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Armscor’s vision is

fo be a truly South African organisation that is valued locally and
globally as a centre of technical excellence for defence acquisition
and support services.

Armscor’s vision is

fo meet the acquisition, maintenance and disposal needs of the
South African Department of Defence and other clients in terms
of defence matériel, related products and services. Armscor
maintains strategic capabilities and technologies and promotes
the local defence-related industry.

Armscor believes that

its values constitute the building blocks of the manner in which it
conducts its business. We believe in the highest standards and are
committed to equal opportunities, transparency and accountability.
We pledge commitment to the following values: Leading by
example, results driven, customer focus, care and respect for
others, excellence, teamwork and integrity.
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CORPORATE PROFILE

Armscor is a statutory body. The Minister of Defence is the Executive
Authority responsible for Armscor. The management and control

of Armscor reside with a Board of Directors, whilst its day-to-day
management vests in the hands of the Management Board.

In the execution of its functions Armscor has established and maintains capabilities and technologies that are
required to fulfil its mandate, such as appropriate programme management systems, the Defence Industrial
Participation (DIP) programme, the management of technology projects and strategic facilities.

ARMSCOR AS AN ACQUISITION AGENCY

Armscor acquires defence matériel for the Department of Defence
(DOD) and for any organ of State that may require such services, such
as the South African Police Service (SAPS).

The acquisition role of Armscor pertains to all the actions that need to be taken to satisfy the need for matériel,
facilities or services intended for client use or in support of client requirements. These actions include long-
term operational research, requirement planning, establishment and development of technology, design and
development of products and systems aimed at industrialisation, and manufacturing of mature products
and systems that fully meet the stated user requirements. The acquisition role can be broadly divided into
the following four categories: System acquisition management, procurement management, product systems
management and technology acquisition management.

Armscor, in addition, also performs the following functions:
e Quality assurance;

e Defence Industrial Participation (DIP);

e Management of strategic facilities, and

e Defence support.

Defence Support is responsible for defence matériel disposal, configuration management, data management,
and the provision of freight and travel logistics.

The management of strategic facilities is vested in a subsidiary company, Armscor Business (Pty) Limited.
To fulfil this mandate, Armscor Business is structured into two groups, namely:

Defence Science and Technology Institute, which houses the research and development facilities, and Test
and Evaluation Centre, which is responsible for rendering comprehensive test and evaluation services in both
the military and the civilian environment.
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CHAIRMAN'’S REPORT

In our past Annual Report we stated that Armscor is positioned and
remained committed to discharging its responsibilities in terms of the
Armscor Act (51 of 2003) and other government prescripts.

Armscor’s objectives are to meet the defence
matérial requirements of the Department of Defence
effectively, efficiently and economically and further
to meet the defence technology, research and
development analysis, and test and evaluation
requirements of the Department of Defence.

Key to Armscor’s sustainability and survival is to
ensure that it plays a central role in the achievement
of a competitive South African Defence Industry. |
had further indicated during the preceding financial
year that the Department of Defence had approved
the Armscor Transformation Desktop Study on the
Preferred Future Corporate Form for Armscor, which
constituted a blue-print for the transformation of
Armscor.

Further more, in order to grow and ensure that
the South African Defence Industry achieved a
competitive edge, it was considered necessary
to establish a Defence Evaluation and Defence
Institute (DERI). The strategic intent of the DERI
was and remains the creation of a new centre of
excellence, the consolidation and streamlining of
defence technology, research, development, test
and evaluation capability in South Africa.

The desktop study on the DERI was completed and
presented to the Defence Staff Council and the
Armscor Board of Directors.

It was envisaged that the DERI would be
established as an independent entity which
might use the existing legal entity as a vehicle
for establishment.

Dr PS Molefe
Chairperson - Armscor



As the previous Minister left before this task was
completed, Armscor will take forward this matter
and related ones with the Minister of Defence
and Military Veterans, the Honourable Ms Lindiwe
Sisulu, and her Deputy, Mr Thabang Makwetla,
respectively on these strategic initiatives to seek the
necessary support and guidance.

The Armscor Board of Directors is cognisant of
the fact that current and future requirements
of the Department of Defence and the optimum
functioning of the local defence-related industry
dictate the repositioning of Armscor to ensure that it
remains relevant and valuable to its stakeholders as
they pursue their strategic priorities.

Dr PS Molefe
Chairman

Mr JG Grobler

Mr LW Mosiako

The Year’s Overview
Corporate governance

Armscor is accountable to its shareholder and
the rest of its stakeholders, and endeavours to
ensure that this relationship with its stakeholders
is nurtured, and managed in the interest of the
Corporation and the South African Public.

The Armscor Act enjoins the Corporation to enter
into a Service Level Agreement with the Department
of Defence, based on the Shareholder’s Compact as
contemplated in the Public Finance Management
Act. The Service Level Agreement ensures that the
Board remains accountable to the shareholder in
its responsibilities as a defence acquisition agent,

Ms V September

Mr EL Borele




Ms R Msiza

in relation to the Special Defence Account and the
General Defence Account.

The relationship between the Department of
Defence and Armscor is based on constructive
engagement and mutual understanding of each
other and complementation of their functions and
responsibilities.

Armscor continues to exemplify good corporate
governance principles. The Board has resolved
the grievance by the then General Manager
of Corporate Affairs lodged against the Chief
Executive Officer, and both parties have committed
themselves to working in the best interest of
the Corporation.

Mr RP Meyer Ms N Medupe

In addition, the Board concluded a contract of
employment with the Chief Executive Officer.
In doing so the Board changed the situation of life-
long employment of the CEO, which was a legacy
of the past, to one where he would be tied to a
contractual relationship.

In ensuring that its responsibilities are being
adequately and properly discharged, the Board of
Directors established several committees of the
Board to efficiently advance the business of the
Board. To this end Audit and Risk and Human
Resources as well as Executive Committees have
been established to assist the Board.

