agreed with the
Minister of Public Enterprises from time to time governing significant transactions requiring
Shareholder approval and/or notification.

o “Ownership Control”

The ability to exercise any of the following powers:

o0 to appoint or remove all, or the majority of the members of a company/subsidiary board
of directors or equivalent governing body;

o to appoint or remove a company/subsidiary’s chief executive officer;

o to cast all, or the majority of the votes at meetings of that board of directors or
equivalent governing body; or

o to control all, or the majority of the voting rights at a general meeting of a
company/subsidiary.

For Denel subsidiaries such powers vest with the Denel SOC Ltd Board as the Accounting
Authority.

. “Prescribed Officer”

Any person who exercises general executive duties and management of the whole or a
significant portion of the business, or regularly participates to a material degree in the
exercise of general control over the whole, or a significant portion of the business and
activities of the company. In the context of Denel, this relates members of the Executive
Committee of Denel and Divisions/subsidiaries.

) “Public Officer”

A person, appointed as Denel’s representative in terms of section 101 of the Income Tax
Act No 58 of 1962 as amended. Responsibilities include ensuring that all tax affairs, the
submission of tax returns in the prescribed form, answering any questions or providing
explanations which may be required to determine the tax liability, the payment of taxes as
provided in the main act as well as the fourth schedule of the said Act have been
addressed.

. “Shareholder”

In the case of Denel SOC Ltd the Department of Public Enterprises and in the case of
Denel subsidiaries Shareholder means Denel SOC Ltd.

) “Shareholder Compact”

Agreement entered into between Denel and the Shareholder pertaining to Denel’s
performance against set goals, targets and KPI's to meet business objectives.
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o “Shareholder Representative”

In the case of Denel SOC Ltd means the Minister of Public Enterprises and in the case of
Denel subsidiaries Shareholder Representative means the Group Chief Executive Officer
or his nominee.

o “Subsidiary”

A business unit that is incorporated and wholly owned by Denel or in which Denel has the
majority shareholding or ownership control”.

. “Tender”

A mandatory and formal process followed in advertising, adjudicating and allocating
contracts or work in excess of R500k. The 500k threshold may be lowered depending on
the size of the division.

1. INTRODUCTION
1.1 Legal requirements

The Board has the authority to lead, control, manage and conduct the business of Denel
and may delegate certain powers to the various levels of management for day-to-day
running of the company. The Board shall exercise these powers in accordance with the
relevant provisions of the Companies Act; Public Finance Management Act and the
Treasury Regulations as well as the Memorandum of Incorporation; Shareholder’s
Compact and any other applicable regulatory framework.

1.2 Accounting Authority

For purposes of this policy, Accounting Authority means the board of Denel, which has
delegated the day-to-day management of Denel to the Group Chief Executive Officer
assisted by the Group Executive Committee.

Notwithstanding that subsidiaries of public entities are deemed as schedule 2 entities in
terms of the PFMA, Denel has been mandated by the Department of Public Enterprises,
as part of restructuring to account to the Department regarding its subsidiaries.

2. PURPOSE

The purpose of this policy is to delegate some of the authority that vests with the Denel
Board to the Group CEO, Executive Committee, as well as designated staff of Denel.

Powers delegated in terms of this policy take due regard of the Materiality and
Significance Framework, which regulates the treatment of significant transactions
requiring Shareholder approval.
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3.1

3.2

SHAREHOLDER MATTERS

Matters reserved for Shareholder notification and/or approval unless specified otherwise
in the Shareholder's Compact.

Matters for Shareholder Approval (DPE)

¢ Payment of interest from time to time on Denel’s share capital or part thereof;

e Alteration of share capital including increase, reduction, subdivision and consolidation
of shares;

¢ Modification of rights;
¢ Non-executive Directors minimum and maximum numbers, remuneration, etc.;
e Group CEO appointment and remuneration;

¢ Appointment of another director or any other person approved for that purpose by the
Shareholder in a general meeting as an alternate director to act in his/her place or
during his absence;

e Term of the director and lapsing thereof;
o Retirement of a director and filling of vacancies for a retiring director; and

e Establishment of any contributory or non-contributory pension, retirement, provident,
medical or other fund for the benefit of and payment on behalf of the company, a
gratuity or pension or allowance on retirement or other benefit to any director or ex-
director or other officer or employee of the company or its holding or business unit
whether or not he/she has held any other salaried office within the company, or to his
widow or dependents and may make contributions to any fund and pay premiums for
the purchase or provision of any such gratuity, pension or allowance or life assurance
or other benefits, subject to the provisions of the Companies Act.

¢ Entering into any transaction other than in the ordinary, regular and normal course of
business;

e Being liable, whether contingently or otherwise and whether as surety, co-principle
debtor, guarantor and/or for the liabilities not in the normal cause of business;

¢ Making a decision falling outside of the scope of the mandate granted in terms of the
Shareholder's Compact;

e The sale or alienation of/or the whole or substantial part of a significant assets
including matters specified in the Materiality and Significant Framework;

¢ Appointment and remuneration of Directors on the Denel Board or its entities; and
¢ Shareholder's Compact.

Matters for Shareholder Notification/Information (DPE)

¢ A policy and framework for the remuneration of executives;
¢ Introduction of and/or alterations to performance incentive schemes;

e The corporate/business plan entailing the strategic intent, key performance indicators
and targets;

e Matters specified for notification in terms of the Materiality and Significant Framework
and the Delegation of Authority;

¢ Any material failure to achieve contractual milestones.

Policy 2
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3.3 Matters to be reported or for notification to the Minister of Finance

3.3.1  The Minister of Finance furnished on 28 March 2001, the necessary approval delegating
the borrowing powers from the Board to the Executive Management of Denel, in the
memorandum reference M3/4/2/2 (1291/01). A public business unit authorised to borrow
money:

e Must annually, submit to the Minister of Finance a borrowing programme for the year;
and

¢ May not borrow money in a foreign currency above a prescribed limit, except when that
public business unit is a company in which the state is not the only Shareholder.

3.3.2 The Denel Board is required to promptly inform the National Treasury on any new
business unit it needs to establish.

4. BOARD RESERVED MATTERS

To the extent that any of the following actions are not within the powers and authority
delegated to the Group CEO as set out in pages 2.11 to 2.27, none of the following
actions shall be undertaken by or in respect of the company or any subsidiary of the
company unless the action in question is authorised by the board:

4.1 any determination of or amendment to the management structure of the Denel group or
board authorities, formation of any committee of, or the delegation of any authority to such
committee by the board, other than as expressly set out in the articles;

4.2 any increase or reduction in the issued share capital of the company or any subsidiary of
the company;

4.3 any issue, conversion or allotment by the company of shares or other authorised shares,
securities convertible into shares or securities of the company or any issue, conversion or
allotment by any subsidiary of the company of any shares or authorised shares, securities
convertible into shares or other securities of that subsidiary;

4.4 establishments by the company of any subsidiary or business;

4.5 approving or deciding the dividend policy including the declaration or distribution of any
dividends by the company;

4.6 any material change in the business of the company, including diversification or activities
outside Denel’s traditional business;

4.7 incurring, creating or assuming by the company of any indebtedness which would cause
the debt/equity ratio of the company, or of the company on a consolidated basis, to
exceed 1;

4.8 any change to the name under which the company or any subsidiary of the company does
business;

4.9 any change in the company’s financial year;
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4.10 any winding up or liquidation of the company or subsidiary;

4.11 in so far as the Act requires any such appointment to be made by the directors,
appointment of the company’s auditors;

412 any change or proposal to the shareholders for a change in the number of directors
making up the Denel board at any time;

4.13 approval or amendment of the company’s business plan or any annual budget or the
company’s strategic objectives;

4.14 any transfer or agreement to transfer, amend, terminate any design manufacture and
service permits held by the company;

4.15 entering into any agreements having the effect of restricting the business or activities
which the company may conduct; and

4.16 any other matter not delegated explicitly in this delegation of authority remains a reserved
matter.

5. POWERS OF THE PERSONNEL, REMUNERATION AND TRANSFORMATION
COMMITTEE

Subject to the provisions of the Companies Act, as amended the Personnel,
Remuneration and Transformation Committee’s powers and functions are set out in the
articles and its Terms of Reference.

6. POWERS OF THE AUDIT AND RISK COMMITTEE
Subject to the provisions of Companies Act, together with the principles and
recommendations in the King Ill report, the Audit and Risk Committee’s powers and
functions are set out in its Terms of Reference.

7. POWERS OF THE SOCIAL AND ETHICS COMMITTEE
Subject to the provisions of Companies Act, together with the principles and
recommendations in the King lll report, the Social and Ethics Committee’s powers and
functions are set out in its Terms of Reference.

8. POWERS AND DUTIES OF THE GROUP EXCO
The Denel Board delegates the day-to-day running of the group to the Group CEO,

assisted by the Group Executive Committee to ensure that the mandate of Denel as set
out in the Shareholder's Compact is achieved.
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DENEL SOC LTD

division/subsidiary.

DENEL COMPANY POLICY
Without derogating from the powers of the Group CEO as primarily accountable to the
board for the day-to-day operations of the business, this document allows for sub-
delegation of powers to other levels of the organisation.
9. GOVERNANCE FRAMEWORK
Denel has put in place governance structures as depicted below to assist the organisation
to carry out its duties:
Denel Board
Denel ARC Denel PR&TC Denel SEC
GCEO assisted
bv Exco
SHE Committees/
Procurement Committees CEO’s Group
Transformation Committees Executives
IT Steering Committees
Supported by:
CFO Forum (monthly)
Supply chain Forum
Risk and Compliance
Programme Management
Business Development Council
Business Review Committees
HR Forum
10. DELEGATION IMPERATIVES
10.1 The context of delegation
This policy assigns accountability whilst promoting transparency in order to ensure that
Denel is managed as an integrated business focussing on business development,
operational excellence, transformation and financial viability. The policy also requires that
delegated authority be exercised with due care by, among other things, following due
processes and where appropriate, informing the next level of authority as set out in the
delegation matrix.
10.2 Conditions for delegation of authority
10.2.1 The policy sets out maximum delegations and provides for sub-delegation within the

Policy 2
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10.2.2 It is mandatory that any agreement creating an obligation for Denel should follow due
process and be approved at the appropriate level of authority. Amendments to or
transaction relating to the same agreement must be approved at the same level of the
original approval.

10.2.3 Delegations must be in writing and nominees must have the appropriate skills and
knowledge or receive appropriate guidance.

10.2.4 Financial authority must be exercised within the approved budgets. Unbudgeted and over
expenditure must be referred to the next level of decision-making.

10.3 The delegation of authority levels must be fully complied with and reviewed regularly or at
least every three years to ensure relevance.

104 Contracts requiring Board approval to be tabled at scheduled board meetings, otherwise
at the following board meeting with accompanying documentation for ratification.

10.5 The effectiveness of this policy also depends on an effective system of internal control.
The following processes are prerequisite for effective governance of the approval system.

10.5.1 All transactions and contract proposals shall be validated including assumptions and
pertinent risks prior to approval.

10.5.2 Sales and contract proposals greater than R100m will be peer reviewed by DCO and the
divisional/subsidiary executives.

10.5.3 Procurement processes that meet the requirements of the PPPFA must be implemented
and followed. As a top threshold, transactions above R500k should go through an open
Tender process. Lower thresholds will be set by divisions and subsidiaries where
applicable.

10.5.4 A process whereby the executive committees of divisions dedicate a session to
governance, with particular emphasis on internal control, at least twice year. The
sessions will be facilitated by the DCO with internal and external audit in attendance.
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STAATSKOERANT, 7 DESEMBER 2011 No. 34832 3

GOoOVERNMENT NOTICE

NATIONAL TREASURY
No. R. 1027 7 December 2011

PREFERENTIAL PROCUREMENT POLICY FRAMEWORK ACT, 2000
(ACT NO. 50F 2000)

EXEMPTIONS FROM THE APPLICATION OF THE PREFERENTIAL
PROCUREMENT REGULATIONS, 2011, PUBLISHED IN GOVERNMENT NOTICE
NO. 502 OF 8 JUNE 2011

|, Pravin J. Gordhan, Minister of Finance, acting in terms of section 3 of the
Preferential Procurement Policy Framework Act, 2000 (Act No. 5 of 2000), exempt
the institutions specified in the first column of the Schedule below from the provisions
of the Preferential Procurement Regulations, 2011, published in Government Notice
R.502 of 8 June 2011, in Government Gazette No. 34350, as specified in the second
column of the Schedule, for the duration specified in the third column of the
Schedule. 7

-
MINISTER OF FINANCE
Date: 07/12/2011

SCHEDULE

Institutions Exempted Provisions of Duration of Exemption
Regulations to which
Exemption Applies

Public Entities listed in Regulations 2(2); 3 to 8; Until 7 December 2012
Schedules 2, 3B and 3D of | 10; 11(1) to (9); 11(11) to
the Public Finance (13); 12-13
Management Act, 1999
(Act No. 1 of 1999)
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Celia Malahlela

From: Dennis Mlambo <DennisM@denel.co.za>

Sent: 12 December 2012 06:02 PM

To: thinuss@denelaero.co.za; chrisv@denelaviation.co.za; Celia Malahlela;

josephs@pmp.co.za; Marius.Venter@deneldynamics.co.za;
jan.barnard@deneldynamics.co.za; IndiraP@denel.co.za; ferdiep@otb.co.za; Cinty
JC. Minnaar; beatricea@denelaviation.co.za

Cc: Jan Wessels; mikek@denelaviation.co.za; Stephan Burger; carelw@pmp.co.za; Rentia
Geldenhuys; IsmailD@denelaero.co.za; abriev@otb.co.z3;
abdulc@denelaviation.co.za

Subject: Preferential Procurement Policy Framework Act (PPPFA)
Attachments: img-Z07142314-0001 pdf
importance: High

Dear Colleagues,

I suppose most of you are aware that the PPPFA exemption that was granted to state-owned companies a year ago
by Treasury expired on the 7th of December 2012, i.e. on Friday last week. The State-owned Companies
Procurement Forum, of which Denel is a member, has been engaging Treasury with a view to getting the exemption
extended by another year whilst under review. The main reason is that for high value tenders, above R500k, the
adjudication process allocates a disproportionate weighting level to price and the unintended consequence is that
companies with a poor transformation status and sometimes offers which are not commensurate with the money to
be spent end up being successful in the bidding process. | hope that clarifies the rationale behind the application for
exemption.

Consequently, Minister Gigaba sent all state-owned companies the attached letter to confirm that he is personally
engaging the Minister of Finance to address our request for an extension. We can therefore continue to handle
tenders as if the extension has been granted based on the contents of his letter. Please ensure that all relevant
parties are notified of this development.

Kind regards

Dennis Mandla Mlambo
Group Supply chain Executive
Tel:+27 12 671 2602

Fax: +27 12 671 2696
tobile: +27 (0)82 808 4906
E-mail: dennism@denel.co.za
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MINISTER
PUBLIC ENTERPRISES
REPUBLIC OF SOUTH AFRICA

FPutvete Bap X16, Hatfield, 0028 Tel: 012 431 1118 Fax: 012 431 1029
Privaté Bag X8073, Cape Town, 8000 Tol: 821 481 63767 Fax: 021 485 23014481 1741

Mr Zoli Kunene
Chairperson: Denel SOC Limited
P.O. Box 8322

Centurion

0046

Tel: (012) 671 2791
Fax: (012) 671 2833

Dear Colleague

Re: The Preferential Procurement Policy Framework Act and the
Locomotive Fleet Procurement

As you are aware, the PPPFA exemption enjoyed by Schedule 2 entities
under the PFMA expires today (7 December 2012), In essence, the explry of
the exemption will render various procurement initiatives by State Owned

Companies (SOC) iliegal under the PPPFA.

There are a number of unresolved issues pertaining to the extension of the
exemption to State Owned Companies (SOC) from Regulations 2(2); 3 to 8;
10; 11(1) 10 (9); 11(11) to (18); 12 ~ 13 as issued in Government Notice No
R1027 of 7 December 2011 of the PPPFA | believe that these issues can
have a material impact on the ability of the SOC to extract optimal
commercial, developmental and transiormational value from strategic

procurements.

Given this situation, | am personally engaging with the Minister of Finance to
resolve these issues. In the meantime, the SOC should continue to procure
as if the extension to the exemption is in place. In addition, no communication
should take place between the SOC and National Treasury pertaining to the
PPPFA unti! the situation has been resoived. Should any queries be directed

E——y
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to the SOC from the National Treasury regarding the PPPFA, please refer the
National Treasury to my office.

In this regard, | would like you to pledge your full support and cooperation to
the Department as we engage with the Minister of Finance on this matter.

Yours sincerely

\

M GIGABA, MP
MINISTER OF PUBLIC ENTERPRISES
DATE: 20 iz{ 0%

Ce: Mr. Riaz Saloojee
GCEO: Denel (SOC) Limited
Tel: {012) 671 2791

Fax: (012) 671 2833
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AGENDA

REGISTRATION LINDA MEYER 09HO0O0 - 09H30
& COFEEE

MC MR ISH MOEKETSI 09H30 - 09H35
Senior Manager:
DLS- Strategic Relations

WELCOME ADV CEL1A MALAHLELA 09H35 - 09H45
Executive Manager:
DLS - Supply Chain

DLS EVOLUTION: BEYOND 2013

CURRENT DEVELOPMENT DLS MR STEPHAN BURGER 09H45- 10H15
' Chief Executive Officer:
DLS incorporating Mechem

W

HUMANITARIAN OPERATIONS MR ASHLEY WILLIAMS 10H15 - 10H30
General Manager: '
Mechem Operations

DLS SUPPLY CHAIN STRATEGY ADV CELIA MALAHLELA 10H30 - 10H45
Executive Manager: DLS -Supply Chain

SUPPLIER QUALITY MR JOHAN BEZUIDENHOUT 10H45 -11HO00
Executive Manager:
DLS Business Excellence

COFFEE BREAK 11H0O0 - 11H15
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MARKET AFFAIRS
SOE PROCUREMENT DR. TEBOGO MAKUBE 11H15-11H35
REGULATIONS & INCREASING Chief Director:
FLEXIBILITY DTI- Industrial Procurement
SA ECONOMIC GROWTH MR ETIENNE VLOK 11H35 - 12H00
THROUGH SOE PROCUREMENT Chief Director:

EDD- Economic Development

and Social Dialogue
LUNCH 12HO00 - 12H4 .
NETWORKING

SUPPLIER DYNAMICS
"INTERAGIJVE SESSION _ 12H45-14H00

MR DENNIS MEAMBO
Group Supply Chain Executive
Dr. TEBOGO MAKUBE
Chief Director: DTI - Industrial Procurement
MR ETIENNE VLOK
Chief Director: EDD- Economic Development and Social Dialogue
MR GARY JOSEPHS
Chief Executive Officer: South African Supplier Diversity Council
COFFEE BREAK. 14HO0O - 14H15
WAY FORWARD
BEYOND 2013 & CLOSING MR REENEN TEUBES 14H15 - 14H30

Chief Operating Officer: DLS
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Celia Malahlela

From: Dennis Mlambo <DennisM@denel.coza>

Sent: 19 February 2014 06:13 PM

To: chrisv@denelaviation.co.za; beatricea@denelaviation.co.za;

thinuss@denelaero.co.za; PaulM®@denelaero.co.za;
Marius.Venter@deneldynamics.co.za; jan.barnard@deneldynamics.co.za;
trevor.chiliza@deneldynamics.co.za; Celia Malahlela; Mafu Ntamo;
josephs@pmp.co.za; phillipn@pmp.co.za; FERDIE PIETERSE; geraldl@denelotr.co.za;
IndiraP@denel.co.za

Cc: mikek@denelaviation.co.za; DeanK@denelaviation.co.za; IsmailD@denelaero.co.za;
TheoK@denelaero.co.za; TsepoM@denel.co.za;
christo.de kock@deneldynamics.co.za; Stephan Burger; Reenen Teubes;
phaladip@pmp.co.za; abriev@denelotr.co.za; Rentia Geldenhuys;
RiazS@denel.co.za; Fikile Mhlontlo

Subject: Implementation of the revised tender adjudication criteria as per the attached
document

Attachments: Abridged Denel Tender Adjudication Criteria.pptx

‘mportance: High

Dear Colleagues,

In my recent assessment of the reasons for the slow progress in improving Denel’s spend on Black-Owned and Black
Women-Owned companies, as well as a resuit of a recent audit conducted by Delloite, it became clear that the
implementation of the tender adjudication criteria as instructed vary in implementation across the Group from
partial to none at all. This is viewed in a very serious light as the Denel Group will continue to have an unacceptably
low level of spend on BO and BWO companies, currently around 9%. At this stage we should be beyond 20% |
Naturally, | have engaged some of the senior executives in the Group with a view to address this unwarranted
disregard of the instruction that was widely discussed before implementation. To be fair to all, | must hasten to add
that here are a few divisions where evidence of non-compliance has not been found.

Consequently, this e-mail is intended to remind all the parties responsible for implementation that the said
adjudication criteria must be implemented consistently with immediate effect. Naturally, the precondition prior to
applying the transformation criteria is that the Supplier of the product and / or service must meet the minimum
requirements ,and that includes delivery milestones where applicable. The application of the criteria should not
cesult in the wholesale awarding of contracts or business to non-compliant Suppliers. In the next two months audits
will be conducted in all divisions to ensure the effective implementation of the said criteria. | look forward to your

unconditional support and co-operation.
Kind regards

Dennis
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Bonginkosi . Mthembu

W10-CPMM-089

Subject:
Location:

Start:

End:

Show Time As:
Recurrence:

Meeting Status:

Organizer:
Required Attendees:

Optional Attendees:

Platform hull manufacturing
Boardroom DLS

Tue 2014/04/01 14:00
Tue 2014/04/01 15:00
Tentative

(none)

Not yet responded

Riaan Badenhorst

Johannes Bezuidenhout; Reenen Teubes; Celia Malahlela; Henk van den Heever; Martin

Drevin; Nols (Michael Arnoldus) Fonternel
Ernest Du Preez; Avishkar Govender

Discuss manufacturing if vehicle hull

1. RSA PPM 1 Schedule

Production plan
PPM 1 -rev 2....