Mr HS Thomo

Chief Executive Officer

Mr SA Msibi
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To ensure that the Corporation performs on its
strategic mandate, it is imperative that the Board
performs an annual monitoring and evaluation
of its performance. The Board is in the process
of reviewing its methodology of formal evaluation
to improve the assessment of performance of
individual Board members and that of the Board as
a collective. The assessment will consist of a self-
evaluation as well as an evaluation by an external
service provider.

The Board is also establishing a Code of Ethics.
This will be done by engaging various stakeholders
to assist in determining the standard of ethical
behaviour required but also envisaged by them.

Legislative assessment

The Corporation endeavours to comply with
all relevant laws and directives regulating the
Corporation’s operations.  The Corporation has
to this end conducted a legislative compliance
assessment on certain pertinent legislation affecting
the Corporation. The said legislative assessment
did not result in any negative findings against the
Corporation.

Criteria for the payment of performance remuneration

The Board of Directors approved the criteria to be
used for the payment of performance remuneration
for the 2008/2009 financial year. The goals, key
performance indicators and the targets as entailed
in the Corporation’s Corporate Plan will form the
basis for determining the criteria for a specific
financial year. The Corporation’s performance will be
measured by the Board, based on the achievement
of the measurements and targets agreed to with
Executive Management.

Cardinal Programmes

Armscor continues to discharge its responsibility
in its undertaking of cardinal capital acquisition
programmes.  Various programmes have been
undertaken to date, and the Board is continuously
provided with reports highlighting any significant
risks and any pertinent issues of the programmes
executed by the Corporation.

Furthermore, the Corporation continues to promote
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the Defence industrial obligations in order to
advance the interests of the South African industry.
The Chief Executive Officer's report provides in-
depth details of cardinal and capital acquisition
programmes.

Naval Dockyard Simon’s Town

Consistent with the mandate given to the Corporation
in regarding the Naval Dockyard Simon’s Town,
Armscor continues to operate the Dockyard as a
strategic facility on behalf of the Department of
Defence. The challenge for the Corporation is to
ensure that the operation of the facility is stabilised
in order to enable optimum efficiency.

Acknowledgements

On behalf of the Board, Management and Staff,
| wish to warmly welcome our new Minister of
Defence and Military Veterans, Ms Lindiwe Sisulu,
and her Deputy, Mr Thabang Makwetla. We
congratulate them on their appointment and wish
them successful and exciting terms of office.

The Board of Directors and | commit ourselves to
forging a productive relationship with them based
on mutual trust and respect. The Board would,
furthermore like to thank the Acting Secretary for
Defence, Mr TE Motumi, the Chief of the SANDF
Gen GN Ngwenya, the former Chief of Defence
Materiel, Mr B Ramfolo, the Chief of the Army Lt
Gen SZ Shoke, Chief of the Navy, Vice Admiral JB
Mudimu, Chief of the SAAF, LT Gen C Gagiano, as
well as the current Chief of Defence Materiel, Mr A
Visser, for their support and understanding in this
challenging time.

On a sad note, we pay tribute to the late Secretary
for Defence, Mr January Masilela whose dedication
and commitment towards the building of a non-
racial and non-sexist South Africa was invaluable.
Without him the defence industry is poorer.

It is my privilege to thank the former Ministers of
Defence, Mr MGP Lekota and Mr C Ngakula, as
well as the former Deputy Ministers of Defence,
Mr ME George and Mr F Bhengu, whose guidance
and support were crucial to the success of the
Corporation.



It was indeed a pleasure to have served the
Department of Defence, in particular, the SANDF,
the SAPS and the South African Correctional
Services. We will continue to provide such necessary
support within the limited budget constraints when
called upon to do so.

Our sincere thanks go to the Parliamentary Portfolio
Committee on Defence which contributed immensely
to the successful execution of our mandate. The
defence industry through the stewardship of the
South African Aerospace Maritime and Defence
Industries Association has also been pivotal in the
success of the Corporation.

| am indebted to the Board, CEO, Mr HS Thomo, the
Management and Staff for their hard work which has
been invaluable in ensuring that Armscor achieves
success in the 2008/2009 financial year. Together
we look to the future with hope.

Dr PS Molefe
Chairperson
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CHIEF EXECUTIVE OFFICER’S REPORT

Another challenging year has passed. Through the able and committed
leadership Armscor was successtul in turning the challenges it faced

into opportunities.

During the year under review, Armscor was able
to demonstrate its commitment to support the
Department of Defence (DOD), and the defence-
related industry at large.

In this report, the following will be dealt with:
e  Funding of Armscor and its impact

e Erosion of technical capabilities

e Retention and rejuvenation of the workforce

e Restructuring of Armscor

e Defence environment analysis and its impact
on Armscor

e Highlights and future challenges

e Review of the previous financial year

Funding of Armscor

To fund its operations, Armscor receives its income
as transfer payment from the DOD. For the past
three years, this transfer payment was increased
by an average of 5%. This is a decrease in real
terms considering the inflation rate of up to 13,6%
during the period under review. The long-term
risk is that Armscor may not be able to fulfil its
mandate. However, for the period under review
additional amounts of R11,3m and R2,3m were
given for both Armscor and the Armscor Dockyard
respectively. These payments assisted Armscor in
paying market-related salaries in an effort to retain
critical capabilities.