2. Patria’s assessment of different RSA suppliers

PDF

Patria report
D117051-0.pdf
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Patria Land Services Oy MEMO

[ |
Patria
Ari Aaltonen 3.3.2014

Hull welding TT-information week 8 2014 Denel Land Systems

Agenda: Monday 17.2.2014
e introductions
e DLS planned layout and homework for assembly line and testing facilities
e production tour DLS, facilities etc.

Tuesday 18.2.2014
e visit two companies to see welding capabilities

Wednesday 19.2.2014
e Visit one company to see welding capabilities

Thursday 20.2.2014

e conclusions

e open questions

e finalize minutes of meeting

General notes:

e hull supplier is not chosen yet, therefore comprehensive information can’t

be delivered
o information will go more deeply after decision and all POC’s has
been named, now talks as been on general level

e DLS armour hull specialist is unknown

e Safety, Health and Environment gives also restrictions for assembly line
facilities

e It’'s not clear when DLS will made the decision of armour hull supplier

Next steps needed for armour hull welding
1. To finalize the armour hull supply setup
a. how is doing what, all are involved or not
2. When setup is defined:
a. Define hull specialist on each party, Patria, DLS, and supplier(s)
b. carry out TT-info period (3-4 days) in Finland with chosen hull sup-
plier and Denel
c. Continue to deepen information level with supplier(s) and DLS on
South Africa
i. finalize training period contents and personnel needed with
requirements for each role
ii. Jigs (Patria) > manufacturing locally
iii. Needed tools and machinery (DLS and supplier) for welding
line

17.2.2014
e Production tour notes:
o blasting chamber height is too small
= discussion about idea to design combined rota-
tion/transportation device to complete blasting-painting-assy-
phase1

Page 1/3
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Patria Land Services Oy MEMO

[ |
Patria
Ari Aaltonen 3.3.2014

e Presentation of power pack assembly process and discussion of required
testing room specifications
o needed air flow 1500liters/s
o Space needed
o exhaust extraction channels
o noise levels must be defined

Visits to see welding capabilities

18.2.2014
e Day was started from DLS meeting room, agenda was reviewed
e Moving to the VR Laser facilities close to O.R.Tambo airport
o VR Laser uses around 70% of imported Armox yearly
o Background with OMC, BAE, DLS, now days hull supplier for four
different OEM manufacturer
o Plusses:
+ Comprehensive knowledge of armour plates
+ Facilities and machinery are suitable for AMV hull manufac-
turing
+ Welding and general quality systems are ok
+ Traceability is on good level
o Minuses:
— possible information leak risks even with NDA
— no turret ring machining capabilities
— No surface treatment possibilities
e Moving to second possible AMV hull manufacturer > DCD protected mo-
bility 12.00-15.30
o Manufacturer for several armour vehicles, mainly 4x4
o Welding quality and control is based on AWS standards
o Plusses:
+ Welding inspection facilities are on very good level
+ traceability is on good level -> example seen during visit
+ Painting workshop and blasting chambers are big enough for
AMV hull
+ Possibility to mill turret interface on hull on different DCD di-
vision
o Minuses:
— Bending capacity is not enough for AMV parts
— severe risk to classified information even with NDA - copy-
ing the structure, especially mine protection

19.2.2014
e Day was started from meeting room to agree days agenda
e Visit at LMT 9.00-11.30
o has a background with Patria, designer for rear door, mine protec-
tion packages, testing and verification of mine protection
o LMT has also own products, new mock-up of LMT 4x4
CASSPIR 15 pcs series
o Does welding inspections before and after painting

O

Page 2/3
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Patria Land Services Oy MEMO

Ari Aaltonen

]
D117051.0 Patria
3.3.2014

Opinions

o N O

©oNo®

o Plusses:
+ knows Patria as a company and co-operator
+ has designed various systems for AMV
+ familiar of Patria’s processes
+ quality inspections are done on supplier end
o Minuses:
— Welding quality doesn’t reach other competitors, needs plan
how to improve before decision can be made
— No production space available at this moment, LMT has
plans to expand to close by facilities
— No possibilities to manufacture AMV hull plate set
e outsourcing possible (VR Laser?)
— Build log status is little bit unclear, all material is still available

VR-Laser is capable for doing the whole hull from parts to delivery
VR-Laser information leak possibility is slight

VR-Laser references are good

DCD protected mobility has substantial risk for information leak espe-
cially for mine protection package

DCD protected mobility has no possibility to make hull plate set due to
missing machinery - Has still to outsource components

DCD protected mobility has all the necessary quality matters sorted out
DCD has possibility to machine turrets ring on their other division

LMT has poor level of welding quality - needs to be improved if they
want to make AMV hulls

LMT might still be suitable for hatch manufacturing if not chosen to hull
manufacturer

Suggested setup (as a guideline, based on situation now). Situation and order might
change if supplier will deliver detailed plans how to improve processes.

Hull plate set manufacturing 1.VR-Laser

Hull welding 1.VR-Laser
2. LMT
3.DCD

More or less, decision is totally on DLS responsibility. It wouldn’t be beneficial to split work
load to more than two suppliers. For Hull parts set, there is no hesitation to choose VR-
Laser. Turret ring machining still needs to be decided, because capable machinery has
not been seen during visits.

Page 3/3
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Bonginkosi . Mthembu

From: Riaan Badenhorst <RiaanB@dlsys.co.za>

Sent: Monday, 10 February 2014 13:41

To: Celia Malahlela

Cc: Avishkar Govender; Shamendran Pillay

Subject: Vehicle hull

Attachments: Hull price 26-3-2012.pdf; VR Lazer ROM kwot.tif; Kwot Hull & hatches etc 9-2-2012.pdf;

MoU Platform hull.pdf; Hoefyster Quotation

Celia
As discussed. See quotes from companies below.
Quotes
LMT
DCD
VR Lazer
Also see MOU with LMT.
In attached Email, LMT said that we need to place an Order for all components they quoted on to achieve goal prices.

NDAs to follow

Regards
Riaan
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Adivision of DCD-DORBYL (Pty) Ltd Industrial Sites
Boksburg East
Boksburg 1460

. South Afri
Our Reference D0263/1/CGljad Ll
PO Box 229
Boksburg 1460
26 March 2012 Bores UA B
Denel Land Systems vww.ded.co.za
T +27 11 914 1400
PO Box 7710 F +27 11 914 1884
Pretoria
0001

ATTENTION: MR RIAAN BADENHORST

Dear Sir
INDICATIVE PRICE: HULLS FOR PROJECT HOEFYSTER

Your request to our Mr A Mears on 1 February 2012 for the manufacture and supply of 9 (nine) off Pre-
Production Manufacturing Hulls and 243 (two hundred and forty three) off Production Hulls, Protected
Mobility (a Division of DCD-DORBYL (Pty) Ltd) has pleasure in submitting the following indicative offer
for your consideration:

1. Scope of Supply

e Vehicle Hull will be built as per drawing pack received-XX100111_1_10_709055_0.

e Materials required for individual components will be in accordance to specification attached to
that drawing.

e Alljigs are to be supplied by Denel.

e Welding is to be in accordance to Specification M016-Quality Levels of Steel Welding.

e No post assembly heat treatment has been specified nor post heat treatment of components
after laser cutting as been allowed for.

o Allowance has been made for MPI testing of critical welds.

o Vehicle will be shotblasted to SA21/2, primed and painted in accordance to specification:
MO042-AMV, Surface Treatment of Welded Hull.

o Our indicative offer is based on the ‘pdf' files supplied by Denel Land Systems for this
indicative offer as no ‘dxf' files were available at the time of submitting this indicative offer.

2. Indicative Price and Price Basis
2.1 For the Scope of Supply as described in Clause 1 above for:
e 9 (Nine) Pre-Production Manufacturing Hulls, our indicative price is R955 000 per Hull.
e 243 (Two hundred and forty three) Production Hulls, our indicative price is R896 000 per Hull.

2.2 The above indicative prices are delivered ex our Boksburg Works, strictly nett, and exclude Value
Added Tax (VAT) and may be subject to change should the order quantities required be amended.

2.3 Contract Price Adjustment
The above prices in Clause 2.1 above are indicative as at a base date of 1 February 2012.
10% (Ten percent) is fixed and the balance of 90% (ninety percent) will be subject to escalation
and will be adjusted according to the following formula:

Directors: Dr Z S Magetuka (Chairman), R G King (Managing Director), V Langlois, G Pretorius, A Gordhan,
C J O Rehder, D P Richards, J Venter, G M Colegate, W A S Nel, C Nkuna 3

Alternate Directors: D H Booyens, G P J Klos
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2.3.1 ocal Currency Portion
2.3.1.1 South African Rand Content
Tnl =0.10 Tol+0.90 To?[al i +a2-b—2]g -+-nr3b—3ﬁ +a4ﬁk‘—1 +a§§f({—5 +ab i +(1?@]
bitl b2e2 b33 bdr4 b5t5 bo16 b7
Where:
Tol = Local Content Tender Price (76% of the full indicative contract price above)
Tnl = Adjusted Price
b1t1 = Labour SEIFSA Index Table C3 (All hourly paid employees)
ruling at 01.02.12.
b1k1 = Labour SEIFSA Index Table C3 (All hourly paid employees)
ruling one month prior to the Contractual Delivery Date.
b2t2 = Merchant Steel SEIFSA Index Table E-EX (Merchant Steel Price Index,
Domestic Steel Cold Rolled Steel) ruling at 01.02.12.
bh2k2 = Merchant Steel SEIFSA Index Table E-EX (Merchant Steel Price Index,
Domestic Steel Cold Rolled Steel) ruling two months
prior to despatch.
b3t3 = Foundry Scrap SEIFSA Index Table E-2 (Good Quality Foundry Scrap)
ruling at 01.02.12.
b3k3 = Foundry Scrap SEIFSA Index Table E-2 (Good Quality Foundry Scrap)
ruling two months prior to despatch.
bat4 = Other Material SEFISA Index Table G (Mechanical Engineering
Materials) ruling at 01.02.12.
bdk4 = Other Material SEFISA Index Table G (Mechanical Engineering
Materials) ruling two months prior to despatch.
b5t5 = Electricity, Gas, SEIFSA Index Table K (Electricity, Gas, Water) ruling
Water at 01.02.12.
b5kS = Electricity, Gas, SEIFSA Index Table K (Electricity, Gas, Water) ruling
Water one month prior to despatch.
b6t = Road Freight SEIFSA Index Table L-2 (Road Freight Costs) ruling at
01.02.12.
b6k6 = Road Freight SEIFSA Index Table L-2 (Road Freight Costs) ruling
one month prior to despatch.
b7t7 = Production Price SEIFSA Index Table U (Product Price Indices) ruling at
Indices base date 01.02.12.
b7k7 = Production Price SEIFSA Index Table U (Product Price Indices) ruling

Indices

two months prior to despatch.——
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ai = 0.51 ab = 0.02
az2 = 0.05 ab = 0.04
ad = 0.02 a’ = 0.22
a4 = 0.14

2.3.2 Foreign Currency Portion
2.3.2.1 Tof = Foreign Content Tender Price (24% of the full contract price above).
Tnf = Adjusted Price

Tnf — Tof (10% (Ten percent) will be fixed and the balance of 80% (ninety percent) of the
imported value, in foreign currency terms, shall be escalated at the rate of 2.5% (two and a
half percent) per annum applicable on the first day of January each year starting in 2013.
Base date 1 February 2012

2.3.2.2 Foreign Currency Exchange Rates

Country Rate of Exchange
Kingdom of Sweden (24%) SEK 1.00 = ZAR 1.12

3 Extra Work
Any amounts quoted for the extra work and agreed to by yourselves will be subject to the
same terms and condition as the original order in respect of variations in costs, exchange
rates, basis of freight, insurance railage rates, harbour dues and charges, duties,
surcharges and other charges of like nature.

4, Terms of Payment
4.1 One hundred percent of the contract value per Hull is payable progressively within 60 (sixty)
days for each Hull delivered ex our Boksburg Works.

4.2 Invoicing for Escalation:

421 The Steel and Engineering Industries Federation of South Africa (SEIFSA) indices are only
published three months after the periods for which such indices apply.

4272 To ensure that Protected Mobility is not prejudiced by this delay in publication the following
invoicing and adjustment process is proposed.

4221 An escalation invoice will be submitted by Protected Mobility with each delivery, such
invoice based on the latest available indices publicised by SEIFSA.

4222 On a quarterly basis, once final indices publicised by SEIFSA are available, Protected
Mobility shall issue either an Invoice or Credit Note in order to reconcile the amount
charged based on the indices available at the time of invoicing with the actual charge due
based on the actual indices.

4.2.3 All such accounts will be payable within 60 (sixty) days of the date of invoice and
presentation of required supporting documentation.

4.3 The ownership of goods and accessories covered by this indicative offer will at all times
remain vested in Protected Mobility and will not pass to the purchaser until the full contract
price for each batch or service has been paid into our nominated bank account.

5. Delivery, Liability and Penalties for Delay

3.3 We are most conscious of the need to meet scheduled delivery and have made a careful
study before reaching the commitment. The delivery times are in accordance with our
presently known workshop loading and lead times of major components and any other
strategic material when deliveries are beyond our direct control.
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5.2 Delivery of the Hulls will take place ex our Boksburg Works according to the schedule
below based on receiving an official order for the first Hull by no later than 1 July 2014 and
for the Production Hulls by no later than 1 August 2015.

524 Indicative Delivery Schedule for Pre-Production Manufacturing Hulls (2015)

Planned Date (Month End)
Ex our Boksburg Works
January 2015
February 2015
April 2015
May 2015
June 2015
August 2015
September 2015
October 2015
December 2015
TOTAL

Quantity

[T J [ G N B O e e ] Bt el

522 Indicative Delivery Schedule for Production Hulls (2016 to 2025)

Yearl | y Il F m|a|m|J|u|A|s|O|N Total |
2016 |o|1|lo0|(1]|]O0|1]0|1]|]2]|2]|2 10
2017 2 | 22| 2 | 2e@ 2], 2 | 2 21
sy | 2 2124212121213 [2 |2 22
2019 1| 24ei@ | 27BN 202 | 2gR RS | 3 22
2020 172122138183 3] 3,43 28
2021 1 (a2 2178 | 3] 3 3 @81 013 28
2022 1124212 3|3|8|3|8]83]|3 28
2023 1 | 292 |2 | 34313 |3]3]|3 28
2024 128 23| 81913|3 |3 |18 28
2025 12 | Bl 21313 |8)3 |3 48| 3 28
Total | 243
53 Kindly note that our annual shut-down period is from mid December to mid January each
year.
54 Please note that the above schedules are indicative only and based on the information

provided to us during the meetings at DLS on 3 November 2011 and 1 February 2012. At
contract negotiation stage we would mutually agree to the firm Delivery Schedule to meet
your requirements.

5.5 We will make every effort as responsible contractors to meet delivery, but we limit the total
penalties payable to a maximum of 3% (three percent) of the basic contract value of that
portion of the contract subject to the delay, at a rate of 1/14% (one fourteenth percent) per
working day, of the value of the outstanding goods or service.

5.8 We shall not able liable for any loss or damage for any delay in manufacture or delivery
resulting from any causes beyond our reasonable control including but not limited to
compliance with any laws, regulations, orders, acts, ordinances, instructions or priority
request of Government, acts of God, fires, floods, weather, strikes, lock-outs, labour
availability, embargoes, wars, riots, power shortage, delay in transportation provided there
has been no lack of diligence on our part. Sl
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Neither shall we be liable for any delay due to late delivery of ‘free issue’ components. In
particular we do not accept liability for any loss of use, loss of contracts, or any
consequential damages however arising and the payment by us of penalty shall constitute
our sole liability for delay.

Warranty

We will make good, by repairs, or at our option, by the supply of a replacement defects
which, under proper use, appear in the goods within a period of 12 (twelve) months after
the goods have been delivered, or if delivery is delayed for any reason other than as a
result of our defaults, within a period of 15 (fifteen) months after the goods have been
notified as ready for despatch by Protected Mobility (whichever period expires the earlier)
and arises solely from faulty materials or workmanship provided that defective parts have
been returned to us if we shall have so required.

Any Warranty claims will be established within Protected Mobility in writing within 15
(fifteen) days of discovery of the defect.

Our liability under this condition shall be in lieu of any Warranty or condition implied by law
as to the quality or fitness for any particular purpose of the goods and save as provided in
this clause, we shall not be under any liability, whether in contract, delict or otherwise, in
respect of or for any injury, damage or loss resulting from such defects or from any work
done in connection therewith. Our liability does not extend to defects arising from operation
use.

The above Warranty does not apply to products normally consumed in operation or which
have a potential life inherently shorter than the period mentioned above.

The foregoing warranties shall constitute our sole liability and the sole remedy and are in
lieu of all other warranties, including merchantability and fitness or suitability or any specific
application or use.

In respect of parts or components not of our manufacture or design, we will give a
guarantee equivalent to the guarantee (if any) which we may have received from the
supplier of such parts or components.

Quality

The workmanship and finish will be of the highest standard and all materials used will be
new and of the highest quality and standard available from approved suppliers in South
Africa.

Pre-delivery inspection, testing and acceptance of each Hull will be carried out by Protected
Mobility Quality Assurance personnel at our Protected Mobility Works, Boksburg, South
Africa.

Inspectors appointed by yourselves are welcome to inspect the work at any stage during
normal working hours and we shall make our own quality control information available for
your perusal.

Protected Mobility is an approved SABS/ISO/9001:2008 accredited company and also
possesses an AMC Aspects Moody certification in terms of OHSAS 18001 and ISO
14001:2004. Quality Plans will be supplied prior to commencement of the work.

Our price, however, does not include for costs of inspection other than for our internal
requirements. Any costs incurred in respect of any additional inspection or testing would be

for your account.
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8. Surety Bonds/Performance Surety
Protected Mobility is a Division of DCD-DORBYL (Pty) Ltd and is the largest Heavy
Engineering Group in South Africa, whose Group Policy is not to make provision for surety
bonds in tendered indicative prices.

Should it be a contractual requirements to provide a surety bond or performance surety in
this instance, this will be at an additional cost for your account.

9. Enquiries
Should you have any queries please contact Mr Ulrich Fischer, Marketing Manager. His
contact particulars are as follows:

Telephone number  (011) 914-1400

Fax number (011) 914-1884
Cell number 078 460 0250
Email ulrich@dcd.co.za

This indicative offer is in terms of Protected Mobility’s General Conditions of Tender, Contract and
Sale.

We trust our indicative offer meets with your approval and look forward to receiving your official
Request for Quotation for submission of formal offer to Denel Land Systems for this work.

Yours faithfully-

(B |

A MEARS —~ C J O REHDER

General Manager Executive Director
DCD-DORBYL (Pty) Ltd

Copies: MrD G Leggitt
Mr F § Ramage
Mr N J Ndzamba
Ms D R Streak
Mr U Fischer
Mr C J J Grundling
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* 136 Main Reef Rd, Boksburg Naorth,
Gauteng, South Africa

» P.O. Box 5362, Boksburg 1461, South
Africa

e Agcounts Tel + 27 11 306 8000

= Accounts Fax + 27 11 306-8018

Registration No. — 2007/031329/07
VAT No, — 4690244837

VR LASER SERVICES (Pty) Ltd

The Chief Procurement Officer

Denel Land Systems 12 April 2012
P OBox 7710

Pretoria

0001

South Africa

For the Attention of Mr Emest du Preez

Re Quotation for the fabrication of Hoefyster Platform components

Further to the DLS RFO received from DLS ,our discussions and the various e-
mail correspondences and telephonic discussions, that followed, enclosed for your
perusal, please do find the updated quotation for the Hoefyster Platform according
to the data pack supplied.

A. Quotation

The quotation costing structure is based on producing 243 complete pre final
painted hulls in South Africa at the delivery address of 368 Selbourne avenue,
Lyttelton ,Pretoria. This quotation is based on the limited information supplied by
DLS as result of not having a firm Hoefyster Production contract.

1.Unit price on the Industrialisation of Hulls PPM 1 to 5 R935450
2.Learning curve Production units 4-20 R880610
3.Series Production units based on 3 hulls per month R865010

Prices excludes value added tax of 14%
Background information
B. Hoefyster quotation updated information

1. Industrialisation effort

It is assumed that Patria will provide DLS with a fully industrialised data
pack and that the Industrialisation effort will only be for the Localisation of
the manufacturing of the Hulls only.
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1.1 Compile process instructions for manufacturing of sub parts and assembly
and welding of the Hulls according to the Patria supplied documents

1.2 Compile total Quality requirements for the manufacturing of the hull
according to the Patria data pack

1.3 Codification and gualification of Welders and Boilermakers according to
the Patria requirements

1.4 Assumption, build jigs and fixtures according to the supplied Patria data
pack

1.6 Design material handling equipment for sub parts and fabricated hulls
1.6 Compile pre final paint and shot blast procedures, localisation effort

1.7 Design and manufaciure of inspection testing jigs

2. Industrialisation PPM 1-5 units

Assumption the detailed manufacturing and process documentation will be
provided by Patria

2.1 Compile Quality in process documentation according to the DLS/Patria
supplied instructions

2.2 Codification and testing of welders and boilermakers

2.3 Buy or manufacture Material Handling equipment

2.4 Material handling equipment design of identified requirements not
supported by Patria

2.5 Sub parts( industrialisation to full data pack requirements)

2.6 Hull manufacturing PPM1-5 (industrialisation to full data pack
requirements)

2.7 Transport of hulls to shot blast and painting

2.8 Hull preparation for shot blast and painting

2.9 Compile and review Build book requirements

2.10 Compile and review Final buy off requirements and documentation.
2.11 Transport of Hulls to DLS

3. Series Production learming curve 4-20 units
3.1 Manufacture Sub parts and assemblies
3.2 Huli fabrication and welding
3.3 Transport of hulls to shot blast and painting
3.4 Hull preparation for shot blast and painting
3.5 Complete Build book as per the requirements
3.6 Final Customer buy off
3.7 Transport of hulls to DLS

4. Series Production learning units 20 and onwards

4.1 Manufacture of Sub parts

4.2 Assembly and Hull fabrication

4.3 Transport of hulls o shot blast and painting
4.4 Hull preparation for shot blast and painting
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4.5 Shot blast
4.6 Final and inspection Painting
4.7 Compile the final Build book
4.8 Final buy off

4.9 Transport of huils to DLS

[ssues to consider

1. Maturity of the Data pack-an issue but not a significant risk, will be fully covered
during industrialisation. Patria/DLS will be fully accountable for the accuracy of
the data pack.

C. The offer will include the following effort

1. Industrialisation of production will be on the first 5 units and all quality
requirements needs fo be established during this phase according to the
Patria/DLS supplied documentation.

2. DLS will assist VRLaser to update the CAD data pack to the as build status
during the industrialisation phase if and when deemed necessary by both parties.

3. VR laser will be responsible for the quality. Quality requirements will be agreed
between both parties, a quality document conirol will be issued. The quality
controller of VR laser will make sure that all quality requirements are met. VR

" laser will issue a certificate of conformance for each hull.

4. Jigs and fixtures that will not be supplied by Patria will be designed by VRLaser
during the Industrialisation phase. These Jigs and Fixtures are considered to be
suitable of producing the 243 hulls in SA.

5. Process instructions, routings, inspections sheets and welding instructions will be
compiled during the Industrialisation phase and will be reviewed during this
phase. Sign of on all QAR and process documentation will be during the
Production reediness review phase.

6. Please note that Industrialisation is paramount for the successful series
production of the hulls in South Africa.

The Quotation includes
1. Unit Price of 5 indﬁstrialisation hulls.

2. Unit Price of Production Hulls at a rate of minimum 3 hulls per months, or as
contracted. :

3. Design and Manufacturing of Jigs and fixtures that wili not be supplied by
Patria/DLS.
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4. The Industrialisation of jigs and fixtures .
5. Shot blast and painting of Hulls to the stage of pre final paint.

6. Price ex works- rand based figure. Escalation will be applied as to the escalation
formula provided in per Annexure B, supplied with the RFO. The base date of the
escalation will be 1 May 2012.

D. Payment terms and conditions

1. As listed per clause 3 of the RFO.

2. SOW Industrialisation of the first 5 Hulls in SA at VRLaser

Fabrication and Welding only

1. Receive the as contracted CAD model and Bill of Material from DLS.
2. Nest the parts for laser cutting, develop bending files etc.

3. Determine the plate sizes required for optimisation of material usage, discuss with
steel mills to ensure availability

4. Design manufacturing processes and work methods, jigs and fixtures and process
equipment required.

5. Manufacture jigs and tooling required per work station identified that will not be
supplied by Patria/DLS.

6. Pre- assemble sub parts with the Jigs, compile short works instructions, welding
instructions and quality documents.

7. Design review processes and jigs, work metheds, quality requirements and waork flow
to ensure optimum resulis.

8. Assemble and weld first hull in Main Assembly jig, compile short work instructions,
quality requirements, and welding instructions.

9. Design review process, jigs and fixtures and all documents required for the Main
Assembly and welding.

10. Use the updated data pack to produce hull 2 to 5.

11. Conduct Final design reviews and Production Readiness reviews on all the data to
ensure that the Series production will take place without any modifications required.
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Shot Blasting and painting of Hulls

1. Receive paint specifications, surface preparation and Quality requirements from
Patria/DLS.

2, Industrialise the paint process, compile process documents and final buy off criteria.
3. Paint hull 1-5

4. Review the processes and documents after Industrialisation, and update for the series
production of hulls.

3. Contraction Conditions

Cantracting conditions needs to be finalised before execution of the order to protect both
pariies and to ensure an amicable way of doing business.

1. Responsibility of design and Quality requirements remains that of Patria/DLS.

2. Any modifications to the design, Quality requirements, SOW, jigs and fixtures after the
Industrialisation of Hull 1-5 will be for the account of DLS

3. Designated lines of Responsibility needs to be established and appointed to act on
behalf of DLS and VRLaser as to prevent miss communication and facilitate the effective
running of the Program.

4. Documentation required needs to be identified and agreed to such as, Progress
reports, as build data pack requirements, Certificate of Conformance, release certificates
for payments.

6. A conflict resolution mechanism needs to be agreed to upfront to ensure the smooth
running of the Program.

7. Logistics support requirements need to be identified in line with the Patria/DLS
requirements as to enable VRLaser to provide the documentation and spares if and
whan required.

4. Warranty

VRLaser will warranty the workmanship for a period of 18 months after shipment of the
Hulls ex Boksburg. Patria/DLS will remain responsible for the design and design related
issues pertaining to the warranty.
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H. Delivery Schedule
Production schedule

As per the attached schedule based on Months after receipt of order ARO

Meonths ARO | 6 4 5 6 7 8 2 10 11

Hulls

1-5 | Ounits | 3units | 3units | 3units | 3units | 3units | 3units | Follow-on

Shipping schedule

A detailed shipping schedule will be provided before signature of the contract.

l. Other issues

The delivery schedule of the hulls will be determined by the availability of
materials to produce the hulls from. The scheduled will be committed to once a
firm delivery schedule will be received from the Plate mil.

Standard VRLaser terms and conditicns do apply.

The steel specifications will be as per the Steel producer as per the
EURONORM standards. Unless otherwise specified in the material standard or
otherwise agreed, plate is delivered with surface condition in accordance with
EN 10 163-2, Class A, Sub-class 1, with flatness tolerance to EN 10 029, Class
N, with length and width tolerances to EN 10 029, and with thickness tolerances
to AccuRollTech™ that conforms to the provisions of EN 10 029.

Should the need arise to refine the quotation please call Pieter Grundlingh at your
convenience.

Trust that this quotation will meet and satisfy your requirement.

Best Regards,

Gary.Bioxham
VVRLaser Services

Chief Executive Officer

E-mail garyb@vrlaser.co.za

Bus phone +27 11 306 8000

Mobile phone Cell +27 82 495 0789
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ANNEXURE B

1 PRICE ESCALATION: RAND CONTENT
L MM , EM,
P LS,
Lo LSg
Where:
a+b= 1
Py = ORDER PRICE (tariff) after adjustment
Puwo = Amount of material PRICE subject to Rand escalation
Pwo = Amount of labour PRICE subject to Rand escalation

MM, = SEIFSA index for Statistics SA ~ Production Price Index for
“Mechanical Engineering Materials”, (Table G), published for the
manth, three months prior to the contractual delivery date..

MM, = The SEIFSA index for Statistics SA — Production Price Index for
“"Mechanical Engineering Materials”, (Table G), published for the
month, three months prior to the base month.

EM; = SEIFSA index for Statistics SA — Production Price Index for “Electrical
Engineering Materials”, (Table G), published for the month, three
months prior to the contractual delivery date.

EM; = SEIFSA index for Statistics SA — Production Price Index for “Electrical
Engineering Materials”, (Table G), published for the menth, three
months prior to the base month.

LS: = SEIFSA index of Actual Labour Cost, - “All hourly paid employees”
(Table C3), published for the month, three months prior to the
contractual delivery date.

il

LSy SEIFSA index of Actual Labour Cost, - "All hourly paid employees”
(Table C3), published for the month, three months prior to the base

month,

Base month is June 2011.
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LMT Holdings (Pty) Ltd
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CONTRACTOR: LMT Holdings (Pty) Ltd
CONTACT PERSON: Dr S Nell
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A
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PROPOSAL: REQUEST FOR OFFER FOR HOEFYSTER PLATFORM COMPONENTS
Background and Scope

DLS requested ROM pricing for the Patria designed 8x8 AMYV vehicle platform sub-systems,
to be integrated by Denel Land Systems, for the Badger project.

LMT Products (Pty) Ltd has already received the Production Contract for 247 Trunnion
Machining assemblies, part number 925-10500-5001-V-2, contract number dated 29 Aprl
2010.

Applicable Documents:
1. Denel Land Systems RFQ, HY/RFQ/2011-001, dated 28 September 2011.
2. Denel Land Systems Contract, 00200117, dated 29 April 2010.

3. E-mail from Riaan Badenhorst, 26 January 2012 01:24 PM, Subject: FW: Hoefyster
Platform prices.

Abbreviations:

1. DLS — Denel Land Systems

2. ROM - Rough Order of Magnitude
3. PPM - Pre-Production Model
Statement of Work

4.1 Hardware according the drawings and specifications of part numbers listed in Table 1:
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Table 1 : Part numbers and descriptions

Item number Group Product Description Considered
LMT
Exclusive
Part
2 § XX100112 729341 Rear Back door ¥
2 XX100116 734172 Hatch Enjin Room
3 XX100116 2x001528 Water tank *
4 XX100121 714652 Equipment box
5 XX100122 714567 Equipment box front right
6 XX100123 716000 Equipment box
7 XX100128 713337 Equipment box
8 XX100129 624879 Equipment box
9 XX100130 705338 NBC Hatch
10 XX100131 702005 Service hatch
11 XX100113 712144 Drivers hatch
12 XX100114 727356 Rear hatch
13 XX100117 731330 APU bin
14 XX100117 720916 Turret gate
15 XX100118 2x003404 Weapon mount *
16 XX100119 715359 Enjin room hatch
17 XX100120 716586 Commanders hatch
18 XX100126 2x002932 Ammo rack assy o
19 XX100126 2x004034 SV Qvernight bag LH *
20 XX100127 2x003992 MGL Bin %
21 XX100127 2x003961 SV Overnight bag RH *
22 XX100111 709055 Armour Hull *

LMT Terms and Conditions

5.1 Base date of Prices is June 2011.

5.2 Terms and Conditions as per Applicable Document 2.1.
5.3 ROM Prices subject to LMT Holdings Board Approval.
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5.4 Parts marked * in Table 1 are considered exclusive LMT Holding parts.

5.5 Sub-component prices are based on receiving orders for items 1-22. LMT shall review
pricing should only selected items from the list in Table 1 be ordered.

5.6 Pricing arc based on a total order quantity of 244 units distributed as follows:
Table 2 : Delivery quantity distribution:

Year 1 0
Year 2 0
Year 3 3
Year 4 0
Year 5 0
Year 6 21
Year 7 36
Year 8 36
Year 9 36
Year 10 36
Year 11 36
Year 12 36
Year 13 4

LMT shall review pricing should the order quantity and schedule change from the
schedule shown in Table 2.

5.1 Pricing includes a 3% to 10% allowance for Warrantee claims on workmanship only
(Depending on the risk and complexity of the assembly).

5.2 Parts are manufactured to data-pack, with the pwner of the data-pack carrying the Design
Responsibility.
5.3 Pricing is based on a Zero percentage Pre-payment. Pricing may be adjusted should a
pre-payment be offered.
6 Tooling, Jigs and Fixtures

6.1 Pricing includes all tooling, jigs and fixtures required for production, EXCEPT for item
22 (XX100111, Armour hull). Pricing is based on the assumption that Patria supplies free
of charge the hull production tooling for the duration of the contract.



Prices

7.1 Prices are shown in Table 3:

Table 3 : Price Breakdown:

Kit price for Description unit price
Qty: 244
XX100112 | Rear Back door R 534,558.66
XX100116 Hatch Enjin Room R 59,994.47
XX100116 Water tank R 93,281.87
XX100121 Equipment box R 29,570.98
Equipment box frant
XX100122 right R 39,808.43
XX100123 Equipment box R 40,373.61
XX100128 Equipment box R 35,995.65
XX100129 Equipment box R 46,934.06
XX100130 | NBC Hatch R 36,054.77
XX100131 Service hatch R 23,478.95
XX100113 Drivers hatch R 159,523.01
XX100114 Rear hatch R 94,096.93
XX100117 APU bin R 100,805.21
XX100117 Turret gate R 63,210.10
XX100118 Weapon mount R 16,306.23
XX100119 | Enjin room hatch R 120,604.55
XX100120 | Commanders hatch R 103,813.94
XX100126 | Ammo rack assy R 26,132.04
XX100126 SV Overnight bag LH R 23,761.66
XX100127 MGL Bin R 17,870.98
XX100127 SV Overnight bag RH R 23,761.66
XX100111 Armour Hull R 1,738,693.76
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7.2 The Order value from the Turret contract already received is summarised below:



10.
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Table 4 : Turret Pricing

Qty Unit Price Total
Industrialisation 12 R 194,007.60 R 2,328,091.20
Jigs and Fixtures 1| R737,491.92 R 737,491.92
Production 247 | R 194,007.60 | R47,919,877.20
Total R 50,985,460.32

Schedule

8.1 Delivery Schedule: DLS has advised LMT (Applicable document 2.3) that the schedule
defined in Applicable Document 2.1 has been postponed by 2 years. Final schedule to be
confirmed.

8.2 Work can commence in March 2012 pending information availability and receiving an
order.

83 LMT requires an order and 12 month lead time prior to the delivery of the PPM models.
Shipping

9.1 As per Applicable Document 2.1.

Payment, terms and Conditions

10.1 Warrantee, one year on workmanship.

102 As per standard LMT contract conditions.

dkhkkhhhrhkbir it
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MEMORANDUM OF UNDERSTANDING

By and Between

DENEL (PTY) LTD trading as DENEL LAND SYSTEMS
A company with limited liability duly incorporated in the Republic of South Africa with
Commercial Registration No. 1992/0013370/07, situated at: 368 Selbourne Avenue,
Lyttelton, Pretoria, South Africa.
(hereinafter, referred to as “DLS”)

And

LMT HOLDINGS (PTY) LTD
A company with limited liability duly incorporated in the Republic of South Africa with
Commercial Registration No 2004/023660/07, situated at: 286 Maggs Street, Waltloo,
Pretoria, South Africa

(hereinafter, referred to as “LMT")

(Collectively referred to as the “PARTIES” or each of them as the “PARTY")

CONCERNING THE MANUFACTURE OF THE PLATFORM HULL FOR THE NEW
GENERATION INFANTRY COMBAT VEHICLE PRODUCTS SYSTEM FOR THE SOUTH
AFRICAN ARMY

CONFIDENTIAL )
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MEMORANDUM OF UNDERSTANDING

WHEREAS, having received ARMSCOR’S Request for Offer EMFT/2003/564, DLS issued
an RFO to Patria for the development, industrialisation and production of 264 (two hundred
and sixty four) Infantry Combat Vehicle Platforms and associated services and equipment
(the ‘Product”);

WHEREAS, Patria responded by submitting an offer for the supply of the Product;
WHEREAS, DLS undertook to appoint Patria and Patria accepted the appointment to
deliver the Product;

WHEREAS, DLS and Patria entered into a formal agreement to this effect on 28 May 2007
(Contract No: 00200032); which agreement contained the general conditions of contract to
regulate all orders placed by DLS on Patria for the abovementioned products in two
phases namely:

PHASE 1 (DEVELOPEMENT); and

PHASE 2 (PRODUCTION);

WHEREAS, DLS and PATRIA entered into an MOU on 16 December 2010 with a view to
considering alternative contracting models concerning PHASE 2;

WHEREAS, DLS and Patria have agreed that in terms of the above-mentioned alternative
models, the manufacture of the platform hull by LMT would be a contracting model;
WHEREAS, DLS wishes to pursue this contracting model with LMT, subject, but not
limited to the fulfilment of the conditions precedent contained in this MOU; and
WHEREAS, LMT is willing to accept the undertakings contained herein.

Now therefore,

1. DLS endeavours to:

1.1 Place the industrialisation and production contract and derived batch orders for the
Hoefyster platform hulls on LMT, subject to the following conditions precedent being
fulfilled:

1.1.2 The awarding of an order by Armscor to DLS for PHASE 2; and
1.1.3 The Parties reaching agreement on the detailed terms and conditions (T's &
C’s) of the procurement contract to be entered into once ARMSCOR places the

order on DLS; .

CONFIDENTIAL N
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1.1.4 The Parties reaching agreement on:
1.1.4.1  Technical and performance specifications; and
1.1.4.2 Manufacturing process design; and
1.1.4.3 Pricing and delivery schedules.

1.2 Make appropriate pre-payments to LMT after respective orders have been placed. The
substantive details of these pre-payments will be governed by the agreed T's & Cs as

contemplated in clause 1.1.3 above

2. COMMENCEMENT, DURATION AND TERMINATION
This MOU:

a. will commence on the signature date and endure for a period of 6 (six) months,
after which it will automatically expire unless terminated earlier by either PARTY
by giving 30 days prior written notice to the other PARTY of its intention to
terminate the MOU; or

b. If the PFMA process does not approve the equity transaction then this MOU will
terminate automatically and the sub contracting of LMT will be based on
strategic, technical and commercial considerations; or.

c. be superseded by the envisaged Procurement Contract.

3. COSTS AND RISKS
The PARTIES hereto confirm that each of them shall bear their own costs and risks for

their respective actions with respect to fulfiiment of this MOU.

4. LIABILITIES
Notwithstanding anything undertaken above, either PARTY is precluded from claiming
any loss, damages, compensation or any liabilities, financial or otherwise from the

other PARTY during the subsistence, or after the termination of this MOU.

5. AMENDMENT
This MOU shall not be changed, altered or amended except by written instrument

signed by and on behalf of the PARTIES.
b (N A\
x .A@J

\! )
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6. DISPUTE RESOLUTION
If the PARTIES are unable to resolve any dispute arising from this MOU by means of
joint cooperation or discussion within one (1) week after a dispute arises or such
extended time period as the PARTIES may allow in writing, then it shall be resolved by

way of arbitration, in accordance with the provisions contained in clause 7 of this MOU.

7. APPLICABLE LAW AND ARBITRATION
The law applicable to, interpretation of and arbitration (of disputes) relating to this
MOU shall be in accordance with clauses 7.1 and 7.4 respectively of the agreement
signed between the PARTIES on 29 April 2010 (Contract No:00200177).

. CONFIDENTIALITY

8.1 The PARTIES agree not to disclose the details of this MOU or any other matter in
relation thereto to any third party at any time, except insofar as such disclosure is
authorised by both PARTIES in writing, is ordered by a court of law or is otherwise
essential for obtaining regulatory approval, application in judicial process or the
obtaining of legal advice or is essential for financial reporting to the South African
Defence Force and/or ARMSCOR, or is necessary for obtaining the Phase 2 Order for
the program.

8.2 Notwithstanding clause 8.1, LMT is entitled to disclose the details of this MOU or any
other matter in relation thereto within the LMT Group. The requirements of paragraphs
8.1, 8.3 and 8.4 will be applicable to the LMT Group.

8.3 The PARTIES agree that all information shared between them is confidential in nature,
will not be disseminated without the prior written consent of the other PARTY.

8.4 The confidentiality obligation as defined in this clause 8 shall survive also the

termination of the MOU.

9 GOOD FAITH
In the implementation of this MOU, the PARTIES undertake to observe the utmost
good faith and they warrant that in their dealings with each other that they shall neither
do anything nor refrain from doing anything which might prejudice or detract from the

rights, assets or interests of the other of them.

@ AN \*/J
CONFIDENTIAL J‘v\ (\ @
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10 SEVERABILITY
In the event that any provision in this MOU be held invalid or unenforceable, such
provision will be severable from, and such invalidity or unenforceable provision will not
be construed as to have any effect upon the remaining provisions of this MOU,
provided that the effect upon the remaining provisions does not substantially change
the designated interests of the PARTIES. In the event such severance substantially
changes such interest, the PARTIES will endeavour to agree upon a mutually

acceptable, alternative, valid and enforceable provision.

11 WHOLE MOU
This MOU constitutes the entire understanding between the PARTIES as to the

subject matter addressed.

12 INTERPRETATION

12.1  Words and expressions defined in any sub-clause shall, for the purpose of the
clause of which that sub-clause forms part, bear the meaning assigned to such
words and expressions in that sub-clause.

12.2 Any reference in this MOU to the singular includes the plural and vice versa.

12.3 Any references in this MOU to natural persons include legal persons and vice

versa.

13 NOTICES AND DOMICILIA

13.1 The PARTIES choose as their domicilia citandi et executandi their respective
addresses set out in this clause for all purposes arising out of or in connection with
this MOU at which addresses all processes and notices arising out of or in
connection with this MOU, may validly be served upon or delivered to the PARTIES.

13.2 The PARTIES' respective addresses shall be -

DENEL LAND SYSTEMS

368 Selborne Avenue,

Lyttelton,

PO Box 7710,

Pretoria, 0001, %

South Africa. A ‘\‘/J

s € A5
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Facsimile number +27 12 620 3172
For Attention: Mr Reenen Teubes

LMT HOLDINGS
286 Maggs Street
Waltloo

Pretoria

South Africa

P O Box 1578
Brooklyn Square
0075

Facsimile number: +27 12 803 6848
For Attention: Dr Stefan Nell

or at such other address of which the PARTY concerned may notify the other in writing.

13.3 Any notice given in terms of this MOU shall be in writing and shall -

13.3.1if delivered by hand be deemed to have been duly received by the addressee on
the date of delivery;

13.3.2if posted by prepaid registered post be deemed to have been received by the
addressee on the tenth (10th) day following the date of such posting;

13.3.3 if transmitted by facsimile be deemed to have been received by the addressee on
the day following the date of dispatch, unless the contrary is proved.

13.4 Notwithstanding anything to the contrary contained or implied in this MOU, a written
notice or communication actually received by one of the PARTIES from another
including by way of facsimile transmission shall be adequate written notice or

communication to such PARTY.

CONFIDENTIAL
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14 DECLARATION OF THE PARTIES
The PARTIES record their keen interest to execute all efforts related to this MOU in

accordance with the laws and regulations of the Republic of South Africa.
15 SIGNATURE
This MOU is signed by the PARTIES in English in two (2) identical originals on the

dates and at the places indicated opposite their respective names.

AS WITNESSES:

NAME: AS BURGER

CEO OF DENEL LAND SYSTEMS

On behalf of DENEL (PTY) LTD trading as
DENEL LAND SYSTEMS, duly authorised

thereto

SIGNED AT ... CoanTukion)  ONTHIS .../i8... DAY OF ..... . JUAY 2oll

On behalf of LMT HOLDINGS (PTY) LTD:

AS WITNESS:

NAME: S NELL
CEO OF LMT HOLDINGS (PTY) LTD.