Erosion of technical capabilities

Armscor continues to lose key personnel and, as a
result, loses critical capabilities. Thus Armscor’s
ability to provide a quality service to its customers
and to meet its Service Level Agreement (SLA)
objectives is negatively affected.

gateway to defence solutions

Retention and rejuvenation of the workforce

Armscor faces two major challenges. One challenge
is to transform the Corporation in a manner that is in
accord with the country’s demographic profile, and
the other one is — in view of the Corporation’s ageing
and predominantly white workforce — to transform
and renew the employee profile. The inadequate
funding has contributed to the slow pace of
affirmative action in the Corporation. Transforming
and renewing Armscor's workforce systematically
requires a typical lead time of two or three years in
order to transfer expertise from a current incumbent
to a new appointee who has limited or no experience
in the defence-related industry. In addition to
finding the right engineer and technicians to whom
the experience of current Armscor engineers and
technicians can be imparted, retaining personnel by
offering them competitive salaries and meaningful
employment remains critical for the Corporation.

Negotiations took place with the DOD and National
Treasury in the period under review concerning the
inadequate funding. The problem has been partially
addressed and should be resolved in the next
financial year.

Restructuring of Armscor

Following on the earlier Cabinet decision to refocus
Armscor on its key role as an Acquisition organisation
of the State, as well as the request of the former
Minister of Defence, Mr Lekota, to reclassify
Armscor as a schedule 3A Public Entity, Armscor
embarked on a benchmarking investigation into the
best possible future corporate form for Armscor, as
mandated by the Armscor Board of Directors. The
outcome of the investigation, namely that Armscor
remain a schedule 2 major public entity under
the present PFMA, was presented to the Plenary
Defence Staff (PDSC), the Secretary for Defence
and the Minister of Defence.



The Minister of Defence accepted the proposal of
the preferred future.

Implementation of Defence Evaluation and
Research Institute (DERI)

The appointment and tasking of the acting CEO
of the DERI was effected by the late Secretary for
Defence, Mr January Masilela.

The tasking called for the establishment of the DERI
with due consideration for all the required elements,
whilst ensuring compliance with all legislative,
Departmental and Treasury regulations.

The mandate to initiate this activity stems from the
approved Cabinet Memorandum of 2007 and the
subsequent desk-top study that was performed with
the involvement of all the stakeholders concerned
and approved at a Directors General meeting
convened for this purpose.

Various management and working group forums
were set up for the implementation of the tabled
strategies and plans, and all the organisations and
State Departments involved are represented on
these forums.

Discussions with stakeholder State Departments
have confirmed that detailed independent
information gathering is necessary in order to ensure
the integrity of the role definition, structuring and
business planning processes that will have to be
created prior to formal governmental approval for
the establishment of the DERI.

Defence environmental analysis and its
impact on Armscor

The DOD Annual Environmental Scan, in
conjunction with Government’s Medium Term
Strategic Framework priorities, reconfirmed that the
following issues have an impact on Armscor:

e |n the absence of any military threat against
South Africa and the preponderance of non-
military threats to security in the region, the
defence function remains relatively low on
Government’s list of priorities.

The defence budget and the allocation to
Armscor are therefore unlikely to increase and
will remain under pressure.

The improvement of the quality of corporate
governance and accountability will remain high
priorities.

The conduct of peace missions in the region and
assistance to other government departments
as and when required are likely to remain
important components of DOD activity for the
foreseeable future.

f er‘:&_ﬂ.?‘ I ‘-_1{:

Mr HS Thomo
CEO - Armscor
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The DOD has nevertheless identified a clear
requirement for a dedicated defence evaluation and
research organisation, which will include elements
currently residing in Armscor Business (Pty) Ltd.

Selective investment in defence technology and
the supporting industry will continue as a means
of providing key capabilities to the South African
National Defence Force (SANDF).

These realities will inevitably impact on Armscor
and will be accommodated in Armscor’s strategic
planning in order to ensure the continued provision
of quality service to the Department of Defence.

The annual environmental scan further confirmed
that focused, committed leadership, the quality of
the current workforce, teamwork, robust processes,
a positive corporate image and good client relations
remains a requirement on which Armscor can build
its future.

HIGHLIGHTS OF THE PAST AND
CHALLENGES OF THE FUTURE

Progress with the strategic defence packages

In December 1999, the South African Cabinet
authorised Armscor to contract the Strategic
Defence Packages (SDPs) with six international
suppliers for the acquisition of frigates, submarines,
lead-in fighter trainer aircraft, advanced light fighter
aircraft, light utility helicopters and maritime
helicopters. In line with this Cabinet decision,
contracting for the maritime helicopters was
deferred until the acquisition of the frigates had
progressed sufficiently and this contract was signed
in August 2003.

The Defence Industrial Participation (DIP)
obligations relating to the SDPs presented a
seemingly insurmountable challenge. However, as
these DIP programmes draw to a close, with four
of them successfully completed, there is sufficient
evidence of significant benefit to the local defence
industry. In part the success can be attributed to
stringent conditions for performance, such as fixed
six monthly performance milestones, exact criteria
for the activities to qualify for offset credit, and
strong penalties for non-performance. To date, 87%
of the total obligation has been discharged and the
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outstanding 13% is not considered to be a risk as
the Maritime Helicopter and Gripen programmes
are only scheduled to be completed by 2010 and
2011 respectively.

- Submarine programme

The submarine programme provides for the
acquisition of three Class 209 submarines from
the German Submarine Consortium (GSC), for the
South African Navy.

The submarine acquisition programme has
progressed exceptionally well. The last of the
three submarines, SAS QUEEN MODJADJI, was
contractually handed over to the SA Navy in Kiel,
Germany, on 30 January 2008, after which it sailed
to South Africa and was commissioned in Simon’s
Town on 26 May 2008. All three submarines are
presently undergoing test and evaluation trials in
South African waters.

The DIP obligation of the German Submarine
Consortium (GSC) on this programme is R1,12
billion, which was now fully discharged in the
form of work packages, technology transfers and
export orders to the benefit of local defence-related
companies.

- Frigate programme

The frigate programme entails the acquisition of four
(4) Meko® A-200 frigates from the German Frigate
Consortium (GFC), forthe South African Navy. All four
frigates have been commissioned and operational
test and evaluation trials are now approaching their
final stages, with planned completion towards the
middle of 2009. Maintenance support contracts for
the completed vessels have already been concluded
both with local and foreign contractors.

The total DIP obligation of this programme is
R2,9 billion, split between the German Frigate
Consortium (GFC) for the Platform (R564 million)
and Thales Naval France (TNF) for the Combat
Suite (R2 377 million). The Platform obligation
has been fully discharged by the GFC, and to date
R1,605 billion of the Combat Suite obligation has
been discharged. The outstanding portion relates to
TNF’s subcontractor, MBDA, and in order to negate
the risk of losing significant benefit to industry, a



portion (R949 million) of the TNF obligation was
renegotiated, resulting in the separation from the
current TNF DIP Agreement and conclusion of a
new agreement with MBDA.

- Light utility helicopter programme

This programme entails the acquisition of thirty
light utility helicopters (LUH) for the South African
Air Force from Agusta Westland in Italy. At the end
of the reporting period, twenty-eight of the thirty
helicopters ordered had been delivered to the
SAAF.

In 2007 Agusta Westland was the first obligor under
the SDPs to successfully discharge its full offset
obligation under a DIP programme relating to the
SDPs.

- Advanced light fighter programme

The contract with the BAE Systems/SAAB consortium
provides for the supply of twenty-six JAS39 Gripen
advanced light fighter aircraft to the SAAF. The
aircraft are presently being manufactured by SAAB
at their Linkdping factory in Sweden.

At the end of the reporting period, five Gripen
aircraft had been delivered to South Africa. Both
the 6th and 7th aircraft were shipped from Sweden
on 6 March 2009 with a planned arrival in RSA
during the first week of April 2009. The delivery
plan for the remaining aircraft is unchanged and on
schedule, with the entire programme expected to
conclude in March 2012.

The DIP obligation of SAAB on this programme is
R5 billion, of which R4 billion or 79% has been
fulfilled to date. SAAB has until 2011 to discharge
the remaining portion of the obligation.

- Lead-in fighter trainer aircraft programme

This programme provides for the acquisition of
twenty-four Hawk lead-in fighter trainer aircraft for
the SAAF from BAE Systems in the UK. In terms of
the DIP agreement with BAE Systems, all twenty-
four aircraft are to be assembled locally by Denel
Aviation.

All 24 aircraft have now been accepted and
delivered to 85 Combat Flying School at Air Force
Base Makhado.
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The DIP obligation on this programme was R4,3
billion and BAE Systems succeeded in fulfilling this
obligation well in advance of the final contractual
milestone of April 2009.

- Maritime patrol helicopter programme

This programme entails the acquisition of four Super
Lynx 300 Mk 64 helicopters from Augusta Westland
in the UK. All four helicopters were delivered to
Air Force Base Ysterplaat in July 2007 for eventual
deployment to the South African Navy Valour (Meko
A200) class frigates. During the reporting period
the helicopters were subjected to Operational Test
and Evaluation by the SAAF. The Operational Test
and Evaluation is being conducted in preparation
for full Release to Service, which is planned for the
last quarter of 2009.

The DIP obligation of the maritime patrol helicopters
is R553 million, to be completed in March 2010.
To date R292 million or 53% has been discharged.
Updated planning shows the completion of and
claims for the remaining activities to take place
before the end of the contractually agreed obligation
period.

- Airbus A400M heavy-lift transport aircraft

On 28 April 2005, a contract was established
with Airbus Military Sociedad Limitada (AMSL)
for cooperation by South African Industry in the
design and development of the A400M aircraft and
for the subsequent supply of eight A400M military
strategic heavy-lift aircraft to the South African Air
Force during the period 2010-2012.

The programme initially progressed very well, but in
October 2007 a formal announcement was issued by
AMSL, indicating an initial six-month delay. Since
then the programme has unfortunately incurred
further serious delays due to various technical
problems during development, and all indications at
present are that the programme could be delayed by
as much as five years. The development programme
is being monitored very carefully together with the
other participating nations, and all possible options
for the SAAF are being considered.

ARMSCOR annual report 09
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REVIEW OF THE PREVIOUS FINANCIAL
YEAR

In the period under review Armscor concentrated on
finalising the following objectives:

e |mplementation of the Armscor Acquisition
benchmarking study recommendations;

e  Further implementation of black economic
empowerment;

e  Finalisation of the transfer of the Simon’s Town
Naval Dockyard to Armscor.

Implementation of the acquisition benchmarking
study recommendations

In July 2004 a successful internal project was
launched to benchmark Armscor’s tendering and
contracting process. It was concluded in March
2005, with a number of recommendations that
have been implemented.

Implementation of black economic empowerment

Broad Based Black Economic Empowerment
(BBBEE) was implemented at Armscor in October
2008. This is in line with the media statement
issued by the Minister of Trade and Industry on
31 August 2008, indicating the official end of the
transitional period for compliance with the Broad
Based Black Economic Empowerment Act’s Codes
of Good Practice (“The Codes”).

The BBBEE Scorecard has seven elements, namely:
Ownership, Management Control, Employment
Equity, Skills Development, Preferential
Procurement, Enterprise Development and Socio-
Economic Development.

In order to achieve better results in BBBEE, Armscor
has also introduced a mandatory 25% black equity/
joint venture clause in the tendering process. The
Department of Trade and Industry was consulted
before implementation and has fully supported it.

Transfer of the Simon’s Town Naval Dockyard to
Armscor

This has been the first full year of the Dockyard
under the management control of Armscor. The year
proved both exciting and challenging, with great
achievements.

A number of successes were achieved in the
execution of SA Navy projects and support services,
establishment of a Recognition Agreement with
organised labour, great improvements on Safety,
Health and Environment, and excellent external
client audit feedback.

The Dockyard undertook a number or commercial
ship repair and maintenance projects, with the
key highlights being the successful undertaking
on the British Royal Navy Ice Patrol Vessel HMS
ENDURANCE and the repairs to structural damages
of two Uruguayan warships.