CONFIDENTIAL 7
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From:
Sent:
To:
Cc:

Subject:
Attachments:

Hallo Riaan

Koenie Vos <koenie@Imt.co.za>

Monday, 27 February 2012 12:19

'Riaan Badenhorst'

'‘Reenen Teubes'; 'Pieter Knoetze'; alberta@dlsys.co.za; stefan@Imt.co.za;
francoisg@Imt.co.za; 'Henk van den Heever'

Hoefyster Quotation

Budget prices - LMT 22-2-2012.xIsx

We have redone the total Hoefyster ROM Quotation and have the following feedback for you:

e We can meet all your goal prices as communicated to us. (Attached).

e The unit prices for the PPM’s are double that of the goal prices.

e Some cross subsidation between components had to be done, we will therefore have to receive an order for all
the components as listed and not only the exclusive components.

e The total contract price, with the turret hull and PPM’s included, is less than R500m and means a turnover in
the production period of just under R60m in 2016/17 and thereafter R71m per year for LMT. This turnover is far
below the predictions as foreseen.

e Our price model as used for the first quotation unfortunately had some mistakes, including duplications.

Please inform us should you require an official requote.

Regards

Koenie Vos

+27 (0) 82 886 8463
+27 (0) 12 803 6184
+27 (0) 12 672 7821

286 Maggs Street
Waltloo

Pretoria

South Africa
0184

PO Box 1578
Brooklyn Square
South Africa
0075

DISCLAIMER: The information contained in this e-mail and attachments thereto is confidential and is intended solely for the addressee. No confidentiality or privilege is waived
or lost by any mistransmission. If you are not the intended recipient of this e-mail you are hereby notified that any disclosure, copying, distribution or reliance upon the contents of
this e-mail is strictly prohibited and may give rise to claims against you. If you received this message in etror, please immediately delete it and all copies from all storage media,
and notify the sender. Neither LMT nor the sender accepts liability for any interception, error, virus or other interference. Views and o pinions contained herein are those of the
sender unless clearly stated to be those of LMT. No part of this e-mail may be published without obtaining prior written consent from LMT. LMT reserves the right to monitor all
e-mail communications transferred through its networks.




Platform budget prices - LMT

W10-CPMM-123

Nr Description Part number DLS I?udget
prices

1 |Drivers hatch 712144 118 019
2 |Rear hatch 727356 107 257
3 |Enjinroom hatch 715359 65 781
4 |Commanders hatch 716586 46 875
5 |Amour hull 709055 725982
6 |Rear door 729341 395 350
7 |Hatch Enjin Room 734172 65781
8 |Water tank 2x001528 65 963
9 |Equipment box 714652 10 589
10 |Equipment box front right 714567 23160
11 [Equipment box 716000 23151
12 |Equipment box 713337 14 525
13 |Equipment box 624879 12 225
14 [NBC Hatch 705338 11989
15 |Service hatch 702005 9108
16 |APU bin 731330 48 265
17 |Turret gate 720916 33050
18 |Weapon mount 2x003404 5363
19 |Ammo rack assy 2x002932 11 825
20 |SV Overnight bag LH 2x004034 12 298
21 |MGL Bin 2x003992 9799
22 |SV Overnight bag RH 2x003961 9426




W10-CPMM-124

ANNEXURE “CM9”



W10-CPMM-125

Bonginkosi . Mthembu

From: Riaan Badenhorst

Sent: Friday, 04 April 2014 13:49

To: Celia Malahlela

Subject: Memo - Decision on Hull supplier - 4-4-2014

Attachments: Memo - Decision on Hull supplier - 4-4-2014.docx



D E N E L DENEL LAND SYSTEMS
MEMORANDUM
To: EXCO

From: HULL MANUFACTURING CROSS FUNCTIONAL TEAM
Date: 4 April 2014

Subject: Decision on vehicle hull supplier

Rev. No.:

A cross functional team of representatives from Supply Chain, Infantry Systems and Business
Excellence was constituted to make a final recommendation on the supplier that will be
manufacturing the platform Hull. This has become a matter of urgency due to the fact that Patria
needs to start engaging with the particular platform hullmanufacturing supplier in order to start with
the transfer of technology and industrialization.

As part of Patria’s contractual work-share, Patria has to also supply and install Welding Jigs at the
RSA hull supplier. To continue with their work|, they urgently need to know which supplier DLS is
going to use| to manufacture the hull. They want to use the same supplier to manufacture the
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d [RB1]: Duplication with urgency comment above ]

Welding Jigs. A meeting was then held on the 4t of April 2014 to make a decision in this regard.

The team looked at the technical and commercial factors in order to make this decision. In February
the Patria technical team visited 3 suppliers in order to determine the capability of each supplier
identified. Patria recommended VR Laser as the most technically capable supplier visited. (For more
information on the details of Patria’s recommendation please refer to that attached PATRIA “MEMO
D117051_03.3.2014")

During 2012, DLS obtain quotations from the following 3 hull suppliers:
LMT R1,738,694
VR Lazer R 865,000
DCD Dorbyl R 895,010

The high price from LMT was negotiated. They reply that they will reach the DLS cost targets shout
we place an Order on them for all high value sub-systems, which was not accepted.

Base on the information summarized above, all the members of the cross functional team that
attended this meeting recommended VR Laser as the preferred supplier for this scope of work.

We hereby request the executive committee to make the final [determination on the matter.

[r

ted [RB2]: 2277 )

Denel Land Systems

A Division of Denel SOC Ltd.

PO Box 7710, Pretoria, South Africa
International Tel: +27 12 620 9111

Fax:
E-mail:
Web:

+27 12 620 3466
marketing@dlsys.co.za MECHEM

http/www.denellandsystems.co.za Incorporated
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Celia Malahlela i

From: Linda Meyer

Sent: 29 April 2014 07:10 AM

To: EXCO; EXCO Secretaries; Celia Malahlela
Subject: FW: Updated Exco Submission vr laser Rev
Attachments: Exco Submission vr laser Rev.docx

Kind Regards

DENEL LAND RYRTEMS m

Linda Meyer
Snr Secretary : Supply Chain

Denel Land Systems
a Division of DENEL SOC Ltd.
PO Box 7710, Pretoria, 0001, South Africa

Tel: +27 12 620 3074, Fax; +27 12 620 3388
Mobile: +27 (0)82 6512 5§12

E-mail: Lindam@disys.co.za
www.denellandsystems.co.za

Enjoy life today, yesterday is gone, tomorrow may never come

From: Celia Maiahlela

Sent: 25 April 2014 02:30 PM

To: Linda Meyer

Subject: PA: Updated Exco Submission vr laser Rev
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L45655

D E N E L DENEL LAND SYSTEMS

GROUP CHIEF EXECUTIVE OFFICER
SUPPLY CHAIN APPROVAL

TO: EXCO FROM : SUPPLY CHAIN
DATE : 25APRIL 2014

SUBJECT: HOEFYSTER Platform hull structures supplier.

PROJECT: Hoefyster program
ORDER NUMBER: '
SUPPLIER: VR LASER SERVICES

OBJECTIVE

ARMSCOR having recently awarded the phase 2 contract for the Production of 217 Badger
vehicle systems to DLS. The objective of this submission is to obtain approval from EXCO 1o
sign a contract with VR Lazer for the supply of 217 Hoefyster Platform Armour Hull structures
and place the order for the full production.

2. ACKGROUND

In 2007 DLS obtain quotations from the local industry to benchmark the prices with Patria
budget prices. The quotation received were based on high value components, like the Armour
hull and hatches etc to DLS (No dxf files etc) supplied by Patria at that stage. LMT, VR Laser
and DCD Dorbyl were invited to participate in this process.

The transfer of Technology between DLS and Patria has already begun and various DLS
departments must be trained on how to incorporate the processes and data into the DLS
systems. The DLS hull supplier must form part of this training program, therefore it is important
that DLS approves the hull supplier as soon as possible.

Page 1 of 4
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L45655
PRICE
Total potential business to the Hull supplier is as follows:
June 2011 Total Baseline Price x217
NO DETAIL Baseline Unit price Units
{Contract RoE
1EUR=R9.8244)
1 Platform hull 806,647 175,042,300
Rear door 439,277 95,323,211
2 Drivers hatch 131,132 28,455,606
3 Rear hatch 119,174 25,860,763
4 Engineroom hatch 73,090 15,860,537
5 Commanders hatch 52,083 14,302,030
6 Drivers chair 59,587 12,930,382
TOTAL POTENTIAL 364,774,829
CONTRACT VALUE
(Jun 2011)

Three companies were approached and the total price for the manufacturing of the platform
hull {Line 1 above) was quoted as follows;

Supplier Amount prices per Unit
LMT R1,738,694.00
VR Lazer R 865,010.00
DCD Dorbyl R 896,000.00

The values above are based on the June 2011 prices, which were use as the cost price to
Armscor. DLS had to obtain quotes also from other suppliers to benchmark prices with VR
Lazer. Patria buy from various suppliers and integration took place at the main supplier
(Patria/DLS).

DELIVERY RISKS

Delivery Schedule as per Annexure 12 of Patria Contract 00200318 is attached for ease of
reference. Patria training course is scheduled for 17 — 23 May during the welding of the PPM
hulls in Finland. Due to governance issues DLS has not yet had any discussions with any
suppliers regarding the availability of their personnel required for this training. Patria has
highlighted that this is the last formal training course and unfortunately it cannot be moved as
Patria has already finalised all necessary preparations for the training which also coincide with
the wedding schedule for the PPM hulls for DLS. If the supplier does not join the rest of the
team for this training, DLS will be charged separately for the supplier training. The next
training opportunity will be towards the end of the year during the manufacturing of the 12
production models. During that time manufacturing of the Hull Welding Jigs must already be in
process at the RSA hull supplier.

CONTRACTUAL CONDITIONS
To be agree back to back with Armscor Contractual conditions.
Page 2 of 4
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L45655

7. SUPPLY CHAIN COMMENT

- Across functional team of representatives from Supply Chain, Infantry Systems and
Business Excellence was constituted to make a final recommendation on the supplier that
will be manufacturing the platform Hull. This has become a matter of urgency due to the
fact that Patria needs to start engaging with the particular platform manufacturing supplier
in order to start with the fransfer of technology and industriaiization. As part of Patria’s
contractual work-share, Patria has to also supply and install Welding Jigs at the RSA huli
supplier. To continue with their work, they urgently need to krnow which supplier DLS is
going to use to manufacture the hull. They want to use the same supplier to manufacture
the Welding Jigs. A meeting was then heid on the 4™ of April 2014 to make a decision in
this regard.

- The team looked at the technical and commercial factors in order to make this decision. In
February the Patria technical team visited 3 suppiier in order to determine the capability of
each supplier identified. Patria recommended VR Laser as the most technically capable
supplier visited. (For more information on the details of Patria’s recommendation please
refer to that attached PATRIA “MEMO D117051_03.3.2014",

Base on the information summarized above, all the members of cross functional team that
attended this meeting recommended VR Laser as the preferred supplier for this scope of work.

Base on the information summarized above, all the members of cross functional team that
attended this meeting recommended VR Laser as the preferred supplier for the manufacturing
of the platform huli.

8. RECOMMENDATION

It is hereby recommended that Denel Land Systems EXCO to give approval to use VR Lazer
as the Hoefyster Platform hull supplier. Due to the value of this transaction, DLS must seek
final approval from group CEQ and the board of Denel. we trust that this document gives
enough information to enable DLS EXCO to give its blessings and make the recommendation
as stipulated above.

Page 3 of 4



Recommended:

FR TEUBES
CHIEF OPERATING OFFICER

Recommended:;

AS BURGER

CHIEF EXECUTIVE OFFICER: DENEL LAND SYSTEMS
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L45655

P KNOETZE

CHIEF FINANCIAL OFFICER

Page 4 of 4
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Bonginkosi . Mthembu

From: Linda Meyer <LindaM@dlsys.co.za>
Sent: Tuesday, 29 April 2014 07:22

To: EXCO; EXCO Secretaries; Celia Malahlela
Subject: EXCO Agenda 09 of 29 April 2014

Attachments: EXCO Agenda 09 of 29 April 2014.docx
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E N E L DENEL LAND SYSTEMS

D
AGENDA
EXCO SUBMISSION MEETING 09
27 APRIL 2014 AT 08H30 — 09H30 DLS BOARDROOM
1. WELCOME / TEA / COFFEE
2. APOLOGIES
3. APPROVAL OF MINUTES
3.1 MATTERS ARISING FROM PREVIOUS MINUTES.
4, DECLARATION OF CONFLICT OF INTEREST FOR THE MEMBERS OF THE
COMMITTEE.
5. CONDONATIONS
6. NEW CONTRACTS
6.1 Hoefyster Platform Hull structures supplier.
7. AMENDMENTS
8. LATE SUBMISSIONS

GENERAL
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Busisiwe Mgingwana

From: Denise Govender <deniseg@dlsys.co.za>

Sent: 25 April 2014 14:53

To: Pieter Knoetze; Reenen Teubes; Celia Malahlela

Cc: Stephan Burger; Mxolisi X. Makhatini; Ashley Williams; Andre A. Du Toit; Thulani
Mahlinza; Denise Govender

Subject: CONFIDENTIAL RE: Urgent EXCO meeting - HULL Supplier

Attachments: BOARD SUBMISSION RE LMT TRANSACTION.26052011.pdf; CANCELLATION

LETTER.19092012.pdf; GLMI COMMENTS N PROPOSED SHAREHOLDER
AGREEMENT.03122010.pdf; SHAREHOLDERS AGREEMENT. DRAFT.pdf

Importance: High
Sensitivity: Confidential

POSSIBLE RELEVANT DOCUMENTS IN THIS MATTER.
CANT LOCATE THE LETTER THAT PIET REFERS TO THOUGH BUT LOOK AT THE BOARD SUBMISSION ATTACHED
WITH REFERENCE TO THE HULL (PARAGRAPH 2.2, 4 (BULLET POINTS ON PAGE 6), )

Warm regards
DENISE GOVENDER
EXECUTIVE: LEGAL

DENEL SOC LTD t/a DENEL LAND SYSTEMS
INCORPORATING MECHEM
PO Box 7710, Pretoria, 0001, South Africa

Tel: 012 620 3300 Fax: 012 620 3560
Mobile: 082 8000 652
E-mail: deniseg@disys.co.za

www.denellandsystems.co.za

- COMMERCIAL IN CONFIDENCE -

From: Pieter Knoetze

Sent: 25 April 2014 2:09 PM

To: Reenen Teubes; Celia Malahlela

Cc: Ashley Williams; Denise Govender; Mxolisi X. Makhatini; Stephan Burger; Thulani Mahlinza; Andre A. Du
Toit

Subject: RE: Urgent EXCO meeting - HULL Supplier

Very true.

In fact | remember that we signed a letter confirming that we will put the business into LMT, as a condition
fo the equity deal.

This was a Pamodzi requirement.

We will have to get to a formal new agreement on this issue.

Regards

Pieter Knoetze
Chief Financial Officer
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Denel Land Systems
a Division of DENEL (Pty) Ltd.
PO Box 7710, Pretoria, 0001, South Africa

Tel: +27 12 620 3010, Fax: +27 12 620 3137
Mobile: +27 (0)82 8835 729
E-mail: pieterkn@dlsys.co.za

www.denellandsystems.co.za

From: Reenen Teubes

Sent: 25 April 2014 14:03

To: Celia Malahlela

Cc: Ashley Williams; Denise Govender; Mxolisi X. Makhatini; Pieter Knoetze; Stephan Burger; Thulani
Mahlinza; Andre A. Du Toit

Subject: Re: Urgent EXCO meeting - HULL Supplier

Hallo Celia

As an input to the meeting please check the LMT shareholders agreement and if there is any reference
made to Hoefyster.

| again got an SMS now from Stefan Nel accusing us of contravening the shareholders agreement with
regards to us contemplating contracting other parties on the hull manufacturing

Regards
Reenen

Sent from Reenen's iPad

> 0On 25 Apr 2014, at 12:59, "Celia Malahlela" <celiam@dlsys.co.za> wrote:
>

> When: 29 April 2014 08:30-09:30 (UTC+02:00) Harare, Pretoria.

> Where: Boardroom DLS

>

> Note: The GMT offset above does not reflect daylight saving time adjustments.
>

S Rk kK Kk Uk Uk Kk

>

> Celia will distribute the documents soon.

>

> <meeting.ics>
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DENEL (PROPRIETARY) LIMITED

Board of Directors’ meeting to

be held on ! 26 May 2011
Memorandum Number . B
Agenda ltem Number : 13

File Reference
DENEL LAND SYSTEMS: LMT TRANSACTION
1. PURPOSE

To notify the Denel Board of the proposed revised LMT transaction and to request
approval:

* For the reduction of Denel’s shareholding under the Denel Call Option from 70% to
51%;

» The conversion of the R12,75m pre-payment made to LMT by DLS to Preference
Shares; and

* The exercise of the Call Option.

2. BACKGROUND
2.1 Rationale for the Acquisition of Equity in LMT Holdings

Denel Land Systems (DLS) operates in the landward firepower systems domain of
defence equipment and systems supply and support. The strategic intent of DLS is:

» To strengthen its dominant position as the preferred lead systems integrator of
landward mobility and firepower systems to the South African Army; and

» To become a sub-systems supplier in partnership with a global landward system
supplier to international markets.

As a product system (level 5) supplier, DLS has extensive experience and capabilities in
turrets and weapons, but has previously been in the position of integrating these sub-
systems on platforms provided by vehicle integration specialists as prescribed by
Armscor. The acquisition of major systems requires a Lead Systems Integration (LSI)
capability as Armscor contracts will now be placed as level 5 product systems. This has
led to the requirement for a vehicle integration capability. To achieve the above strategic
intent and retain its level 5 status, DLS would need to broaden its capabilities to include
vehicle platforms. In the absence of such capability, DLS will be at the mercy of vehicle
OEMs.

DLS secured a contract for the development and production of the New Generation
infantry Combat Vehicle (NG-ICV) for the SA Army, i.e. Project Hoefyster. The contract
value is in excess of R8bn and currently accounts for the largest portion of DLS income.
It should be noted that an order for only the development phase to the value of R1.3bn
has been activated.

The acquisitioh of a 51% shareholding in LMT is proposed in order to provide DLS with a
military vehicle manufacturing capability to position for the above opportunities.

Company Confidential
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2.2 Original Transaction with LMT

LMT Holdings (Pty} Ltd is the holding company of the LMT group (LMT Products, LMT
Property and LMT Engineering), the members of which are angineering firms
specialising in the design, development, simulation, testing and manufacturing of
automotive and mechanical systems, sub-systems and components. Annexure 1
provides further information on LMT.

As part of a rigorous Project Hoefyster procurement process, LMT was identified as the
preferred supplier of the turret hull. Subsequent to this, LMT approached DLS with the
request that the possibility should be investigated for DLS to become more directly
involved in the company, as they were experiencing short term cash flow requirements,
which would have had a serious impact on the success of the development phase of the
Hoefyster contract. DLS mitigated the risk by activating an order for the turret hull on
risk with an associated advance payment (pre-payment) of 25% on the R51m order
amounting to R12,76m. The DLS Board approved the pre-payment on condition that
sufficient security (pledge over assets of LMT) was produced.

The credit limit available at the bank of LMT was already over-stretched and DLS had to
look at alternative means of security in the place of a bank guarantee. Securities in line
with the above transaction are as follows:

« A cession of 40% of the debtors book, valued at R4,5m {current value = R2m).

* The registration of a notarial bond on the steel stock (R5,8m) at 60% value amounting
to R3,6m (curmrent value = R2,4m).

*» |P as valued by Spoor & Fisher attorneys, taken at an average value of R9,5m,

The amount available for security currently amounts to R13,9m.

This situation created the opportunity for DLS to further its strategic intent and therefore
the option to acquire 70% of the shares of LMT at par vaiue, subject to Denel Board and
PFMA approval, This is an option which can only be exercised once the relevant
approvals have been obtained. The Denel Board provided conditional approval to
exercise the call option on 15 July 2010, subject to a legal and financial due diligence
and the completion of a business plan. The due diligence was completed. The Denel
Board sub-committee (DLS Board members) resolved to hold back on the exercise of
the Call Option until the Hoefyster production order has been secured and the need for
the resolution of certain governance issues in LMT (see Annexure 2 for an overview of
the status of LMT, including governance which has now improved).

3. TERNMS AND CONDITIONS OF THE REVISED TRANSACTION

Pamodzi Investment Holdings (Pty) Ltd (“Pamodzi”), a black owned and controlled
diversified investment company, entered into negotiations with LMT and Denel with the
intention of providing funding in an aggregate amount of R30m to LMT.

The R30m will be used by LMT to fund its working capital and pay long-outstanding
creditors. [n return for its funding, Pamodzi, through a subsidiary, Business Ventures
investments No 1513 (Pty) Ltd (SPV), will acquire 29% of the ordinary share capital in
LMT at par value.

A Memorandum of Understanding (MOU) sefting out the principle terms of the
transaction was entered into by Pamodzi, Denel and LMT shargholders on the 8 April
2011, with the intention of entering intc a definiive shareholders
agreement/Memorandum of Incorporation (MOI) and funding agreements before the end
of May 2011.
2
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The salient terms and conditions of the revised transaction are as follows:

SPV is to advance R30m funding to LMT in the form of:

a R10m interest bearing working capitai facility at the Prime interest rate until
March 2012, and thereafter at prime plus 3%:

- @ R20m subscription of LMT cumulative redesmable Preference Shares
(“Preference Shares”) at a fixed dividend rate of 10%.

» The sharsholding of LMT post the revised transaction will be as follows:
- SPV - 29% ordinary shares.
- Denel (in terms of the call option) §1% ordinary shares, diluted from 70%.
- LMT Shareholders — 20% ordinary shares.

¢ Denel's remaining period for exercising the call option is to be reduced by
approximately 14 months from 25 June 2013 to 30 April 2012.

¢ Denel has also undertaken, subject to Denel Board and PFMA approval, to convert its
pre-payment of R12.75m to LMT Preference Shares on the same terms as the SPV
Preference Shares.

* Prior to the conversion of the pre-payment into Preference shares and post SPV's
Preference Shares subscription:

- Denel's pre-payment is to attract interest at the Prime interest rate.

- Denel’s existing security for the pre-payment as detailed in paragraph 3 above
is to remain intact.

* Security arrangements post Denel's conversion of the pre-payment into Preference
Shares is still being negotiated by the SPV and Denel. However, it has bsen
proposed by Pamodzi that Denel’s security for the pre-payment as detailed above be
shared with SPV in respect of the Preference Shares and the working capital facility,
thereby diluting Denel's share of the security from a 100% to 29%. This proposal has
not been accepted by Denel and is being negotiated.

» Post the conversion of the pre-payment into Preference Shares, the following
percentage shareholding will apply:

= In respect of ordinary shares in which Denel is to hold 51%, the control of the
company is based on the ordinary shareholding; therefore Denel will retain
control of LMT.

- In respect of Preference Shares — Denel will hold 39% of the Preference
Shares and SPV will hold 61% of the Preference Shares. The Preference
Shares will only be entitled to vote in instances where the terms and rights of
the Preference Shares are being affected.

* The sharehoiders agreement or MOI will contain the following additional provisions:

- Each shareholder will be entitied to appoint a director to the board of LMT for
each 14% shareholding. Therefore, Denel will be entited to appoint 3
directors. 2 for Pamodzi and 1 for the LMT Shareholders. The voting
percentage of the directors will be linked to the shareholding of the company
represented. Therefore Denel directors will have 51% of the votes and will
control the board.

Reserved matters, which are still to be finalised, and any shareholder matters
requiring a special resolution will require approval of 85% of the sharsholders.

- Pre-emptive and sale protection clauses are included.

Company Confidential
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- The funding of the company will be primarily funded out of the revenue
generated by the company's trading activities and, where necessary, by way
of external financing and the ordinary shareholders on loan account. Future
shareholder funding is to be in proportion to the shareholders’ respective
percentage shareholdings. If any shareholders are unable or unwilling to
provide pro-rata funding, the other Shareholders who are providing the
funding can require the failing shareholder to dilute their shareholding.

» Key outstanding terms that have not been agreed on as vet are as follows:

- Security sharing arrangements post Denel's conversion of the pre-payment
into Preference Shares.

- Reserved matters for SPV shareholders.

Fair market value determination in the case of a deemed offer scenario i.e.
when a shareholder is liquidated or there's a change in control of the
shareholder, or an employee sharehoider dies, the shareholder will be
deemed to have offered its shares to the other sharsholders at fair market
value.

- Terms of the Preference shares and working capital facility.

- Seller warranties in favour of Denel.
The DLS Board has provided in-principle approval of the overall transaction structure
with Pamodzi and LMT, as it pertains to Denel. In essence the transaction will require

Denel to reduce its shareholding under the Call Option to 51% from 70% and convert its
pre-payment to Preference Shares. The financial benefits are detailed below.

4. IMPACT OF THE TRANSACTION ON LMT AND INVESTMENT CASE

The consolidated year end balance sheet (February 2011) of LMT with and without the
DLS/Pamodzi Investment is as follows:

R'm R'm
ASSETS CURRENT INVESTMENT
DLS/PAMODZI
NON CURRENT ASSETS 25.075 25.075
CURRENT ASSETS 39.905 39.905
TOTAL ASSETS 64.980 64.980
EQUITY /
LIABILITIES [EQUITY 15.442 17.305
LIABILITIES 80.422 47 675
NON CURRENT LIABILITIES 25.946 13.199
CURRENT LIABILITIES 54.476) 34478
TOTAL EQUITY / LIABILITIES 64.980| 64.980)|

Notes: a. Financials not finally audited
b. R10m facility of Pamodzi not utilised yet.

The R20m investment from Pamodzi as well as the R12,75m conversion of the DLS pre-

payment to Preference Shares will increase the equity vaiue of LMT from (R15,4m) to a
positive value of R17,3m.

Company Confidential
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The R30m Pamodzi investment (R10m facility included) substantially improves the
financial position of LMT and will enable the business to be sustainable over the short to
medium term. LMT is budgeting for R117m in sales and R7m profit for the 2011/12
financial year, with more than 100% order cover. The projected income statement and
balance shest projections for LMT are provided below:

INCOME STATEMENT in
R'000
2011 2012 2013 2014 2015 2016 2017
Income 48.016 | 117.128 | 76.883 | 231.367 | 225.000 | 225.000 | 225.000
Gross Profit 18.059 | 35128 | 20.758 | 56.218 | 54500 54.500| 54.500
Gross Profit % 37.6% 30.0% 27 0% 24.3% 24.2% 24.2% 24.2%
Operating Cost 36.538 | 27.145 | 17.434 | 28.871 | 27.767 | 27762 | 27.756
NPAT -19.066 7.383 2834 24255| 19286 | 19.388 | 19.523
NPAT % -39.7% 6.3% 3.7% 10.5% 8.6% 8.8% 8.7%
BALANCE SHEET in R'D00
2011 2012 2013 2014 2015 2016 2017
Non Current
ASSETS Assets 25075 | 29.144 41.711 53040 | 52973 52.911 52855
Current
Assets 39905 | 35.948 39.835 | 52257 | 54579 | 55514 | 61.838
TOTAL B84.980 | 65.092 77.546 | 105.297 | 107.552 | 108.425 | 114.693
Noh Current
LIABILITIES | Liabilities 13.199 | 16.713 14.878 | 16.716 | 12.332 6.750 6.750
Current
Liabilities 34.476 | 23.691 35146 | 36804 | 30.705| 27597 | 27817
EQUITY 17.305 | 24.688 27522 | 51.777| 64515 74078 | B0.326
| TOTAL 64.980 | 65.092 77.546 | 105.297 | 107.552 | 108.425 | 114.693
Ratlos:
Current asset : current
liabilities 1.16 1.52 1.02 1.42 1.78 2.01 2.24
Total Assets : Total
Liahilities 1.36 1.61 1.55 1.97 2.5 3.15 3.34
Cash Balance 2933 | 11.651 -22.054 -1.453 3.029 3.964 | 10.288

See Annexure 1 for a detailed income statement. LMT was unable to conduct business
as originally planned in 2010/11 as a result of worsening operating capital availability.
This prevented LMT from executing sales orders whilst the fixed expenses
continued. The significant increase in sales and net profit in the 2013/14 financial year is
a result of mainly the Hoefyster and Malaysia production start-up. This also impacts on
cash requirements in 2013. The above financial projections do not include the use of the
R10m Pamodzi working capital facility.

The calculated Internal Rate of Return (IRR) is 25% (12 year forecast). This is based on
an assumed acquisition cost of R12,75m which is equivalent to the pre-payment amount.
The key driver of the IRR is the exercise of the option to acquire 51% of LMT for R100
which entitles DLS to 51% of any ordinary dividends and 51% of proceeds on any
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divestment of LMT. This is the equity sweetener to the IRR which makes the transaction
viable.

In addition, in terms of Investec’s valuation prepared in March 2011, which is based on
very high level budgets and forecasts provided by DLS management, the vaiue of LMT is
R64m. This implies a value of R32,6m for Denel's 51% shareholding.

The strategic benefits of the transaction to Denel are as foilows:

* ltis of strategic interest for DLS to ensure that LMT continues to operate as a going
concem due to the criticality of LMT to the Hoefyster and Malaysia programmes.

* The transaction contributes to supplier development.

* The establishment of a vehicle integration capability within Denel and potential to
access other vehicle programmes.

» Significantly higher marging on the Hoefyster programme are expected due to in-
house manufacturing.

The need for Pamodzi to have certainty regarding Denel's intent to exercise the Call
Option, the much improved governance environment at LMT and the awarding of the

Letter of Award for the Malaysia opportunity to the value of €341m to DLS triggers the
need to exercise the Call Option as soon as possible.

5. RISK AND MITIGATION

Both financial and legal due diligence exercises were conducted on LMT Holdings. The
current status with regards to critical issues is reported in Annexure 2.

6. IMPLEMENTATION PLAN

The time line for conclusion of the fransaction is as follows:

Action Time Frame
Finalise formal agresments 25 May 2011
Denesl Board approval 26 May 2011

DLS Board approval of the transaction agreements | 29 May 2011
and signature of agreements

Investment by Pamodzi 30 May 2011

Financial and legal due diligence update, full By 30 June 2011

business plan and DLS Board approval

Regulatory approvals (PFMA / Competition July 2011 to September 2011
Commisgsion)

Exercise Call Option 1 October 2011

7. RECOMMENDATION
It is recommended that the Board approves:

+ The main terms and conditions of the revised LMT transaction including:
o Reduction of Denel's shareholding under the call option from 70% to 51%.
o Conversion of the R12,75m pre-payment made to LLMT by DLS to Preference
Shares.

6
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» The Board approves the exercise of the Call Option subject to DLS Board approval of
the transaction agreements, the outcome of the updated due diligence, the fuil
business plan and the PFMA application.

¢ Autharises the Denel GCEO to sign the transaction agreements

The Board is requested to note

* That an updated report will be provided at the 26 July 2011 Board meeting prior to the
submission of the PFMA application.

e That the transaction and exercise of the Call Option is subject to PFMA and
Competition Commission approval.

AS Burger
CHIEF EXECUTIVE OFFICER:
DENEL LAND SYSTEMS

J Morris F Mhlontlo acting on behalf of:
GROUP EXECUTIVE: STRATEGY MT Sadik
GROUP CHIEF EXECUTIVE OFFICER

Date:
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Annexure 1
LMT HOLDINGS (PTY) LTD PROFILE

LMT Holdings (Pty) Ltd offers products and services in the automotive, mechanical, electrical and
logistic engineering fields. It operates in both commercial and military fields and has local and
international clients. These services and products include the design and development (through
LMT Engineering), manufacturing (through LMT Products) and logistic support (through LMT
Logistics) of systems, subsystems and components. The company was registered in 1999.

LMT has allied with major European suppliers as their South African engineering partner for key
SA Army vehicle acquisition programmes and is regarded as a military vehicle designer, integrator
and supplier of intemational standing.

LMT is specifically known for the export of ballistic and mine protection packages, as well as the
sale of ballistic protected cabs to various international clients

The supply of equipment and services is supported by:

. An experienced workforce, consisting of professional mechanical, electrical and iogistic
engineers, technicians and skilled artisans:

= An extensive range of design, simulation and logistic engineering software, which is
used to shorten development processes by following virtual prototyping principles;

" An in-house test, validation and qualification capability, spanning durability testing,
landmine testing (including human response measurement) and vehicle performance
testing.

. A manufacture and integration facility which includes robotic welding and NC machining
capability.

LMT offers the following:

. State-of-the-art Military Vehicle integration technology i.e. design, development and

support for product and system solutions.

. Excellent relationships with international companies including Patria Vehicles and
Mercedes-Benz Daimler AG.

The above capabilities are complementary to those of DLS.

Skills Breakdown
¢ Engineers : 28
¢  Production technicians 158
*  Administrative personnel : 9
«  Total management : 8
Total workforce 103
FINANCIAL PERFORMANCE

LMT has experienced a chequered financial performance in the past few years due to significant
revenue growth in the years from 2007 to 2009 and a reduction of sales in 2009 and 2010. The
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poor performance is attributed to the excessive growth which eroded cash resources. There was
also poor management of working capital.

The LMT financial projections are as follows:

INCOME STATEMENT in

R'000

Actual | Actual | Actual Actual Actual | Forecast | Forecast | Forecast | Forecast

2007 2008 2009 2010 2011 2012 2013 2014 2015

Income 29.658 | 112.390 | 171.533 74.883 48.016 | 117.128 76.883 | 231.367 | 225.000
Cost of
Sales 16.168 | 52.676 | 109.300 47.238 29,957 82.000 56.125 | 175.148 | 170.500
Gross
Profit 13.490 | 59.714 | ©62.233 27.645 18.059 36.128 20.758 56.219 54,500
Gross
Profit % 455% | 53.1% | 38.3% 36.9% 37.6% 30.0% 27.0% 24.3% 24.2%
Operating
st 12147 | 27.604 | 46.486 30.943 36.538 27.145 17.434 26.871 27.767
nance
Cost 0.962 2.047 5.816 1.966 4377 0.600 0.490 1.145 -0.054
NFBT 0.381 | 30.063 6.951 -5.264 | -22.856 7.383 2.834 28.203 26.787
NPBT % 1.3% | 26.7% 4.1% -7.0% | -476% 6.3% 3.7% 12.2% 11.9%
Stock Adjustment 17.612 10.000
Tax -3.790 0.000 0.000 3.948 7.501
NPAT 0.381 | 30.063 | ~10.661 -15.264 | -19.066 7.383 2.834 24.255 10.286
NPAT % 13% | 26.7% -6.2% -20.4% | -39.7% 6.3% 3.7% 10.5% 8.6%

The financials for the 2010/11 financial year have not yet been audited as yet.
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03 December 2010

368 Selborne Avenue
CENTURION
PRETORIA

ATT: ADV C NAIDCO

Dear Christopher
ACQUISITION OF THE LMT GROUP: COMMENTS ON PROPOSED

SHAREHOLDERS AGREEMENT OF LMT HOLDINGS (PTY)LTD

1.
2.

6.2

The above and your email of 30 November 2010, refer.

DLS hoids an option from the existing shareholders of LMT Holdings (Pty)
Ltd ("LMT") to purchase a 70 % interest (shares and loan accounts) in LMT,
The option agreement was signed by DLS and the current shareholders of
LMT on 25 June 2010.

A shareholders agreement which is intended to regulate the relationship
between the shareholders of LMT once the option has been exercised and
LMT has been attached to as Annexure B to the option agreement (‘the
SHA"). The SHA has been signed on 25 June 2010 together with the
signing of the option agreement.

The exercise of the option is subject to the fulfiment of several suspensive
conditions, all of which have not yet been fulfilled. DLS has consequently not
yet exercised the option.

The legal representatives of LMT have now prepared a shareholders
agreement for signature by the current LMT shareholders (“the New SHA").
DLS is concerned that this New SHA may not be in line with the SHA, and
that signature thereof by the current LMT shareholders may influence its
(DLS’) rights in terms of the option agreement.

There are two possible scenarios which may arise:

DLS does not exercise the option, in which case the New SHA can be
signed by the current LMT shareholders. The provisions of the new
agreement will have no bearing on DLS: or

DLS exercises the option and becomes the holder of a majority interest
in LMT. In the event that the New SHA is signed by the current LMT
shareholders before the exercise of the option, DLS may either —
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-
6.2.1 subscribe to the new LMT shareholders agreement in its current
form; or
8.2.2 insist on the implementation of the SHA which was signed together

with the option agreement; or

6.2.3 require amendments to the New SHA agreement to ensure that
DLS will be sufficiently protected.

7. We have perused the copy of the proposed New SHA which was furmished
to us, and are of the view that it is not advisable for DLS to bind itself thereto
as contemplated in paragraph 6.2.1 above. We set out our reasons below.

8. First, the SHA annexed to the option agreement has already been signed by
the current LMT shareholders and by DLS. Clause 3.1.11 thereof states
that the effective date of the agreement is the “first day of the month
following the date on which all the conditions precedent referred to in the
option agresment have been fulfilled or waived, as the case may be”. The
SHA will therefore enter into operation automatically once the conditions
precedent in the option agreement have been fulfilled and DLS has
exercised the option.

9. If the current shareholders of LMT now sign a further agreement regulating
their relationship as shareholders, such agreement cannot replace the SHA
in the option agreement as DLS is not a party thereto. The New SHA will
therefore be only valid infer partes for the current LMT shareholders.

10. The further difficulty which arises is that there are conflicting provisions in
the SHA and the New SHA. The New SHA is also poorly drafted and
contains incorrect references, inconsistent use of defined terms and various
typing errors. We do not comment on the drafting errors herein, and only set
out the most important conflicting provisions in the 2 agreements;

101 Right of first refusal:

10.1.1 The SHA states that a shareholder, who wishes to dispose of his
interest (shares and loan accounts) to a bona fide 3™ party, must
first offer the interest to the other shareholders pro rafa to their
existing shareholding. The New SHA only provides that the shares
(not including lean accounts) must in such a case first be offered to
the other shareholders in no specific ratio.

10.1.2 The period allowed for the acceptance of the offer in the SHA is 30
days, whereas the New SHA allows 60 days.

10.1.3 The offer in terms of the SHA must be on the same terms and
conditions as the offer the disposing shareholder received from the
3" party. The New SHA provides that the shares shall be offered
for an amount “mutually agreed upon by the selling sharehoider
and the remaining shareholders, alternatively at a value
determined by the auditors of the company”.

10.1.4 The SHA provides that the selling shareholder may sell its interest
to a bona fide 3" party if the offer was not accepted by all the other
shareholders within 30 days after expiry of the offer. The New SHA
contains no such time limit, and the disposing shareholder
therefore has an indefinite time to sell his shares to a bona fide 3"

party.



W10-CPMM-151

-3-

10.1.5 The New SHA contains a clause which states that the
shareholders or the board of directors may refuse to register the
name of a 3" party as shareholder is such 3" party has “not been
approved” by the other shareholders and directors. No provision is
made for how such approval must be given and whether or not
there must be unanimous consent. It is further strange to require
that both the shareholders and the directors must give such
consent. The SHA does not have such a clause.

10.2 Take along and come along

10.2.1 In terms of the SHA, if a bona fide 3™ party buyer makes an offer
for at least 70% of the interest in the company, a shareholder who
does not wish to accept the offer (pro rata to his shareholding) may
compel the disposing shareholder to procure that the buyer also
purchases the interest of such remaining shareholder on the same
terms and conditions as those relating to the purchase of the
disposing shareholder’s interest.

10.2.2 The New SHA does not contain such a clause, but ohiy has a “tag
along” provision which becomes operative if a bona fide 3" party
offers to buy 30% of the shares. In this event, the same offer must
be made to the other shareholders pro rata to their shareholding.

10.3 Deemed offer

10.3.1 The SHA contains a deemed offer clause in terms of which the
interest of a shareholder who dies, is sequestrated or becomes
permanently disabled is deemed to be offered for sale to the
remaining shareholders.

10.3.2 The New SHA does not contain such a deemed offer in the event
of the permanent disability of a shareholder and also contains a
different process to be followed in the case of death or insolvency
than the SHA.

11. The above exampies are just three of the areas in which conflict with each
other. The question which arises in this regard is which shareholders
agreement will have preference over the other one. As pointed out above,
the current shareholders of LMT cannot revoke the provisions of the SHA by
entering into the New SHA, since DLS is not a party to the New SHA. The
LMT shareholders, however, will be bound to the provisions of both
agreements.

12. This has the implication that Nell, Hodgson and Gilliomee (the current LMT
shareholders) can choose to implement the provisions of the New SHA if
they for example want to dispose of their shares. This can be to the
detriment of DLS and Denel.

13. We are therefore of the view that DLS should not bind itself to the New SHA
in any form if it decides to exercise the option. In order to prevent
uncertainty of the status of the New SHA in the context of the provisions of
the option agreement, we suggest that an additional clause be inserted into
the New SHA in terms of which —

13.1 the arrangement between LMT and DLS relating to the option
agreement is recorded; and
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13.2 the parties agree that the New SHA will be replaced with the SHA when
DLS exercises the option.

14. Due to the fact that the new SHA is so different from the SHA, it will be a
lengthy exercise to amend it to such an extent that its contents will be
acceptable to DLS. We are therefore of the view that DLS should not
consider having the New SHA amended as contemplated in paragraph 6.2.3
above.

We trust you find the aforegoing to be of assistance. Please contact us should
you have any comments or queries regarding the advice set out herein.

Kind regards

Kot # Luize
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From: Denise Govender

Sent: Monday, 26 May 2014 09:12

To: Celia Malahlela

Subject: RE: REPORT TO DCO RE LMT

Attachments: REPORT RE LMT AND DLS updated 23052014. final.docx
Sensitivity: Confidential

HI

PLEASE CAN YOU INCORPORATE INTO THE ATTACHED DOC WITH AMOUNTS AND | WILL CHECK WITH PIET

THANKS A LOT

Warm regards

DENEL LAND SYSTEMS

DENISE GOVENDER
EXECUTIVE: LEGAL

DENEL SOC LTD t/a DENEL LAND SYSTEMS
INCORPORATING MECHEM
PO Box 7710, Pretoria, 0001, South Africa

Tel: 012 620 3300 Fax: 012 620 3560
Mobile: 082 8000 652
E-mail: deniseg@dlsys.co.za

www.denellandsystems.co.za

- COMMERCIAL IN CONFIDENCE -

From: Celia Malahlela

Sent: 24 May 2014 8:31 PM

To: Denise Govender

Subject: RE: REPORT TO DCO RE LMT
Sensitivity: Confidential

Dennis

The value is our budget just for the platform hull. All other machining and fabrication work not part of the platform are
not included in that figure. It will move up to 300 if we add the extra below. perhaps at the time of acquisition DLS
intended loading all of this in the platform contract. (this thinking will be in line with what Pieter states below.

Rear door




2 | Drivers hatch

3 | Rear hatch

4 | Engineroom
hatch

5 [ Commanders
hatch

6 | Drivers chair
| hope this helps.

Regards

From: Denise Govender

Sent: 24 May 2014 08:14 PM

To: Celia Malahlela

Subject: Fwd: REPORT TO DCO RE LMT
Sensitivity: Confidential

Hi Celia
Please see Piet's comments below for your action, thanks

Warm regards

DENISE GOVENDER
EXECUTIVE: LEGAL

DENEL SOC LTD t/a DENEL LAND SYSTEMS
INCORPORATING MECHEM
PO Box 7710, Pretoria, 0001, South Africa

Tel: 012 620 3300 Fax: 012 620 3560
Mobile: 082 8000 652
E-mail: deniseg@dlsys.co.za

www.denellandsystems.co.za

- COMMERCIAL IN CONFIDENCE -

Begin forwarded message:

From: Pieter Knoetze <pieterkn@dlsys.co.za>

Date: 24 May 2014 at 13:15:23 SAST

To: Denise Govender <deniseg@dI|sys.co.za>

Cc: Stephan Burger <StephanB@dlsys.co.za>, Reenen Teubes <reenent@dlsys.co.za>
Subject: Re: REPORT TO DCO RE LMT

Hi Celia

The value on the platform looks very low.
We continuously referred to a R300m minimum when we motivated to DCO.

2
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| also think that at the time of the aquistion we were thinking of doing much more work at LMT .

This has since then become lower as we became aware of other opportunities.

| think we should state in the document that currently it is a big commercial risk to add anymore orders
on LMT due to Quality issues, late delivery on Caspirs etc.