Mr HS Thomo Mr JG Grobler
CEO GM: Finance and Infrastructure

Ms NRM Borotho
GM: Corporate Affairs

Mr TT Goduka
GM: Dockyard

Mr JS Mkwanazi
GM: Acquisition




The next reporting period is to focus on finalising
the reorganisation and streamlining the operation.

ACKNOWLEDGEMENTS

With Armscor’s success as background it is my
privilege to thank our former Ministers of Defence, Mr
MGP Lelota and Mr C Ngakula, and their Deputies,
Mr ME George and Mr F Bhengu, for their guidance
and support. Thank you to the late Secretary for
Defence, Mr J Masilela, who served the Department
of Defence with passion and loyalty, as well as to
the acting Secretary for Defence Mr T Motumi for
his invaluable support to Armscor. May | extend my
appreciation to the officials of the Department of
Defence who were at all times available and willing
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The South African defence-related industry has
once again delivered its respected high standard
and quality defence equipment to our clients and
| congratulate the industry on being able to do so
under very challenging circumstances.
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and high praise for its products and its abilities
throughout the year.

Thank you firstly to the Armscor Board of Directors,
to whom | am greatly indebted for their wisdom and
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Secondly to the Armscor Management Board and
staff for their contribution to what has been achieved
during the past year, it has been full of challenges
but was handled commendably.

Armscor can, with confidence, look forward to
meeting the challenges of the future and playing
its important role in the “Defence Team” and in the
Defence Ministry. The Armscor name and flag will,
| am quite certain, continue to fly proudly.

Mr HS Thomo
Chief Executive Officer

Ms N Msomi
GM: Board Secretarial and
Legal Services

Mr MM Matibe
Acting GM: Quality and IT

Dr IF Potgieter
Acting GM: Human Resources

Mr E Hurter
Acting GM: Armscor Business

Mr BN Griffiths
Acting GM: Logistics and
Matériel Support




REVIEW OF OPERATIONS

The core function of Armscor is to acquire defence matériel, primarily
for the South African National Defence Force (SANDF) but also for
other Government departments and services with permission from the
Minister of Defence.

Organisational Structure

Chief Executive
______________ Senior Manager
Internal Audit
Senior Manager
Strategy

General Manager General Manager
Armscor Logistics and Matériel
Business (Pty) Limited Support

General Manager
Board Secretariat
& Legal Services

General Manager
Acquisition

General Manager
Human Resources

General Manager
Finance &

General Manager
Quality & Information

General Manager
Dockyard

Technology

Infrastructure

*Corporate Affairs Department was incorporated in different Departments

Function

The core function of Armscor is to acquire
defence matériel, primarily for the South African
National Defence Force (SANDF) but also for
other Government departments and services with
permission from the Minister of Defence.

The acquisition role of Armscor entails all the
actions that need to be taken to satisfy the need for
matériel, facilities or services intended for use in
or in support of client requirements. This includes
long-term  operational research, requirement
planning, establishment and the management of
technology development, design and development
of products and systems, and the industrialization
and manufacturing of mature products and systems
that fully meet the stated user requirements.

Armscor’s acquisition role (Acquisition Business
Management) can be broadly divided into
four categories, namely System Acquisition
Management, Procurement Management, Product

Systems Management, and Technology Acquisition
Management.  System Acquisition Management
presently represents the bulk of Armscor’s
acquisition function and involves all the activities
from the translation of mission and related needs into
appropriate technical specifications, to the provision
of operationally effective, suitable, survivable and
supportable products and systems in accordance
with the stated requirements of Armscor’s clients.
Procurement Management entails the procurement
of existing commercially-off-the-shelf (COTS) or
military-off-the-shelf (MOTS) equipment. Products
System Management entails the support provided
to Armscor’s clients during the operating phase of
products and systems and includes the maintenance
and logistic support of such products and systems.
Technology Acquisition Management entails the
contracting for and development of technology in
support of future acquisition programmes.



A significant portion of the Programme Management
function in Armscor is centred on the acquisition of
complex systems and entails the execution of the
System Acquisition Management role. Armscor’s
acquisition involvement traditionally starts with
the receipt of an approved User Requirement from
its client. From there a formalized process of risk
reduction is followed, which eventually leads to the
contracting of suitable suppliers to develop and
manufacture the fully specified products or product
systems. A formalized source selection process
entailing the development and application of value
systems is followed to identify preferred suppliers
that would provide the best value for money
solutions for providing specific user requirements.
In cases where no existing products can meet the
specific user requirements, selected suppliers are
contracted to develop the required product systems
and deliver successive development models. These
development models range from Experimental
Development Modelsthrough Advanced Development
and Engineering Development Models up to Pre-
Production Models. After successful evaluation and
qualification of the designs and related production
processes, contracts are established and managed
for the required number of products and product
systems.

The proper management of acquisition programmes
demands the management of many diverse
technical, financial and other disciplines, such
as systems and logistics engineering, resource
management, contracting, quality assurance and
design assurance. At the core of all acquisition
programmes are Integrated Project Teams
that comprise members from Armscor and the
Department of Defence (DOD) with the responsibility
to properly and adequately meet all the programme
management requirements. Such integrated project
teams are led by Armscor Programme Managers
and, depending on the extent and complexity of a
programme; various domain specialists are added
to the teams to perform specific roles. In order
to properly execute their diverse responsibilities,
Armscor Programme Managers not only need to be
knowledgeable in their specific technical domains,
but also need to be proficient in, for instance, the
systems and logistics engineering, commercial and
legal fields.
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In order to properly execute its professional project
management responsibility as required by the
Armscor Act, it is essential that the proficiency level
of Armscor’s Programme Managers be maintained
and continually updated — in all the required
domains. In order to achieve this, specific in-house
developed training courses and modules have been
developed that are focussed specifically on the
competencies required by personnel in the various
subdisciplines within the acquisition environment.
These training modules, which are mostly computer
based, serve both to fast track new programme
managers and to act as refresher courses for current
programme managers.

Armscor’s Acquisition Department is functionally
structured with technical divisions focussing on
specifictechnical disciplines. The technical divisions
thus provide a home base to programme managers
specializing in the specific technical domains.
In order to improve liaison and interaction with
the DOD, Armscor’s main client, divisions within
the Acquisition Department have been grouped
together so as to mirror the structure of the DOD’s
Defence Matériel Division (DefMatDiv) as far as
possible. This grouping as far as possible provides
single points of entry to the respective DefMatDiv
Directorates and has served to provide significant
improvement in communication with the DOD.
The Acquisition Department continually strives
to improve and streamline its interaction with the
DOD and is, as a result of this effort, in the process
of developing a new departmental structure in
collaboration with the DOD’s DefMatDiv that, once
implemented, should fully satisfy the requirements
of the DOD in terms of allocation of responsibility
and should also ensure optimal employment of the
very scarce human resources that are vested in the
Acquisition Department.

The utilization of new technology in the design and
development of equipment is important in order to
optimize the cost efficiency and effectiveness of new
equipment. In order to ensure that the development
of new equipment and capabilities for the SANDF
is based on the utilization of suitable modern and
mature technology, Armscor and the DOD identify
and manage a number of technology development
programmes within local industry, which are aimed
at supporting identified future system development
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programmes. Armscor Programme Managers,
utilizing their specialist knowledge in the various
applicable technological domains, have been
very successful in identifying technology building
blocks that needed to be matured for eventual
implementation in planned development projects.
The research into and development of identified
critical technologies that are subsequently utilized
in the development of new products systems has in
the past contributed greatly towards providing the
SANDF with competitive advantages in its weapon
systems. Involvement in the initiation of new
technology development projects remains a very
important aspect of the responsibilities of Armscor’s
Programme Managers and in order to effectively
execute this responsibility it is imperative that
the programme managers remain technologically
up to date in their specific areas of expertise.
It is essential, therefore, that the programme
managers gain as much exposure as possible to new
developments in the international arena.

ACQUISITION

The core function of Armscor is to acquire
defence matériel, primarily for the South African
National Defence Force (SANDF) but also for
other Government departments and services with
permission from the Minister of Defence.

The acquisition role of Armscor entails all the
actions that need to be taken to satisfy the need for
matériel, facilities or services intended for use in
or in support of client requirements. This includes
long-term  operational research, requirement
planning, establishment and the management of
technology development, design and development
of products and systems, and the industrialization
and manufacturing of mature products and systems
that fully meet the stated user requirements.

Armscor’s acquisition role (Acquisition Business
Management) can be broadly divided into
four categories, namely System Acquisition
Management, Procurement Management, Product
Systems Management, and Technology Acquisition
Management.  System Acquisition Management
presently represents the bulk of Armscor’s
acquisition function and involves all the activities

gateway to defence solutions

from the translation of mission and related needs into
appropriate technical specifications, to the provision
of operationally effective, suitable, survivable and
supportable products and systems in accordance
with the stated requirements of Armscor’s clients.
Procurement Management entails the procurement
of existing commercially-off-the-shelf (COTS) or
military-off-the-shelf (MOTS) equipment. Products
System Management entails the support provided
to Armscor’s clients during the operating phase of
products and systems and includes the maintenance
and logistic support of such products and systems.
Technology Acquisition Management entails the
contracting for and development of technology in
support of future acquisition programmes.

A significant portion of the Programme Management
function in Armscor is centred on the acquisition of
complex systems and entails the execution of the
System Acquisition Management role. Armscor’s
acquisition involvement traditionally starts with
the receipt of an approved User Requirement
from its client. From there a formalized process
of risk reduction is followed, which eventually
leads to the contracting of suitable suppliers
to develop and manufacture the fully specified
products or product systems. A formalized source
selection process entailing the development and
application of value systems is followed to identify
preferred suppliers that would provide the best
value for money solutions for providing specific
user requirements. In cases where no existing
products can meet the specific user requirements,
selected suppliers are contracted to develop the
required product systems and deliver successive
development models. These development models
range from Experimental Development Models
through Advanced Development and Engineering
Development Models up to Pre-Production Models.
After successful evaluation and qualification of the
designs and related production processes, contracts
are established and managed for the required
number of products and product systems.



The proper management of acquisition programmes
demands the management of many diverse technical,
financial and other disciplines, such as systems
and logistics engineering, resource management,
contracting, quality assurance and design assurance.
At the core of all acquisition programmes are
Integrated Project Teams that comprise members
from Armscor and the Department of Defence (DOD)
with the responsibility to properly and adequately
meet all the programme management requirements
of acquisition programmes. Such integrated project
teams are led by Armscor Programme Managers
and, depending on the extent and complexity of a
programme, various domain specialists are attached
to the teams to perform specific roles. In order
to properly execute their diverse responsibilities,
Armscor Programme Managers not only need to be
knowledgeable in their specific technical domains,
but also need to be proficient in, for instance, the
systems and logistics engineering, commercial and
legal fields.

In order to properly execute its professional project
management responsibility as required by the
Armscor Act, it is essential that the proficiency level
of Armscor’s Programme Managers be maintained
and continually updated - in all the required
domains. In order to achieve this, specific in-house
developed training courses and modules have been
developed that are focussed specifically on the
competencies required by personnel in the various
subdisciplines within the acquisition environment.
During the past year, the first of two week-long
formal in-house courses on acquisition and project
management respectively were presented to
programme managers. These mandatory courses for
programme managers will serve as refresher courses
for experienced personnel and as introductory
courses for new personnel.