Their capacity is also a risk and they will not be able to do the job anymore after recent developments.
Regards

Sent from my iPad
Pieter Knoetze
Chief Financial Officer

DENEL Land System
A Division of DENEL SOC Ltd.
PO Box 7710, Pretoria, 0001, South Africa

Tel: +27 12 620 3010
Mobile: +27(0)82 883 5729
E-mail: Pieterkn@dlIsys.co.za

On 23 May 2014, at 10:26, "Denise Govender" <deniseg@dlsys.co.za> wrote:

Hi Piet

My email below refers.

| received an additional MOU from Celia and have updated the report.
Please comment on the attached.

Thanks,

Denise

From: Denise Govender

Sent: 23 May 2014 10:04 AM

To: Pieter Knoetze

Subject: RE: REPORT TO DCO RE LMT
Importance: High

Sensitivity: Confidential

Hi Piet

Hope that you are well on your way to recovery!

| have received updated info from Celia and attach the new report.

| have however not yet received yours and Stephan’s comments. Once | receive these, |
will finalise.

Take care

Warm regards

<image001.jpg>
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DENISE GOVENDER
EXECUTIVE: LEGAL

DENEL SOC LTD t/a DENEL LAND SYSTEMS
INCORPORATING MECHEM
PO Box 7710, Pretoria, 0001, South Africa

Tel: 012 620 3300 Fax: 012 620 3560
Mobile: 082 8000 652
E-mail: deniseg@dlsys.co.za

www.denellandsystems.co.za

- COMMERCIAL IN CONFIDENCE -

From: Denise Govender

Sent: 22 May 2014 4:17 PM

To: Stephan Burger

Cc: Pieter Knoetze; Reenen Teubes
Subject: REPORT TO DCO RE LMT
Importance: High

Sensitivity: Confidential

Dear Stephan

Piet informed us that DCO has requested information regarding DLS’s legal obligation to
LMT re the placement of orders regarding the turret and platform hulls on LMT.
Additionally, the value of the potential orders on LMT have been requested on the
turret and platform hulls.

With exception of Piet (due to his hospitalisation), input has been received. The
financial impact reflected on page 4 was information provided by Christo (with input
from Harrie and Barries). Celia will confirm the correctness and further distinguish
between orders already placed on LMT and possible orders that still need to be placed
with a suitable subcontractor.

In the interim and as discussed, please review and revert with comments.

Thanks.

Warm regards
DENISE GOVENDER
EXECUTIVE: LEGAL

From: Reenen Teubes

Sent: 22 May 2014 2:52 PM

To: Denise Govender

Cc: Pieter Knoetze; Celia Malahlela; Christo C. Oosthuizen; Andre A. Du Toit; Koketso
Kekana

Subject: Re: URGENT: PLEASE PROVIDE INPUT TO THE ATTACHED REPORT RE LMT
Sensitivity: Confidential

Hallo Denise



| agree on the contents of the paper, but Celia must please check the values of the
turret and vehicle hull opportunities. | think the turret value is too low

Regards
Reenen
Sent from Reenen's iPad

On 22 May 2014, at 13:24, "Denise Govender" <deniseg@dI|sys.co.za> wrote:

Dear Colleagues

As discussed, please find attached a draft report (4 pages) re info
sought from DCO.

Please can you review and provide input to me as soon as possible
today. Apologies for the short notice. The matter is being dealt with on
an urgent basis.

Thanks in advance for your co-operation.

Warm regards
<image001.jpg>

DENISE GOVENDER
EXECUTIVE: LEGAL

DENEL SOC LTD t/a DENEL LAND SYSTEMS
INCORPORATING MECHEM
PO Box 7710, Pretoria, 0001, South Africa

Tel: 012 620 3300 Fax: 012 620 3560
Mobile: 082 8000 652
E-mail: deniseg@dlsys.co.za

www.denellandsystems.co.za

- COMMERCIAL IN CONFIDENCE -

<REPORT RE LMT AND DLS.21052014.docx>
<REPORT RE LMT AND DLS updated 23052014. final.docx>
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o E N £ L OENEL LAND SYSTEMS
Address: PO Box 7710
Pretoria, 0001
South Africa
Date: 06 June 2014
Tel: +27 12 620 3179
Fax: +27 12 620 3388
Email: Hendrikv@dlsys.co.za
Ref: HY/RFQ/2011-002/1

The Manager

LMT Holdings SOC
PO Box 1578
Brooklyn Square
Pretoria

0020

Att: Stefan Nell

RE: UPDATE REQUEST OF PROPOSAL NUMBER Q/1/001056/2 HOEFYSTER
PLATFORM COMPONENTS

Denel Land Systems (DLS) hereby requests LMT HOLDINGS SOC to submit an urgent update of
your proposal number Q/1/001056/2 received on 09 February 2012 for the Hoefyster Platform

Components.

We do however require you to amend the quotation as follow when updating:

Armour Hull breakdown.
a.) Price for Armour Hull excluding mine protection.

b.) Price for mine protection only.
c.) Prices should exclude all Jigs and Fixtures — CFl which will be contracted separately.

Furthermore, please note that a technical representative of the successful bidder will be expected
visit Patria in Finland on week 29 of 2014. You are therefore urged to make all necessary
preparations (e.g. Visa applications etc.) should your company be successful.

Please see attached updated RFQ for new quantities and delivery schedule.
Trust in your understanding and prompt reply.
Regards

y

HenK van den Heever
Procurement officer
DENEL LAND SYSTEMS MECHEM

Denel SOC Ltd, Reg No 1992/001337/30, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax: +27 (0)12 671 2751

Directors: Mr N R Kunene (Chairman), Mr R Saloojee! (Group Chief Executive Officer), Adv G Badela, Dr G C Cruywagen,

Ms M J Jarse van Rensburg, Prof T Marwala, Ms Z B Mathenjwa, Mr Z Mhlontlo!, Mr N J Motseki, Mr M Msimang, Mr B F Ngwenya,
Prof 8§ M Nkomo, Adv M S Ntshikila, Ms B Paledi, Mr M V Ratshimbilani

'Executive Director

Group Company Secretary: Ms E M Africa
Incorporated
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DENEL LAND SYSTEMS
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Address: PO Box 7710
Pretoria, 0001

South Africa

Date: 06 June 2014
Tel: +27 12 620 3423

Fax: +27 12 620 3172
Email: riaanb@dlisys.co.za
Ref: HY/RF0O/2011-0002

LMT Engineering (Pty)Ltd
PO Box 1578

Brooklyn Square

Pretoria

0020

FOR ATT: Stefan Nell
Dear Stefan,

RE: REQUEST FOR OFFER FOR HOEFYSTER PLATFORM COMPONENTS

Backgound:

DLS has successfully negotiated the production part of the HOEFYSTER Contract with
Armscor. The total Contract scope is the delivery of 217 weapon systems, consisting of
Turrets and Vehicles.

Patria, a Finnish supplier, is the designer and manufacturer of the vehicles. Part of the
HOEFYSTER Contract is Transfer of Technology to South Africa to produce a total of
217 vehicles/components/sub-systems at local suppliers.

Various suppliers will be approached to submit their Offers on specific
components/subsystems. It is the aim of DLS to buy on the highest possible purchasing

level from a supplier.
The following process will be followed:

a) Suppliers to submit their Offers to DLS.

b) DLS to evaluate Offers and visit potential suppliers.

c) DLS to audit the selected supplier's process/capability/facilities before Contract
placement. (ISO 9001:2008 will be used as a guideline to evaluate business
processes.)

d) Contract/Order on supplier.

Denel SOC Ltd, Reg No 1992/001337/07, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax: +27 (0)12 671 2751

Directors: N R Kunene (Chairman), M T Sadik' (Group Chief Executive Officer), G Badela, Dr G C Cruywagen, Ms M J Janse van Rensburg;
Prof T Marwala; Ms Z Mathenjwa, F Mhlontlo’, N J Motscki, M Msimang, B F Ngwenya, Prof $ M Nkomo, Adv M Nishikila, Ms B Paledi,
M Ratshimbiiani, Ms S Sebotsa

'"Executive Director \
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D E N E L DENEL LAND SYSTEMS

e) The supplier to build a Pre Production Model/s, while DLS monitor the
manufacturing process. (QA requirements: 100% inspection, Build History books,
see document in Annexure D).

f) A Production Readiness Review to be held before series production starts.

1. You are hereby requested to submit an Offer for the supply of Hoefyster Platform
Components, in accordance with the required drawings/specifications.

2. All relevant information shall be treated as confidential.

a.) Data pack may only be used for quotation purposes.

b.) No copies of the data pack can be made and where possible to only use
in access controlled area.

c.) All issued data packs will be returned to DLS when submitting your
proposal.

s A back to back Contract will be signed with all successful suppliers.
The following Terms and Conditions will also apply:

Warranty — 30 months from delivery date to DLS.
Delivery address — 368 Selbourne Avenue, Lyttelton, Pretoria
The price quoted for the work shall be a firm price with escalation
according to indices stated in Annexure B, including transport, packaging
and preservation cost. Denel Land Systems do not accept ROE
fluctuation. The supplier must arrange forward cover if necessary.

e Base date of prices — 30 June 2014

* The quoted price shall be exclusive of VAT, which shall be payable by
Denel Land Systems in accordance with legislation at the time of invoicing.

» No milestone payments, interest free loans or advance payments shall be
made. Payments as per Order line value.

e Payments shall be made 60 (Sixty) days after receipt of a supplier invoice.

4, The following documents are attached and form part of this Request for Offer.
Annexure A — List of parts/assemblies — as per request for update letter
Annexure B — Escalation formula — as previously supplied
Annexure C — Delivery schedule - NEW SCHEDULE ATTACHED
Annexure D ~ Quality Industrialization guideline — as previously supplied

& Denel Land Systems retains the right to accept or reject your Offer in full or part
thereof.

Denel SOC Ltd, Reg No 1992/001337/07. Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax: +27 (0)12 671 2751

Dircctors: N R Kunene (Chairman), M T Sadik' (Group Chief Executive Officer), G Badela, Dr G C Cruywagen, Ms M J Janse van Rensburg;
Prof T Marwala; Ms Z Mathenjwa, F Mhlontlo!, N J Motseki, M Msimang. B F Ngwenya, Prof S M Nkomo, Adv M Nitshikila, Ms B Paledi,
M Ratshimbilani, Ms S Sebotsa

'Executive Director



6. Your quotation is to be valid for 120 days.
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DENEL LAND SYSTEMS

7. Your Offer in response to this RFO must be send to the undersigned at:

E-mail:
Fax nr:

quotes@dIsys.co.za or

012-620 3007

The Offer must be submitted on or before 12h00 on 25" June 2014.

Best regards

Henk van den Heever

PROCUREMENT OFFICER

DLS MECHEM

Denel SOC Ltd, Reg No 1992/001337/07, Nellmapius Drive, Irene
P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax; +27 (0)12 671 2751

Directors: N R Kunene (Chairman), M T Sadik' (Group Chief Executive Officer), G Badela, Dr G C Cruywagen, Ms M J Janse van Rensburg;
Prof T Marwala; Ms Z Mathenjwa, F Mhlontlo', N J Motseki, M Msimang, B F Ngwenya, Prof S M Nkomo, Adv M Ntshikila, Ms B Paledi,

M Ratshimbilani, Ms S Sebotsa

!Executive Director
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D E N E L DENEL LAND SYSTEMS
Address: PO Box 7710
Pretoria, 0001
South Africa
Date: 06 June 2014
Tel: +27 12 620 3179
Fax: +27 12 620 3388
Email: hendrikv@dlsys.co.za
Ref: HY/RFO/2011-0002/1

The Marketing Manager

DCD Protected Mobility

A division of DCD-Dorbyl (Pty) Ltd
PO Box 229

Boksburg

1460

Att: Ulrich Fischer

RE: UPDATE REQUEST OF YOUR PROPOSAL NUMBER D0263/1/CGljad FOR DLS
HOEFYSTER PLATFORM HULL

Denel Land Systems (DLS) hereby requests DCD PROTECTED MOBILITY to submit an urgent
update of your proposal number D0263/1/CG/jad dated 26 March 2012 for the Hoefyster Platform

Huill.

We do however require you to amend the quotation as follow when updating:

Armour Hull breakdown.
a.) Price for Armour Hull excluding mine protection.

b.} Price for mine protection only.
c.) Prices should exclude all Jigs and Fixtures — CFl which will be contracted separately.

Furthermore, please note that a technical representative of the successful bidder will be expected
visit Patria in Finland on week 29 of 2014. You are therefore urged to make all necessary
preparations (e.g. Visa applications etc.) should your company be successful.

Please see attached updated RFQ for new quantities and delivery schedule.
Trust in your understanding and prompt reply.

Regards

y

Herik-vdn den Heever
Procurement officer
DENEL LAND SYSTEMS MECHEM

Denel SOC Ltd, Reg No 1992/001337/30, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax: +27 (0)12 671 2751

Directors: Mr N R Kunene (Chairman), Mr R Saloojee' (Group Chief Executive Officer), Adv G Badela, Dr G C Cruywagen,

Ms M J Janse van Rensburg, Prof T Marwala, Ms Z B Mathenjwa, Mr Z Mhlontlo!, Mr N J Motseki, Mr M Msimang, Mr B F Ngwenya,
Prof § M Nkomo, Adv M § Nishikila, Ms B Paledi, Mr M V Ratshimbilani

"Exccutive Director
Group Company Secretary: Ms E M Africa

Incorperated
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D E N E L. DENEL LAND SYSTEMS
Address: PO Box 7710

Pretoria, 0001

South Africa

Date: 06 June 2014

Tel: +27 12 620 3179

Fax: +27 12 620 3388

Email: hendrikv@dlsys.co.za

Ref: HY/RFO/2011-0002/1

The Marketing Manager

DCD Protected Mobility

A division of DCD-Dorbyl (Pty)Ltd
PO Box 229

Boksburg

1460

FOR ATT: Ulrich Fischer
Dear Ulrich,

RE: REQUEST FOR OFFER FOR HOEFYSTER PLATFORM COMPONENTS

Backgound:

DLS has successfully negotiated the production part of the HOEFYSTER Contract with
Armscor. The total Contract scope is the delivery of 217 weapon systems, consisting of

Turrets and Vehicles.

Patria, a Finnish supplier, is the designer and manufacturer of the vehicles. Part of the
HOEFYSTER Contract is Transfer of Technology to South Africa to produce a total of
217 vehicles/components/sub-systems at local suppliers.

Various suppliers will be approached to submit their Offers on specific components /
subsystems. It is the aim of DLS to buy on the highest possible purchasing ievel from a

supplier.
The following process will be followed:

a) Suppliers to submit their Offers to DLS.

b) DLS to evaluate Offers and visit potential suppliers.

c) DLS to audit the selected supplier's process/capability/facilities before Contract
placement. (ISO 9001:2008 will be used as a guideline to evaluate business

processes.)
d) Contract/Order on supplier.

Denel SOC Ltd, Reg No 1992/0(1337/07, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax: +27 (0)12 671 2751

Directors: N R Kunene (Chairman), M T Sadik' (Group Chiet Executive Officer), G Badela, Dr G C Cruywagen, Ms M J Janse van Rensburg;
Prof T Marwala; Ms Z Mathenjwa, F Mhlontlo', N J Motseki, M Msimang, B F Ngwenya, Prof § M Nkomo, Adv M Ntshikila, Ms B Paledi,

M Ratshimbilani, Ms S Sebotsa

'Executive Director
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E N E L DENEL LAND SYSTEMS

e) The supplier to build a Pre Production Model/s, while DLS monitor the

f)

manufacturing process. (QA requirements: 100% inspection, Build History books,

see document in Annexure D).
A Production Readiness Review to be held before series production starts.

You are hereby requested to submit an Offer for the supply of Hoefyster Platform
Components, in accordance with the required drawings/specifications.

All relevant information shall be treated as confidential.

a.) Data pack may only be used for quotation purposes.

b.) No copies of the data pack can be made and where possible to only use
in access controlled area.

c.) All issued data packs will be returned to DLS when submitting your

proposal.

A back to back Contract will be signed with all successful suppliers.
The following Terms and Conditions will also apply:

Warranty — 30 months from delivery date to DLS.

e Delivery address — 368 Selbourne Avenue, Lyttelton, Pretoria

» The price quoted for the work shall be a firm price with escalation
according to indices stated in Annexure B, including transport, packaging
and preservation cost. Denel Land Systems do not accept ROE
fluctuation. The supplier must arrange forward cover if necessary.

o Base date of prices — 30 June 2014

» The quoted price shall be exclusive of VAT, which shall be payable by
Denel Land Systems in accordance with legislation at the time of invoicing.

¢ No milestone payments, interest free loans or advance payments shall be
made. Payments as per Order line value.

» Payments shall be made 60 (Sixty) days after receipt of a supplier invoice.

The following documents are attached and form part of this Request for Offer.
Annexure A — List of parts/assemblies - as per request for update letter
Annexure B — Escalation formula — as previously supplied

Annexure C - Delivery schedule —- NEW SCHEDULE ATTACHED

Annexure D — Quality Industrialization guideline — as previously supplied

Denel Land Systems retains the right to accept or reject your Offer in full or part
thereof.

Denel SOC Ltd, Reg No 1992/001337/07, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0312 671 2700, Fax: +27 (0)12 671 2751

Directors: N R Kunene (Chairman), M T Sadik' (Group Chief Executive Officer), G Badela, Dr G C Cruywagen, Ms M J Janse van Rensburg;
Prof T Marwala; Ms Z Mathenjwa, F Mhlontio', N J Motseki, M Msimang, B F Ngwenya, Prof S M Nkomo, Adv M Nitshikilz, Ms B Paledi,

M Ratshimbilani, Ms S Sebotsa

'Executive Director



6. Your quotation is to be valid for 120 days.
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DENEL LAND SYSTEMS

7. Your Offer in response to this RFO must be send to the undersigned at:

E-mail:
Fax nr:

uotes@dlsys.co.za or
012-620 3007

The Offer must be submitted on or before 12h00 on 25" June 2014.

Best regards

Henk-van den Heever
PROCUREMENT OFFICER

DLS MECHEM

Denel SOC Ltd, Reg No 1992/001337/07, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax: +27 (0)12 671 2751
Directors: N R Kunene (Chairman), M T Sadik! (Group Chief Executive Officer), G Badela, Dr G C Cruywagen, Ms M J Janse van Rensburg;
Prof T Marwala; Ms Z Mathenjwa, F Mhlontlo!, N J Motseki, M Msimang, B F Ngwenya, Prof § M Nkomo, Adv M Nishikila, Ms B Paledi,

M Ratshimbilani, Ms S Sehotsa

'Executive Director
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D E N E LU DENEL LAND SYSTEMS
Address: PQ Box 7710
Pretoria, 0001
South Africa
Date: 06 June 2014
Tel: +27 12 620 3179
Fax: +27 12 620 3388
Email: hendrikv@dlsys.co.za
Ref: HY/RFO0/2011-0002/1

The Manager

VR Laser Services (Pty) Ltd
PO Box 229

Boksburg

1460

Att: lan Mc Neil

RE: UPDATE REQUEST OF YOUR PROPOSAL FOR DLS HOEFYSTER PLATFORM
COMPONENTS

Denel Land Systems (DLS) hereby requests VR Laser Services to submit an urgent update of your
proposal dated 12 April 2012 for the Hoefyster Platform Components.

We do however require you to amend the quotation as follow when updating:

Armour Hull breakdown.

a.) Price for Armour Hull excluding mine protection.

b.) Price for mine protection only.

c.) Prices should exclude all Jigs and Fixtures — CFI which will be contracted separately.
Furthermore, please note that a technical representative of the successful bidder will be expected
visit Patria in Finland on week 29 of 2014. You are therefore urged to make all necessary
preparations (e.g. Visa applications etc.) should your company be successful.

Please see attached updated RFQ for new quantities and delivery schedule.
Trust in your understanding and prompt reply.

Regards

e

Henkvan den Heever
Procurement officer
DENEL LAND SYSTEMS MECHEM

Denel SOC Ltd, Reg No 1992/001337/30, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax: +27 (0)12 671 2751

Directors: Mr N R Kunene (Chairman), Mr R Saloojee’ (Group Chief Executive Officer), Adv G Badela, Dr G C Cruywagen,

Ms M J Janse van Rensburg, Prof T Marwala, Ms Z B Mathenjwa, Mr Z Mhilontlo', Mr N J Molscki, Mr M Msimang, Mr B F Ngwenya,
Prof S M Nkomo, Adv M S Nitshikila, Ms B Paledi, Mr M V Ratshimbilani

'Executive Director

Group Company Sccretary: Ms E M Africa
Incorporated
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D E N E L DENEL LAND SYSTEMS
O Y

Address: PO Box 7710

Pretoria, 0001

South Africa

Date: 06 June 2014

Tel: +27 12 620 3179

Fax: +27 12 620 3388

Email: hendrikv@dlsys.co.za

Ref: HY/RFO/2011-0002/1

The Manager

VR Laser Services (Pty) Ltd
PO Box 229

Boksburg

1460

FOR ATT: lan Mc Neil
Dear lan,

RE: REQUEST FOR OFFER FOR HOEFYSTER PLATFORM COMPONENTS

Backgound:

DLS has successfully negotiated the production part of the HOEFYSTER Contract with
Armscor. The total Contract scope is the delivery of 217 weapon systems, consisting of
Turrets and Vehicles.

Patria, a Finnish supplier, is the designer and manufacturer of the vehicles. Part of the
HOEFYSTER Contract is Transfer of Technology to South Africa to produce a total of
217 vehicles/components/sub-systems at local suppliers.

Various suppliers will be approached to submit their Offers on specific
components/subsystems. It is the aim of DLS to buy on the highest possible purchasing

level from a supplier.
The following process will be followed:

a) Suppliers to submit their Offers to DLS.

b) DLS to evaluate Offers and visit potential suppliers.

c) DLS to audit the selected supplier’'s process/capability/facilities before Contract
placement. (ISO 9001:2008 will be used as a guideline to evaluate business
processes.)

d) Contract/Order on supplier.

Denel SOC Ltd, Reg No 1992/001337/07, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: +27 (0)12 671 2700, Fax: +27 (0)12 671 2751

Directors: N R Kunene (Chairman), M T Sadik' {Group Chief Executive Officer), G Badela, Dr G C Cruywagen, Ms M J Janse van Rensburg;
Prof T Marwala; Ms Z Mathenjwa, F Mhlontlo', N J Motseki, M Msimang, B F Ngwenya, Prof S M Nkomo, Adv M Ntshikila, Ms B Paledi,
M Ratshimbilani, Ms S Sebotsa

'Executive Director
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6. Your quotation is to be valid for 120 days.

7. Your Offer in response to this RFO must be send to the undersigned at:
E-mail: uotes@dlsys.co.za or
Fax nr: 012-620 3007

The Offer must be submitted on or before 12h00 on 25" June 2014.

Best regards

A

Henk van den Heever
PROCUREMENT OFFICER
DLS MECHEM

Dencl SOC Ltd, Reg No 1992/001337/07, Nellmapius Drive, Irene

P O Box 8322, Centurion, 0046, South Africa. Tel: 127 (0)12 671 2700, Fax: +27 (0)12 671 2751

Directors: N R Kunene (Chairman), M T Sadik' (Group Chief Exccutive Officer), G Badcla, Dr G C Cruywagen, Ms M J Janse van Rensburg;
Prof T Marwala; Ms Z Mathenjwa, F Mhiontlo’, N J Motseki, M Msimang, B F Ngwenya, Prof S M Nkomo, Adv M Nitshikila, Ms B Paledi,
M Ratshimbilam, Ms S Sebotsa

'Executive Director
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Project HOEFYSTER - Delivery Schedule

127342014

Schedule for the Pre-Production Model Components/subsystems
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LMT Products (Pty) Ltd

Lompany leg. No, 2002/014176/07
A Subsidiary of LMT Holdings SOC Ltd (RF)

I ————

PROPOSAL: REQUEST FOR OFFER FOR HOEFYSTER PLATFORM

COMPONENTS
PROPOSAL NUMBER: Q/2/001056/2
ISSUE: 2
DATE: 23 June 2014
CLIENT: Denel Land Systems
CONTRACTOR: LMT Products (Pty) Ltd
CONTACT PERSON: Dr S Nell
VALIDITY: 120 days
Signed on behalf of LMT Products (Pty) Ltd (pending LMT Board approval)
\,\
<oy I y
v/ i\ \\\
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\'. 3{,;7 I/;l
\ .
Dr S Nell CEO BEOCTIVED

DLS SUPPLY CHAIN
o &l
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i
g
201 -06- 23 i
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PROPOSAL: REQUEST FOR OFFER FOR HOEFYSTER PLATFORM COMPONENTS

1. Background and scope

This proposal entails an amended price for Item 22: Armour Hull originally proposed in
applicable document 2.1 as per request from Denel Land Systems in applicable documents 2.2

and 2.3,
2. Applicable documents

2.1 Proposal: Request for Offer for HOEFYSTER Platform Components, LMT
Products Proposal Number Q/1/001056/2, Issue 2, 9 February 2012.

2.2 Update Request of Proposal Number Qllw%/z HOEFYSTER Platform

Components, “lﬁ\;AK &,F? c,k B@; 27 %ay 2014
es

2.3 Update Req Proposal umber /1/001056/2 HOEFYSTER Platform
Components, Ref HY/RFO/2011-002/1, 6 June 2014.

2.4 Armour Hull, Patria drawing number P709055-01, 21 June 2007.

3. LMT Company background
3.1 LMT (www.lmt.co.za} 1s an engineering and manufacturing company specialising in the
design, manufacture and support of armoured vehicles. More than a 1000 vehicles are
operating all over the world, either supplied by LMT as complete systems, or fitted with
add-on subsystems provided and supported by LMT.

3.2 The company is owned by Denel (51%, www.denel.co.za) and Pamodzi (29%,
www.pamodzi.co.za), a 100% Black owned South African company. Denel is the largest
manufacturer of defence equipment in South Africa.

3.3 LMT is [SO9001:2008 certified (certificate is attached as Appendix A).

3.4 LMT has manufactured the hull and mine protection kit numerous times for Patria since
2005 and was also responsible for the design and qualification of the landmine kit.

4. Deliverables
4.1  Supply of 217 armoured hulls as per applicable document 2.4

5. Schedule
5.1 Asper Anncxure C, applicable document 2.2
6. Price

6.1 The unit price for 217 hulls (mine floor included) as per applicable document 2.4 is

R736,534.00 (VAT excluded). \Q—L—é/ A Ky e ce . iTAace §=
recd cised

) NL/LBL Doe) WS e
6.2 Itis not possuble to quote for the mine protection separately as it is alﬂntegral Q ofthe et e
hull structure.

6.3 The base date is 30 June 2014 and escalation will be in accordance with the indices stated
in Appendix B, applicable document 2.2
oh R APPSISLP. shplicable docume
7. Terms and condition

) T

7.1  Asper paragraph 3 of applicable document 2.2
8. Client Furnished ltems (CFls)
8.1  Alljigs and fixtures as per applicable document 2.3 i

Commercial in Confidence
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9. Warranty
9.1 LMT warrants that the items/equipment/services supplied under this Contract by LMT shall
. y
¥ o/b be free from defect of design, size, dimensions, material and workmanship for a period of
Vs 30 months from the date certification of completion of work by the client and further

warrants that any item/items/equipment or part/parts found defective through faulty design,
workmanship, manufacture size, dimensions and material will be replaced or repaired free

%
K}XAH)UL?‘V of cost. U"’g“r\
@ }L}J e J/ 59.2 L?AT shall not be liable for claims under the warranty in the event of any one or more of the

f f J‘." % following:
W EQ 1. The item has not been stored, handled and/or maintained and serviced as per normal
depot storage, handling and operating conditions (to be provided during training).

i,  The item has been altered or modified or repaired in any way except with written
authorisation and in exact accordance with the written instructions of LMT.

ni.  The item has been subjected to misuse by the client or to conditions for which it was
not designed.

iv.  The items are damaged at any time due to operator error or as a result of weapons
used against it.

10. Shipping
10.1 Deliver at 368 Selbourne Avenue, Lyttleton, Pretoria

ook o dede e dovkede sk ek e ek e v ok e

/HOJ TSing) ﬂOt’é\ to Ao (elmbi=
. Pmdutohbv Al L . A
o S S) ?rﬁ:ﬂ'a(ﬂ
Pabae

((S&*LLJ\

7

N\M(',(i A

\C\)D@/( P —
\~ (X\)‘A‘“\k%xb&*\"“ frree —
f}/kdv\w-\ Price e

U SR
1 Peinded [ T |
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ISO 9001:2008

DEKRA Certification GmbH hereby ceriifies thal the company

LMT HOLDINGS (PTY) LTD

Scope of certification:
Design, Development. Simutation. Manufacturirg. logusucs Engmeenr'g Teslmg Servwes-
Supply and Support of Specialisea Producis. A

Certified focation.
Worxshop site, 286 Maggs Streel. Waltipo, 0184 Pretona. Gauteng

fias established and "hairtains a qualfily managewent system according o the abave mentiored
standard. The confarmity was adduced with audit report no. CA-12-142RA

This cerfificate is valid from 2012 11-151t0 2015-11-14 Certificate registration no - 310031 126/3

- { pAkks
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e 10 Haggie Road, Dunswart Ext5, Gauteng, South Africa

laser

| sewicesI

www.vrlaser.co.za

e  P.0O.Box 5362, Boksburg 1461, South Africa

e Accounts Tel +27 11 306 8000 CQ*/P\\ ;

. ' |
e Accounts Fax + 27 11 306-8018 E L C e/

Registration No. — 2007/031329/07 b:} \é\CAOC/ ;

VAT No. - 4690244837

VR LASER SERVICES (Pty) Ltd

The Chief Procurement Officer
Denel Land Systems 24 June 2014

Pretoria
0001
South Africa

For the Attention of: Ms Celia Malahlela

Re: Updated quotation for the fabrication of the Hoefyster Platform Components

Further to the DLS RFO received from Denel Land Systems ,our discussions
and the various e- mail correspondences and telephonic discussions, that
followed, enclosed for your perusal, please do find the updated quotation for the
Hoefyster Platform according to the data pack supplied.

A. Quotation

The quotation costing structure 1s based on producing 217 complete pre final
painted hulls in South Africa at the delivery address of 368 Selboumne avenue,
Lyttelton ,Pretoria. This quotation is based on the limited information supplied T EOBIVED
by DLS .Pricing excludes Vaiue Added Tax. Sl

204 -06- 25
DLE SUPPLY CHAIN
1. Quotation for the fabrication of Hoefyster Platform Components only L... ...
R568 986.96

=

2. Quotation for Armour Hull including mine protection

[ 1.Unit price on the Industrialisation of Hulls PPM 1-& R1 326 786
2.Learning curve Production units 4-20 R1 232 328
' 3.Series Production units based on the DLS schedule R1 204 986

Directors: MJ Jiyane; EN liyane; A McNell (British); SA Essa
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» P.O. Box 5362, Boksburg 1461, South Africa

Accounts Tel + 27 11 306 8000

=  Accounts Fax + 27 11 306-8018

Registration No. — 2007/031329/07

VR LASER SERVICES (Pty) Ltd
VAT No. - 4690244837

3. Quotation for Armour Hull excluding mine protection

1.Unit price on the Industrialisation of Hulis PPM 1-5 R1 230 245
2.Learning curve Production units 4-20 R1 135 787
3.Series Production units based on the DLS schedule R1 108 445

4. Quotation for the mine protection only R105 316.80

Background information

B. Hoefyster quotation updated information

1. Industrialisation effort

It is assumed that Patria will provide DLS with a fully industrialised data
pack and that the Industrialisation effort wiil only be for the Localisation
of the manufacturing of the Hulls only.

1.1 Compile process instructions for manufacturing of sub parts and assembly and
welding of the Hulls according to the Patria supplied documents

1.2 Compile total Quality requirements for the manufacturing of the hull according to
the Patria data pack

1.3 Caodification and qualification of Welders and Boilermakers according to the
Patria requirements

1.4 Assumption, build jigs and fixtures according to the supplied Patria data pack
1.5 Design material handling equipment for sub parts and fabricated hulls

1.6 Compile pre final paint and shot blast procedures, localisation effort

1.7 Design and manufacture of inspection testing jigs

2. Industrialisation PPM 1-5 units

Assumption the detailed manufacturing and process documentation will be
provided by Patria
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2.1 Compile Quality in process documentation according to the DLS/Patria
supplied instructions

2.2 Cadification and testing of welders and boilermakers

2.3 Buy or manufacture Material Handling equipment

2.4 Material handling equipment design of identified requirements not
supported by Patria

2.5 Sub parts( industrialisation to fuil data pack requirements)

2.6 Hull manufacturing PPM1-5 (industrialisation to full data pack
requirements)

2.7 Transport of hulls to shot biast and painting

2.8 Hull preparation for shot blast and painting

2.9 Compile and review Build book requirements

2.10 Compile and review Final buy off requirements and documentation.
2.11 Transport of Hulls to DLS

3. Series Production learning curve 4-20 units
3.1 Manufacture Sub parts and assemblies
3.2 Hull fabrication and welding
3.3 Transport of hulls to shot blast and painting
3.4 Hull preparation for shot blast and painting
3.5 Complete Build book as per the requirements
3.6 Final Customer buy off
3.7 Transport of hulls to DLS

4. Series Production leaming units 20 and onwards

4.1 Manufacture of Sub parts

4.2 Assembly and Hull fabrication

4.3 Transport of hulls to shot blast and painting
4.4 Hull preparation for shot blast and painting
4.5 Shot blast

4.6 Final and inspection Painting

4.7 Compile the final Build book

4.8 Final buy off

4.9 Transport of hulls to DLS
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Issues to consider

1. Maturity of the Data pack-an issue but not a significant risk, will be fuily of the
data pack covered during industrialisation. Patria/DLS will be fully accountable for

the accuracy.

C. The offer will include the following effort

1. Industrialisation of production will be on the first 5 units and ail quality
requirements needs to be established during this phase according to the
Patria/DLS supplfied documentation.

2. DLS will assist VRLaser to update the CAD data pack to the as build status
during the industrialisation phase if and when deemed necessary by both
parties.

3. VR laser will be responsible for the quality. Quality requirements will be agreed
between both parties, a quality document control will be issued. The quality controller
of VR laser will make sure that all quality requirements are met. VR laser will issue a

certificate of conformance for each huli.

4. Jigs and fixtures that will not be supplied by Patria will be designed by VRLaser during
the Industrialisation phase. These Jigs and Fixtures are considered to be suitable of

producing the 217 hulls in SA.
5 Process instructions, routings, inspections sheets and welding instructions wili be

compiled during the Industrialisation phase and will be reviewed during this phase.
Sign of on all QAR and process documentation will be during the Production reediness

review phase.
6. Please note that Industrialisation is paramount for the successful series

production of the hulls in South Africa.

Quotation includes

1. Unit Price of 5 industrialisation hulls.
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2. Unit Price of Production Hulls at a rate required by Denel Land Systems, or as
contracted.

3. Design and Manufacturing of Jigs and fixtures that will not be supplied by
Patria/DLS.

4. The Industrialisation of jigs and fixtures.
5. Shot blast and painting of Hulls to the stage of pre final paint.

6. Price ex works- rand based figure. Escalation will be applied as to the escalation formula
provided in per Annexure B, supplied with the RFO.

The effective base date of the escalation will be 24 June 2014.

D. Payment terms and conditions
As listed per clause 3 of the RFO.

SOW Industrialisation of the first & Hulls in SA at VRLaser

Fabricati | Weldi |
1. Receive the as contracted CAD model and Bill of Material from DLS.
2. Nest the parts for laser cutting, develop bending files etc.

3. Determine the plate sizes required for optimisation of material usage, discuss with
steel mills to ensure availability

4. Design manufacturing processes and work methods, jigs and fixtures and process
equipment required.

5. Manufacture jigs and tooling required per work station identified that will not be
supplied by Patria/DLS.

6. Pre- assemble sub parts with the Jigs, compile short works instructions, welding
instructions and quality documents.

7. Design review processes and jigs, work methods, quality requirements and work flow to
ensure optimum results.

8. Assemble and weld first hull in Main Assembly jig, compile short work instructions,
quality requirements, and welding instructions.
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9. Design review process, jigs and fixtures and all documents required for the Main

Assembly and welding.

10. Use the updated data pack to produce huil 2 to 5.

11. Conduct Final design reviews and Production Readiness reviews on all the data to
ensure that the Series production will take place without any modifications required.

Shot Blasti { painting of Hull

1. Receive paint specifications, surface preparation and Quality requirements from

Patria/DLS.

2. Industrialise the paint process, compile process documents and final buy off

criteria.

3. Paint huil 1-5

4. Review the processes and documents after Industrialisation, and update for the

series production of hulls.

4. Contracting Conditions

Contracting conditions needs to be finalised before execution of the order to protect both
parties and to ensure an amicable way of doing business.

1. Responsibility of design and Quality requirements remains that of Patria/DLS.

2. Any modifications to the design, Quality requirements, SOW, jigs and fixtures after the
Industrialisation of Hull1-5 will be for the account of DLS

3. Designated lines of Responsibility needs to be established and appointed to act on
behalf of DLS and VRLaser as to prevent miss communication and facilitate the effective

running of the Program.

4. Documentation required needs to be identified and agreed to such as, Progress
reports, as build data pack requirements, Certificate of Conformance, release certificates

for payments.

6. A conflict resolution mechanism needs to be agreed to upfront to ensure the smooth

running of the Program.
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7. Logistics support requirements need to be identified in line with the Patria/DLS
requirements as to enable VRLaser to provide the documentation and spares if and
when required.

4. Warranty

VRLaser will warranty the workmanship for a period of 30 months after shipment of
the Hulls ex Boksburg. Patria/DLS will remain responsible for the design and
design related issues pertaining to the warranty.

H. Delivery Schedule

Production schedule

As per the issued Denel Land Systems letter with reference number HY/RFQ/2011-
0002/1 dated 06 June 2014

Shipping schedule
A detailed shipping schedule will be provided before signature of the contract.
I. Other issues

The delivery schedule of the hulls wili be determined by the availability of
materiais to produce the hulls from. The scheduled will be committed to
once a firm delivery schedule will be received from the Plate mill.

Standard VRLaser terms and conditions do apply.

The steel specifications will be as per the Steel producer as per the
EURONORM standards.

Unless otherwise specified in the material standard or otherwise agreed,
plate is delivered with surface condition in accordance with EN 10 163-2,
Class A, Sub-class 1, with flatness tolerance to EN 10 029, Class N, with
length and width tolerances to EN 10 029, and with thickness tolerances to
AccuRoiiTech™ that conforms to the provisions of EN 10 029.

Should the need arise to refine the quotation please call Pieter Grundiingh at
your convenience.
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Trust that this quotation will meet and satisfy your requirement.

Best regards,

gser Services

Chief Operating Officer
E-mail:Benny@vrlaser.co.za
Bus :+27 11 306 8000
Mobile: +27 82 651 7536
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GE]PMTEI:TEI] MOBILITY

AL DO HD Fhltd
22 Monteer Rd

Qur Reference D0263/3/CG/In Isando, 1601
South Africa
25 June 2014
PO Box 895
Denel Land Systems Isando, 1600
PQ Box 7710 South Africa
Pretoria
0001 T +27 11 281 7300
F+27 11 2817301
ATTENTION: MR HENK VAN DEN HEEVER www_ded.co 7
Dear Sir

OFFER: HULLS FOR DLS HOEFYSTER (BADGER) HULLS

Your request for an offer, dated 06 June 2014, for the manufacture and supply of 12 (twelve) off Pre-
Production Platform Hulls (excluding the Mine Protection Floor Section), 205 (two hundred and five) off
Production Platform Hulls (excluding the Mine Protection Floor Section), 12 (twelve) off Pre-Production
Mine Protection Floor Sections and 205 (two hundred and five) off Production Mine Protection Floor
Sections, DCD Protected Mobility (a Division of DCD-GROUP (Pty) Ltd) has pleasure in submitting the

following offer for your consideration:

1. Scope of Supply
1.1 DCD Protected Mobility will manufacture and supply the Hoefyster Platform Hull (item no.

709055) in accordance with the Bill of Materials and Drawing Pack received from Denel Land
Systems dated February 2012.

1.2  The execution of this project has been divided into an Establishment Phase and a Series
Production Phase.

1.3  During the Establishment Phase, the Platform Hull Manufacturing capability will be created at
DCD Protected Mobility’s existing facilities at 22 Monteer Road, isando. This capability will be
established in accordance with the DLS Industrialisation Requirements, (DLS document no.
850/01251/0200/V/06). The proposed Industrialisation Plan is described in Annexure ‘A’ of this

Offer.

1.4  Series production of the Hoefyster Platform Hull will be performed in accordance with the
proposed Manufacturing Process Flow diagram depicted in Annexure ‘B’. The proposed
Manufacturing Process Flow will be verified and confirmed or amended during the visit to Patria

in Finland in week 29

1.5  Raw materials and parts will be sourced from existing suppliers of DCD Protected Mobility in
accordance with the specifications and requirements indicated on the associated drawings and
specification documents received in the Hoefyster Platform Hull data pack.

1.6  Manufacturing of the Mine Protection Floor Sections (item No. 709605) requires
specialised internal robotic welding associated with the construction of the sandwich
structure, Establishing this capability at DCD Protected Mobility has been estimated and :
included in the price of the “Mine Protection Floor Sections” in this Offer. Kindly note that 4
our offer excludes the filling of cavities with polyurethane as we have been unable to find A pMAD
a South African source for this specific product as specified in the Partria specifications souTHAFRICAN
received. As discussed we will firm up our price once detail specifications in this regard!_ e

N g
are available. (#é:n
\
) folertek -
Drrectors, R G King (Managing). V Langlois, A Gordhan, C Nkuna, L Phasha, is, D P Richagd e ensS H B 5
G P JKlos « “
Alternate Directors; G M Colegale, W A S Nl s IS0 9001:2008
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1.7  The manufacture of the Platform Hull will start with the cutting of the armour steel
plates, followed by the addition of the weld-on parts on the individual plates. The plates
will then be tack welded into major sub-assemblies, including but not limited to the

Bottom Section and Roof Section.

1.8 The Plaiform Hull will then be completely assembled by tack welding the major sub-assemblies
together, before proceeding to final welding. Final welding will consist of robot welding on the
long runs and manual welding with the huli installed in the hull rotator.

1.9  Once fully welded, the Platform Hull will be shotblasted and Surface Treatment applied in
accordance with Patria specification M042.

1.10 We have taken note of your requirement for surface treatment of the Hull using Delta Coating in
accordance with Patria specifications M024. We were unable in this short period of time to
establish a local supplier for the associated products and processes. Based on the limited
information received, we understand that this coating can be applied by manual spraying
followed by curing in an oven. Once confirmed, the indicative as per clause 2.2 below can be
finalised in order to meet the Partria specifications.

1.11 The DCD Group has extensive in-house facilities, including cutting, bending, drilling, welding,
sandblasting, surface treatment (high capacity / high temperature ovens), painting, final
machining and preservation capabilities to provide a one-stop solution for the Hoefyster

Platform Hulis. Also see clause 8 below.

1.12 The Platform Hulls will be transported from our works in Isando and delivered to your facility at
368 Selbourne Avenue, Lyttelton, Pretoria.

1.13 Kindly note that our above prices exciudes all Jigs and Fixtures that will be required for the
manufacturing and assembly of the Platform Hulls and Mine Protection Floor Sections as per
your request. However should you require us to quote you separately for the manufacturing of
Jigs and Fixtures according to the Patria data packs, we will supply you with an offer on these
Jigs and Fixtures during contract negotiations.

2, Price and Price Basis
2.1  For the Scope of Supply as described in Clause 1 above, our prices below are based on the

dirawing pack received in February 2012. We reserve the right to revise our prices below once

we receive the Final Data Pack and have confirmed our manufacturing process flow based on
our visit to Partria in Finland during week 29.

21.1 12 (Twelve) off Pre-Production Manufacturing Hulls, excluding the Pre-Production Mine Floor
Sections, our price is R1 020 000 per Hull, Ex our Isando Works.

2.1.2 205 (Two hundred and five) off Production Hulls, excluding the Production Mine Floor Sections,
our price is R943 000 per Hull, Ex our isanda Works.

2.1.3 12 (iwelve) off Pre-Production Mine Protection Floor Sections for the Pre-Production
Manufacturing Hulls, our price is R278 200 per Floor, Ex our Isando Works.

2.1.4 205 {two hundred and five) off Production Mine Protection Floor Sections for the Pre-Production
Manufacturing Hulls, our price is R257 200 per Floor, Ex our Isando Works.