Armscor’s Acquisition Department is functionally
structured with technical divisions focussing
on specific technical disciplines. The technical
divisions thus provide a home base to programme
managers specializing in the specific technical
domains. In order to improve liaison and
interaction with the DOD — Armscor’s main client
— divisions within the Acquisition Department have
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been grouped together to mirror the Acquisition
and Procurement structures within the DOD. This
grouping as far as possible provides single points of
entry to the respective Acquisition and Procurement
Directorates and has served to provide significant
improvement in communication with the DOD.

The utilization of new technology in the design and
development of equipment is important in order
to optimize the cost efficiency and effectiveness
of new equipment. In order to ensure that the
development of new equipment and capabilities for
the SANDF is based on the utilization of suitable
modern and mature technology, Armscor and the
DOD identify and manage a number of technology
development programmes in local industry, which
are aimed at supporting identified future system
development programmes. Armscor Programme
Managers, utilizing their specialist knowledge in the
various applicable technological domains, have been
very successful in identifying technology building
blocks that needed to be matured for eventual
implementation in planned development projects.
The research into and development of identified
critical technologies that are subsequently utilized
in the development of new products systems have in
the past contributed greatly towards providing the
SANDF with competitive advantages with respect to
performance of its weapon systems. Involvement
in the initiation of new technology development
projects remains a very important aspect of the
responsibilities of Armscor’s Programme Managers,
and in order to effectively execute this responsibility
it is imperative that the programme managers
remain technologically up to date in their specific
areas of expertise. It is essential, therefore, that
the programme managers gain as much exposure as
possible to new developments in the international
arena.
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Although activities under the Strategic Defence
Package (SDP) programmes are tapering down,
these programmes continue to form a significant
part of the acquisition portfolio of Armscor. The
period under review saw significant progress on all
of the SDP programmes: commissioning of the full
complement of the Agusta Westland Super Lynx
300 maritime patrol helicopters, which are now in
the process of being integrated with the frigates
of the SA Navy; the handover and commissioning
on 26 May 2008 of the SAS QUEEN MODJADJI,
the last of the three submarines for the SA Navy;
and the handover of the first Gripen advanced
light fighter aircraft to the SA Air Force. Further
highlights on the SDP programme include the
acceptance and delivery of the last of the 24 Hawk
lead-in fighter trainer aircraft to 85 Combat Flying
School at Air Force Base Makhado, and delivery of
all but two of the 30 Agusta Westland A109 light
utility helicopters to the SA Air Force.

ACQUISITION OBJECTIVES

Armscor is still suffering from a lack of capacity to
manage all the current programmes to the depth
that is required by the DOD’s Acquisition Policy.
However, the initiatives of the Armscor Acquisition
Department are progressing well to refocus its
resources towards adding more technical value in
the relevant integrated project teams.

Strict baseline management and more formalized
Requirements Reviews on all acquisition projects
are delivering very positive results. This initiative,
which forms part of the drive to re-emphasise
technical assurance management as part of the
acquisition function, is producing benefits in terms
of exposing project risks and integration issues and
has led to the introduction of several measures
to strengthen the capability of integrated project
teams on ground level.

The first two phases of the Capability Management
initiative in the Department are complete. This
system now enables Management to gain information
on resource loading and allocation to all elements of
the business. The next phase to define and generate
job descriptions for all employees has commenced
and is progressing well.
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The updating of the Acquisition Policy and
associated Practices has been awarded a high
priority, and actions are underway to allocate more
resources to this task. The updating of the Project
Management, Capital Acquisition and the Source
Selection Practices have been identified as the
highest priorities and all efforts are directed to
completing these practice updates first.

SERVICE LEVEL AGREEMENT WITH THE
DOD

In order to ensure that the acquisition function
performed for the DOD is executed in a properly
structured, transparent and accountable manner, a
rolling three-year service level agreement between
Armscor and the DOD has been developed,
approved and implemented. Quarterly reporting to
the DOD takes place in terms of this Service Level
Agreement.

The initial Armscor DOD SLA was finalised and
signed in November 2006. An organisation-wide
initiative has been completed to update this SLA
and in particular to incorporate a detailed Business
Plan as specified in the original document. The SLA
has been submitted to the DOD for its inputs, and
is currently being updated to include these inputs
and to align it with the organisational restructuring
that occurred during the past year.

ACQUISITION HIGHLIGHTS
Maritime Systems
Type Meko®A-200 Frigates

This programme entails the acquisition of four
Meko® A-200 frigates from the German Frigate
Consortium. The frigate hulls complete with
propulsion systems were constructed in Germany,
after which they sailed to South Africa for fitment of
the combat suite by local contractors.

The frigates were all handed over to the SA Navy
and commissioned during the previous year,
and operational test and evaluation trials are
now approaching their final stages with planned
completion towards the middle of 2009. The
integration trials with the ship-borne Super Lynx
Mk 300 maritime patrol helicopters are progressing
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satisfactorily, and should also be completed by mid
20009.

A number of engineering changes are presently
being executed in order to address a number of
identified safety and operational requirements and
to meet requirements which were omitted from the
original contract because of budget restraints at the
time. These will take the project well into 2010.

Class 209 Mod 1400 Submarines

The submarine acquisition programme has
progressed exceptionally well and the last of the
three submarines, SAS QUEEN MODJADJI, was
commissioned in Simon’s Town on 26 May 2008.
All three submarines are presently undergoing test
and evaluation trials in local waters.

Messrs Germanischer Lloyd completed the sea-
going inspections for the initial survey of SAS
Queen Modjadji, and a classification certificate
was issued in this regard. Germanischer Lloyd was
impressed with the condition of the submarine and
the competency exhibited by the crew members.

Airborne Systems
Rooivalk Attack Helicopter

This programme entails the development and
production of 12 Rooivalk combat patrol helicopters
by Denel.

e  Progress on achieving the Interim Operational
Baseline to enable deployment for peace
support operations of the Rooivalk is on track,
and the aircraft has been released for limited
Operational Test and Evaluation.