2.1.5 Transportation is R3 700 per Hull, delivered to your facility at 368 Selbourne Avenue, Lyttelton,

Pretoria.

22 Deita Coating: Our indicative price for applying the Delta Coating as per clauses 1.9 and 1.10
above are as follows, per complete Hull (including the Mine Protection Floor Section):

2.21 For the Delta coating, labour and consumables our indicative price is R150 000 per Hull.

2.2.2 Curing in high temperature oven, our indicative price is R22 500 per Hull.

2.2.3 Transportation to and from our Vereeniging curing facility, our indicative price is R9 §00 per
Hull.

2.2.4 Total indicative price per Hull is R182 000. B .

2.25 We will provide you with a base price for this work on receipt of @ad spe
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2.2.6 Kindly note that this indicative price is not included in our pricing in clause 2.1 above and any
final agreed price for this work needs to be added to those prices.

2.3 The above prices are fixed at base date of 30 June 2014, strictly nett, exclude Value
Added Tax (VAT), and are subject to escalation as set out in clause 2.4 below, and may be
subject to change should the order quantities required be amended.

2.4  Contract Price Adjustment

2.4.1 We have taken note of Denel Land Systems escalation formula provided, but wish to point cut
that we have broken down our escalation formula into more applicable indices. The prices in
Clause 2.1 above are firm as at a base date of 30 June 2014. 10% (Ten percent) is fixed and
the balance of 90% (ninety percent) will be subject to escalation and will be adjusted according

to the following formula:

2.4.2 Local Currency Portion
2421 South African Rand Content (Hulls and Mine Protection Floor Sections — clauses 2.1.1

to 2.1.4)

Tni blkl b2k2  b3k3  b4k4  _bSKS b6!r6)

=0.10 To/+09070ol| al— + a2 +a3 +—+ 05— +ab—
5 ¢ (" TR R R 77 R ™ R ¥
Where:
Tol = Local Content Tender Price for the Hulls (81% (eighty one percent) of the fuil
contract price above) and for the Mine Protection Floor Sections (86% (eighty
six percent) of the full contract price above)
Tnl = Adjusted Price
bitt = Labour SEIFSA index Table C3 Actual Labour Costs (All hourly
paid employees) rufing at 30.06.14.

b1kl = Labour SEIFSA Index Table C3 Actual Labour Costs (All hourly
paid employees) ruling one month prior to the
Contractual Delivery Date.

b2t2 = Specific Steel SEIFSA Index Table E-EX Domestic Merchant Steel
Price Iindex (Cold Rolled Sheets) ruling at 30.06.14.

b2k2 = Specific Steel SEIFSA Index Table E-EX Domestic Merchant Steel
Price (Cold Rolled Sheets) ruling two months prior to
despatch.

b3t3 = Specific Steel SEIFSA index Table E-2 Foundry Scrap (Good Quality

Foundry Scrap) ruling at 30.06.14.
b3k3 = Specific Steel SEIFSA Index Table E-2 Foundry Scrap (Good Quality
Foundry Scrap) ruling two months prior to despatch.
b4t4 = Contract Price SEFISA Index Table G Product Price Index (PP}
Provision ‘(Mechanical Engineering Materials) ruling at 30.06.14.
bdk4 = Contract Price SEFISA Index Table G Product Price Index (PPI)
Provision (Mechanical Engineering Materials) ruling two months
prior to despatch.
b5t5 = Road Freight SEIFSA Index Table L-2 Road Freight Costs, ruling at

THIS 1S PROPRIE TARY INFCRMATION OF DO PROTECTED MOBILITY (A DIVISION OF DCDAGROUP(RLY,
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b5k5 = Road Freight SEIFSA Index Table L-2 Road Freight Casts, ruling one
month prior to despatch.
b6t = Production Price SEIFSA Index Table U Statistics SA Product Price
Indices (PPI) Index (PPI) (Intermediate Manufactured Goods) ruling
at base date 30.06.14.
h6k6 = Production Price SEIFSA Index Table U Statistics SA Product Price
Indices (PPI) index (PP!) (Intermediate Manufactured Goods) ruling

two months prior to despatch.

Weight (Hulls):

al = 0.49 a4 = 0.07
a2 = 0.06 ab = 0.04
a3 = 0.02 a6 = 0.32
Weight (Mine Protection Floor Sections)

al = 054 ad = 0.01
a2 = 0.07 ab = 0.03
a3 = 0.00 a6 = 0.35

Note: SEIFSA Index Table E-2 (a3) is not applicable to the Mine
Protection Section

24272 South African Rand Content (Transportation — clause 2.1.5):

. ik —F—2
Fi
T2 = Revised transport rate.
T1 = Transport rate as per clause 2.1.5.
F2 = SEIFSA Index Table L-2 Road Freight Costs, ruling one month prior to despatch.
F1 = SEIFSA Index Table L-2 Road Freight Costs, ruling at 30.06 14.

2.4.3 Foreign Currency Portion (Hulls)
2.4 3.1 Tof = Foreign Content Tender Price (19% (nineteen percent) of the full contract price above).
Tnf = Adjusted Price
2.4.3.1.1 Tnf — Tof 10% (Ten percent) will be fixed and the balance of 90% (ninety percent) of the
imported value, in foreign currency terms, shall be escalated at a rate 2,5% (two and half
percent) per annum applicable on the first day of January 2015.
2.4 3.1.2 During contract negotiations we need to determine the best way to mitigate foreign exchange
l risk on a basis that is acceptable to both Denel Land Systems and ourselves. To the extent
possible we suggest Denel Land Systems establish a forward cover contract (within 10
¢ working days of contract signature) for the foreign content portion of the contract and then
convert this portion to a fixed rand price for the duration of the contract. This can be done in
a consolidated manner for all foreign content from all suppliers.

Base date 30 June 2014.
2.4.3.2 Foreign Currency Exchange Rates
Country Rate of Exchange

Kingdom of Sweden (19%) | SEK 1.00 = ZAR 1.58

244 Foreign Currency Portion (Mine Protection Floor Sections)
2441 Tof = Foreign Content Tender Price (14% (fourteen percent) of the full conty ct’?rice above).

Tnf = Adjusted Price Q .
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24411 Tnf — Tof (10% (Ten percent) will be fixed and the balance of 80% (ninety percent) of the
imported value, in foreign currency terms, shall be escalated at a rate 2,5% (two and half
percent) per annum applicable on the first day of January 2015.

2.4.4.1.2 During contract negotiations we need to determine the best way to mitigate foreign exchange
risk on a basis that is acceptable to both Dene! Land Systems and ourselves. To the extent
possible we suggest Denel Land Systems establish a forward cover contract (within 10
working days of contract signature) for the foreign content portion of the contract and then
convert this portion to a fixed rand price for the duration of the contract. This can be done in
a consolidated manner for all foreign content from all suppliers.

Base date 30 June 2014,

24.42 Foreign Currency Exchange Rates

Country Rate of Exchange
Kingdom of Sweden (14%) SEK 1.00 = ZAR 1.58

2.5 The above escalation formulas for both the Local and Foreign Currency can be agreed upon
during contract negotiation stage.

3. Extra Work
3.1 Any amounts quoted for the extra work and agreed to by yourselves will be subject to the

same terms and condition as the original order in respect of variations in costs, exchange
rates, basis of freight, insurance railage rates, harbour dues and charges, duties, surcharges

and other charges of like nature.

4, Terms of Payment
4.1 One hundred percent of the contract amount payable progressively on completion and

signed off of each Hull, Ex our Isando Works, following a receipt of our invoice, preliminary
escalation invoice, QA documentation and delivery note submitted on or before the last

Friday of each month.

42 Invoicing for Escalation.

421 The Steel and Engineering Industries Federation of South Africa (SEIFSA) indices are only
published three months after the periods for which such indices apply.

422 To ensure that DCD Protected Mobility is not prejudiced by this delay in publication the
following invoicing and adjustment process is proposed:

4221 A preliminary escalation invoice will be submitted by DCD Protected Mobility with each
delivery, such invoice based on the latest available indices publicised by SEIFSA.

4.2.2.2 On a quarterly basis, once final indices publicised by SEIFSA are available, DCD Protected
Mobility shall issue either an Invoice or Credit Note in order to reconcile the amount charged
based on the indices available at the time of invoicing with the actual charge due based on

the actual indices.

423 All such accounts will be payable within 60 (sixty) days of the date of invoice and
presentation of required supporting documentation

4.3 The ownership of goods and accessories covered by this offer will at all times remain vested
in DCD Protected Mobility and will not pass to the purchaser until the full contract price for
each batch or service has been paid into our hominated bank account.

5. Delivery, Liability and Penalties for Delay
5.1 We are most conscious of the need to meet scheduled delivery and have made a careful

study before reaching the commitment. The delivery times are in accordance with our
presently known workshop loading and lead times of major components and any other
strategic material when deliveries are beyond our direct control.
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Delivery of the Hulls and Mine Protection Sections will take place Ex our Isando Works
according to the schedule below based on receiving an official order for the first Hull / Mine
Protection Floor Sections by no later than 24 October 2014 and for the Production Hulls /
Mine Protection Floor Sections by no later than 03 August 2015.

Delivery Schedule for Pre-Production Manufacturing Hulls / Mine Protection Floor
Sections (2015 — 2018):

Planned Date {(Month End . Quantity Mine Protection
Ex our Isandg Works | | Quantity Huis Y Floor Sections
April 2015 0 1
May 2015 0 2
June 2015 1 2
April 2016 2 2
May 2016 2 2
December 2016 2 1
February 2017 2 1
August 2017 1 1
Navember 2017 1 0
February 2018 1 0
TOTAL 12 12
Delivery Schedule for Production Hulls {2016 to 2021):
Armour Hulls
Year/ Total
Month JIFIMIAIM|[J|{J|A[S [OIN|D
2016 0 0 1 R B8 B B B B D0 4 26
2007 8 4 B b U4 B B B B D B 47
2018 B3 B B 4 B p ¥ B P2 L B B 45
2019 p 83 3 5 R B p (1 N B 36
2020 P B B B P N MW B BB B B 38
2021 3 1 1 4 2 0 R P O 0D O D 13
Totak 205

Delivery Schedule for Production Mine Protection Floor Sections {2016 to 2021):

Mine Protection Floor Sections
Year/ |, lr Im|a(mM|J[a]Aa|{s|O|N]|D]| Tota
Month
2016 1 P2 B B B B B D #4 3 # 33
2017 3 4 4 b 3 0 4 b B3 B 49
2018 B 4 B b 4 2 D 4 B 2 B 41
2019 4 B b P B8 b 1 B U R B 36
2020 B B 2 0 4 B B B8 b B B8 1 37
2021 1T B2 J0 IPF 0 By PWOR DN D XD 08
Total 205

Please note that the above schedules are based on the information provided to us based on
your RFQ received on 06 June 2014 and at contract negotiation stage we would mutually
agree to the firm Delivery Schedule to meet your requirements. Kindly note that should the
Mine_Protection Floor Sections be a Free-issue by Denel Land Systems, these Floor
Sections will be required 6 (six) working weeks, prior to our complete Hull deliyex:)v date, Ex

our Works. QC
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Kindly note that our annual shut-down period is from mid December to mid January each
year.

We will make every effort as responsible contractors to meet delivery, but we limit the total
penalties payable to a maximum of 3% (three percent) of the basic contract value of that
portion of the contract subject to the delay, at a rate of 1/14% (one fourteenth percent) per
working day, of the value of the outstanding goods or service.

We shall not able liable for any loss or damage for any delay in manufacture or delivery
resulting from any causes beyond our reasonable control including but not limited to
compliance with any laws, regulations, orders, acts, ordinances, instructions or priority
request of Government, acts of Local or National Government, failure or delay of the part of
supplier of services or bought out mateiials to delivery dates, acts of God, fires, explosions,
sabotage, storms, floods, earthquake, lightening, weather, strikes, lock-outs, labour
availability, embargoes, wars or threat of preparation for war, breaking of diplomatic relations
riots, power shortage, accidents, plants and machinery breakdowns, delay in transportation
provided there has been no lack of diligence on our part.

Neither shall we be liable for any delay due to late delivery of ‘free issue’ components. In
particular we do not accept liability for any loss of use, loss of contracts, or any consequential
damages however arising and the payment by us of penalty shall constitute our sole liability

for delay.

Any delay resulting from such causes shall extend the delivery date by the extent thereof for
such other period that may be reasonable.

Warranty
We will make good, by repairs, or at our option, by the supply of replacement parts any

defects which, under proper use, appear in the goods within a period of 30 (thirty) months
after the goods have been delivered, or if delivery is delayed for any reason other than as a
result of our defaults, after the goods have been notified as ready for despatch by DCD
Protected Mobility and arises solely from faulty materials or workmanship provided that
defective parts have been returned to us if we shall have so required.

Any Warranty claims will be established within DCD Protected Mobility in writing within 15
(fifteen) days of discovery of the defect.

Our liability under this condition shall be in lieu of any Warranty or condition implied by law
as to the quality or fitness for any particular purpose of the goods and save as provided in
this clause, we shall not be under any liability, whether in contract, delict or otherwise, in
respect of or for any injury, damage or loss resulting from such defects or from any work
done in connection therewith. Our liability does not extend to defects arising from operation

use.

The above Warranty does not apply to products normally consumed in operation or which
have a potential life inherently shorter than the period mentioned above.

The foregoing warranties shall constitute our sole liability and the sole remedy and are in lieu
of all other warranties, including merchantability and fitness or suitability or any specific

application or use.

In respect of parts or components not of our manufacture or desigh, we will give a guarantee
equivalent to the guarantee (if any) which we may have received from the supplier of such

parts or components.

Also specifically exclude from our warranty any damage caused to any item due to
negligence; misuse during training and testing; or any event caused by erfemy or hostile
action; or lack of proper maintenance during normal use or operghon. -

LR
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1. Quality
7.1 The workmanship and finish will be of the highest standard and all materials used will be new

and of the highest quality and standard available from approved suppliers in South Africa.

7.2 Pre-delivery inspection, testing and acceptance of each Hull / Mine Protection Floor will be
carried out by DCD Protected Mobility Quality Assurance personnel during various stages
per the holding points as per the QCP, at our DCD Protected Mobility, Ex our Works, Isando,
South Africa. This is to be determined during contract negotiation stage.

7.3 Inspectors appointed by yourselves are welcome to inspect the work at any stage during
normal working hours and we shall make our own quality control information available for

your perusal.

7.4 DCD Protected Mobility is an approved SABS/ISO/9001:2008 accredited company and also
possesses an Intertek certification in terms of BS-OHSAS 18001:2007 and BS EN ISO

14001:2004. (See Attached Annexure ‘C’ for detail.)

7.5 Quality Plans will be supplied prior to commencement of the work Please find attached our
project quality plan detaifing our Quality Management System. (See Annexure ‘A’)

76 Our price, however, does not include for costs of inspection other than for our internal
requirements. Any costs incurred in respect of any additional inspection or testing would be
for your account.

8. Ability to Execute Work

8.1 DCD Protected Mobility is a SABS/ISO/9001:2008 accredited company and also possesses

an Intertek Certification in terms of BS-OHSAS 18001:2007 and BS EN ISO 14001:2004.
(See Annexure ‘C’).

8.2 DCD Protected Mobility is also registered as a builder and manufacturer at the South African
National Road Traffic Department. (See Annexure ‘D’)

8.3 As the original equipment manufacturer of the world renowned Husky Vehicle Mounted Mine
Detection System which is the only South African military vehicle to be Type Ciassified on a
programme of record with the US Government, DCD Protected Mobility has all the
experience and expertise required fo manage and execute this contract. We have supplied
over 1500 Husky Vehicles to countries worldwide. Our Husky two seat variant also won the
US Army innovation of the year award in 2011. We are currently successfully supporting and
maintaining a humber of systems deployed across the globe in various theatres of conflict
and training situations. See Annexure ‘E’ for detailed company profile.

8.4 We have the ability to not only build the complete Badger vehicle Hulls for Denel Land
Systems, but aiso to do the assembly and integration of all sub-systems (excluding turrets)
on this vehicle. We look forward to entering into discussion with you in this regard, at your

convenience.

9. Sub Contracting

9.1 DCD Protected Mobility reserves the right to outsource any components or parts thereof,
should we not have the in-house capability.

9.2 All subcontractors will sign a confidentiality non-disclosure agreement and be subjected to
the same quality standards as per clause 7 above.

10. South African Government Requirements

10.1 This offer is offered under the following Arms Control Related Assumptions:

THIS 1S PROPRICTARY INFORMATION OF DCD PROTECTED MOBIRITY (A DIVISIO : l%
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10.1.1  The Customer has a valid Registration Certificate fiom the Directorate Conventional
Arms Control (DCAC) and will maintain such during the course of this Contract

execution.

10.1.2  The Customer will support in writing the DCD Protected Mobility Application of a
Domestic Transfer Authorization in accordance with Regulation R.326 (Clauses 6 (1)
(k) and Clause 8) as well as Regulation 321 (Munitions List ML 6) during the transfer of
Hulls and the associated ownership change. Such obtainment of a Domestic Transfer
Authorisation would not constitute a change or transfer of the Intellectual Property
Rights (IPR) from DCD Protected Mobility to any other party.

10.1.3 DCD Protected Mobility will specify which Controlled Items in its delivery to the
Customer is subject to End User Certificate Restrictions, so as for the Customer to

remain in accordance therewith.

10.1.4 DCD Protected Mobility and the Customer will request the necessary Destruction
Authorisations from DCAC in the event that Controlled Items, being delivered by DCD
Protected Mobility to the Customer, would be destroyed during testing or under any
other circumstances, and

11. Import Permits and Exchange Facilities

11.1 We have assumed that our application of any necessary Import Permits covering imported
material and components and for appropriate Foreign exchange facilities will be successful.

12. Broad Based Black Economic Empowerment (BBBEE) / Enterprise Development

12.1 Attached please find the following (see Annexure ‘F’):

121.1  Copy of our BBBEE Verification Certificate which expired on 23 June 2014 (Level 4).

12 1.2  Letter from our Head Office confirming we have completed our recertification at Level 4 and
that our certificate will be issued by the verification agency within 5 (five) working days after
our audited financial statements for the 2013/14 Financial Year have been signed off by our
Board. This is scheduled to take place on 26 June 2014. As soon as we have this new

certification we will send it to Denel Land Systems.

12.2 DCD Group is in the process of creating a project based Joint Venture which according to
current calcutations will ensure that 47.8% (forty seven point eight percent) of the economic
benefit derived from this project will accrue to Black people. We are open for discussion with
Denel on ways of increasing this percentage and how we could use a similar model to
cooperate with Denel on other business opportunities.

123 DCD Group is commitied to enterprise development and look forward to entering into
discussion with Denel Land Systems as to how we could use this opportunity to ensure a

stable supplier base for the future.

13. Surety Bonds / Performance Surety
13.1 DCD Protected Mobility is a division of DCD GROUP (Pty) Ltd and is the largest Heavy

Engineering Group in South Africa, whose group policy is not to make provision for surety
bonds in tendered prices.

13.2 Should it be a contractual requirement to provide a surety bond or performance surety in this
instance, this will be an additional cost for your account.

14. Applicable Law and Jurisdiction
14.1 The contract shall be interpreted in accordance with the South African Law and any legal

disputes, which may arise, will be resolved according to the conciliation and arbitration rules
of the South African Law. = ;
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15. Intellectuai Property
15.1 All information and data provided to Dene! Land System in this tender is our intellectual

property and may not be used to obtain information or alternative pricing from our
competitors or suppliers.

16. Validity
16.1 Our offer as per Clause 1 above is open for your review and acceptance until 24 October

2014 and will be subject to review thereafter.

17. ENQURIES
Should you have any queries please contact Mr Cornelius Grundling, Commercial

Manager His contact particulars are as follows:

Telephone number (011) 281-7324

Fax number (011) 281-7302
Cell number 083 680 3650
Email cornelius@dcd.co.za

Unless otherwise specified, this offer is in terms of Protected Mobility’s General Conditions of
Tender, Contract and Sale. (See Annexure ‘G’) and Tax Clearance Certificate. (See

Annexure ‘H’)

We trust our offer meets with your approval and look forward that the tender be award to DCD
Protected Mobility.

Ypurs: faithfu}

GRUNDLING MEARS
Commercial Manager General Manager

Annexure ‘A’ Proposed Industrialisation Plan

Annexure ‘B’ Manufacturing Process Flow Diagram

Annexure ‘C’ SABS/ISO/8001:2008, BS-OHSAS 18001:2007 and BS EN ISO 14001:2004
Annexure ‘D’ Builder and Manufacturing Certificate

Annextre ‘E’ Company Profile

Annexure ‘F’ BBBEE

Annexure ‘G’ DCD Protected Mobility's General Conditions of Tender, Contract and Sale
Annexure ‘H’' Tax Certificate

Copies:

Ms D Kgosi

Mr G Kotzen
Mr R Ndobe

Mr H Pienaar
Mr M Thusi

Ms D Streak
Mr W van Biljon
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INDUSTRIALIZATION PLAN: PROJECT HOEFYSTER

DCD Protected Mobility is a BS EN 1ISO 14001:2004 Environmental Management Systems;
BSI OHSAS 18001 QOccupational Health and Safety Management Systems; and SO
9001:2008 Quality Management System certified organisation. The scope of our Quality
Management System includes the design, development, manufacture, refurbishment and
servicing of route clearance, armoured utility, light patrol vehicles and related renewal parts.
{See clause 7 of our offer for detail).

We have read the DLS document No. 850/01251/0200/V/06 on Industrialization

Requirements for Major DLS Systems Contracts and fully understand the stated
requirements and process steps for industrialization namely:

= Phase 1. Planning for Industrialization and Contracting,
= Phase 2 : Development and Implementation of Manufacturing and Quality Processes;

» Phase 3 : Series Production.

Please refer to Appendix A-1 for our proposed target dates for each of the phases and
Appendix A-2 for the high level Gantt Chart.

DCD Protected Mobility is committed to work with DLS to madifyitailor our quality
management system as and when required and align it with the industrialization processes
requirement for DLS Systems to ensure that the final required Rate Production Readiness

objective on the project is achieved.

Please see our Quality Assurance Manual Appendix A-3.
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