At the end of the reporting period, four aircraft had
been deployed to 16 Squadron, AFB Bloemspruit,
for Operational Test and Evaluation (OT&E)
purposes. It is anticipated that type certification
for the helicopters will be issued by mid July 2009
for fleet modification and retrofit, after which all
aircraft will be upgraded to the final status before
delivery to 16 Squadron for operational use.

Maritime Patrol Helicopter

This programme entails the acquisition of four
Super Lynx 300 maritime patrol helicopters from
Agusta Westland in the UK. These helicopters will
be used on board the four Meko 200 corvettes of
the SA Navy and will supplement the capabilities
of the frigates.

All four the maritime patrol helicopters were
delivered to South Africa during July 2007, and
during the reporting period the programme has been
in the process of Operational Test and Evaluation
(OT&E) by the SAAF. The Operational Test and
Evaluation is being conducted in preparation for
Release to Service, which is planned for the last
quarter of 2009. OT&E includes the integration
of the helicopters with the SA Navy’s frigates for
embarked naval operations where the SAAF'’s
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Super Lynx helicopters provide an organic aviation
capability to the SA Navy's Valour Class FSG Vessel
System.

Light Utility Helicopters

This programme entails the acquisition of 30
Agusta A109 light utility helicopters from Agusta
Westland in Italy. At the end of the reporting period,
twenty-eight of the thirty helicopters ordered had
been delivered to the SAAF.

The second reliability monitoring report was
published, indicating that the contracted reliability
requirements are being exceeded. It is expected that
once all reliability improvements already agreed to
have been implemented, the reliability requirements
will exceed the contracted requirements by a
substantial margin.

The retrofit of the first helicopter, bringing it
to the final production baseline (excluding the
communications upgrade), was completed at the
end of the reporting period. The retrofit programme
will continue at a rate of two to three helicopters per
month, with an expected completion date of March
2010.

Airbus A400M Strategic Heavy-Lift Transport
Aircraft

This programme entails the acquisition of eight
Airbus A400M strategic heavy-lift aircraft from
Airbus Military S.L. (AMSL) as part of a nine nation
co-operative programme. Delivery of the South
African aircraft is contractually scheduled for the
period 2010 to 2012.

The contract with Airbus Military S.L. (AMSL) to
participate in the development of the A400M and
the delivery of eight aircraft over the period 2010 to
2012 wassigned on 28 April 2005. The participating
nations are Germany, France, UK, Spain, Turkey,
Belgium and Luxembourg, represented by OCCAR
as their procurement agency. Both South Africa and
Malaysia have subsequently joined as programme
partners.

This programme is unfortunately suffering from
serious delays and first flight of the aircraft, which
was originally scheduled to take place in January
2008, may now only occur during the last quarter of
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2009. Progress of this programme is being carefully
monitored, and on 1 April 2009 Armscor issued
a letter to AMSL reserving its right to terminate.
Increased communication between Armscor and
OCCAR (the European contracting agency) has been
established and all options are being considered
together with the DOD and other stakeholders.

Advanced Light Fighter Aircraft

This programme entails the acquisition of 26 SAAB
JAS 39 Gripen advanced light fighter aircraft from
SAAB in Sweden. The contract originally provided
for 28 (9 dual seat and 19 single seat) aircraft,
but these have subsequently been reduced to 26
to allow the funds for two aircraft to be utilized for
additional functionality and logistics.

The Gripen commissioning ceremony was held on
the opening day of AAD 2008 and was amongst
others attended by the Minister of Defence, Chief of
South African National Defence Force, Chief of the
Air Force, Armscor CEO and members of Armscor’s
Board of Directors. The Gripen inauguration function
was held on 21 November 2008 at Air Force Base
Makhado to celebrate the arrival of the Gripen
aircraft at the base. The highlight of the ceremony
was the Gripen two-ship fly past and air show.

Acceptance of the 7th Gripen dual seater aircraft
was completed in Sweden at the end of February
2009, and both the 6th and 7th aircraft were
shipped from Sweden on 6 March 2009 with a
planned arrival in RSA in the first week of April
20009.

Lead-In Fighter Trainer Aircraft

This programme provides for the acquisition of 24
Hawk 120 lead-in fighter trainer aircraft from BAE
Systems in the UK. The LIFT aircraft will primarily
be utilized as lead-in trainers during the progression
of pilots from their initial flying training on Pilatus
Astra trainers to the Gripen ALFA. As part of the DIP
programme, all twenty-four aircraft were assembled
locally by Denel Aviation.

All 24 aircraft have now been accepted and
delivered to 85 Combat Flying School at Air Force
Base Makhado. The simulated radar functionality,
with eight aircraft on the airborne network, was
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successfully tested at AFB Makhado with a ninth
aircraft joining the group for a fly past over the
base.

New Generation Short Range Air-to-Air Missile

This programme entails the development of the
A-Darter short range air-to-air missile system by
Denel, co-funded by the Brazilian Air Force.

The development programme is progressing
exceptionally well, and towards the latter part of
the reporting period the development focus had
shifted to testing and evaluating of the missile
subsystems. Following the successful launch of a
ballistic missile in November 2008, three ground
launched pre-programmed missiles were launched
in February and March 2009 to evaluate missile
airframe characteristics and controllability. The
tests were extremely successful, in the sense that
the missiles performed very close to the flight paths
predicted by simulation. In parallel the missile’s
seeker was evaluated in carriage trials utilising an
instrumented pod. The seeker performed better
than expected for this early phase of development.
The successful flight tests have also contributed to
the successful completion of the Preliminary Design
Review (PDR) of the missile front section.

The co-operation between the Brazilian Air Force and
the South African Air Force was further strengthened
by the joint acceptance and approval b