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State set to give
nod to ‘painful’
revamp plan

Business Day

Denel’s latest round of blanks gives weary state a dilemma: save it or

get shot of it?

Public Policy Corresponde

DENEL's plea for a R5bn
debate on whether the al

Although pacifists will prg
Denel, defence industry ¢
play in the country’s ecor

Denel scandal casts shadow over SA's standing

De

By KIM HELFRICH
ALLEGATIONS of bribery b
Denel “could cast a long shado
ica’s standing in the
international community and it is
imperative the parastatal ount
for its actions to Parliament.
“It is unacceptable for a South
can firm, much less a para-
statal and weapons manufactur
to be allegedly involved in corrup-
tion,” DA defence spokesman

Rafeek Shah said.
He has written to Professor
Kader Asmal, chairman of the
portfolio committee, re-
it to summon the arms
er to answer at least

hah’s letter has also
ed to Public Enter

ister Alec Erwin, in
ow nr‘d enter-

The quo«t;nns Shah wants
Denel t
® Wa any
arms c etween Denel and
Ind ia lhdt no aant< commissions,

rould be used

ion mandatory
under Indian law?
® Did Denel contravene any such
\tlpllldhﬂn' d
@ What is the relationship

but has been unable to s
investment.

for arms maker

Lene 1 R Lo

T

Denel gets
warning on
Indian deal

hetween Denel and Vara ssoci-
bet Denel and Varas Assocl

involved in corruption for the anti-
materiel rifle deal)?
“South Afr
an obligation to respect th
rnuntrw; they do busine
a has launched a full
igation into this mat
1o the right thing and
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Denel shoots itself

he Indian government's cancellation of a

contract for our country’s state arms

manufacturer Denel to supply it with 400
anti-matériel rifles (AMRs) is a costly
embarrassment to South Africa.

Denel more than R1'6bn in the red A v accuses Denel of corruption,

1the precise circumstances have not been
Continued from Page One

Denel looks to be in
a financial hellhole

Arms 1
! NINE

d. Some Indian media are speculating that
1s been caught in the crossfire of domestic
score-settling. Denel itself has firmly
ny wrongdoing and says it has not yet been
of the decision.
:t was relatively small - worth
nt the real danger is that
1as also suspended, and may
lal Denel contracts worth

momhs; Denel would be forced
to _quit some of its businesses,

to ensure it retained its intellec-

Bure ?
. tual propertv rights.

Sunday Times

R5bn lifeline to Denel wrong: DA

dise the very existence of the

s have already cost the jobs of a
d a leading MP Now annther

Denel loses millions, staff cuts expected

South Afric
oppose the
rand lifeline

reall

| to

In a staterr
enterprises
during whic

DA spokesr|

"The path t|

- the current financial year and will be look-

non-core at

Denel made a loss of between R850-million
and R1,6-billion in the past financial year
and appears set to slash its products and
staff, MPs heard yesterday. .
© The loss included R64-million in per-
formance guarantees that were called back
by India following its investigation into an
arms deal with South Africa.
The State-owned arms manufacturer
also expects to make a R700-million loss for

ing to government to keep it afloat.

Denel CEQ Shaun Liebenberg yesterday
told Parliament that the company was
“under immense pressure” and had come
“close to insolvency” several times.

Liebenberg presented the figures to a
joint sitting of Parliament’s committee on
public enterprises and the National Coun-

cil of Provinces select committee on labour

and public enterprises. Although Denel
has this year received a “cash injection” to

tide them over, Liebenberg said the com-
pany has approached the National Trea-
sury for a complete recapitalisation. [
It also appears definite that Denel will I
cut down on its range of products and |

' slash the number of staff. Liebenberg said |

the company hoped to dispose of 80% on |
non-core businesses. There was also not
enough work for the 10 200 Denel employ-
ees, he said. - Janine Stephen

See Business Report

Enterprises and manégem'ent at Denel address the situation, the bloated
parastatal risks becoming a permanent drain on the fiscus."
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Swedish lifeline for Denel

Saab venture shows term future of our aerospace in-  offset obligations totalling 46700 IS Vi L e R e S |

wo] SAKE-BEELD (Business)— front page 19 - Friday, 20 October 2006 |

write .
- Denel sets its
DENEL SHIP’S BOW AIMING FOR PROFIT WATERS AGAIN sights on Europe .

By KIM HELFRICH
NEW Denel chief executive Shaun
Liebenberg is ringing the changes
YRR TENCY O ~ g in his efforts to turn the troubled
BlJbl\Iﬂbletl)OR I defence industry supplier into a
profitable parastatal.
Denel nets R400m from asset sales In the past Malaysia and South
July 26, 2006 America have been the objects of
L ,{! Denel’s marketing efforts, but this
’é is changing with the focus now un
Europe. -

With an eye on global partner-
ships, Denel will be showing niche
Johannesburg Denel has completed the sale of its non-core businesses and Shaun Liebenberg, § defence and aerospace equipment

Sy L Py S gy e pRaper | R N | Ry | [ S T eIy P ey P e | R at DSEI 2005, theprEmiEr defence
exhibition in Europe this week.
MA“— AND GUARDIAN The locally designed and manu-
T = ¥ factured LCT-30 turret will be fit-
Flrm support for Denel ted to a Finnish Patria vehicle.
15 February 2006 03:32 - ONLINE Denel will also show its Eagle
Eye target locailtﬁon binoculars,
: P : and its pilot helmet sightin
The anticipated expenditure outcome for 2005/06 of R419-billion took int trackmgpsi,stem_ ghting and
and unavoidable expenditure of R2-billion to the state arms company Dejj Infrared imaging cameras and

oy z . : the Goshawk and LEO surveil-
R2,7-billion to the Road Accident Fund, reported South African Finance | {ncs equiinmient, 1ied iabonb

countries worldwide, will also be
ondisplay. < A:mh(,c:t:zen co.z4 1 G

Saab, Denel Lay Blg Pla,ns for New gom verure

By BROOKS TIGNER, = - I Far beyond aerostructures, however, lie
’ the possibilities for Saab and Denel to tack-
| P ] T

Antoinette Slabbert — Denel’s new management team has the bankrupt ship afloat again ¢
Slouil\f it atAaaAilg nl-nnrin-rc it +~ omfadus

3 By Mzwandile Faniso
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Eurocopter formally certified Denel Aviation, a subsidiary of Denel (Pty) Ltd.
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Advanced

State backing earns Denel ratings boost from

F| tch

Trade and Industry Correspondent

RATING agency Fitch Ratings yester
affirmed defence parastatal Denel's
national ratings at long-term AA(zaf)
stable outlook and short-term F1+(z

Opinion & Analysis

- Comment & Analysis

- The Bottom Lire
- Management &
Leadership

Classic Business Day

= Transcripts
Special Reports
Arts & Leisure

at Ah(zaf).

“The affirmation relies heavily on Fit
shareholder, the department of publ
returning Denel to profitability in the

Denel's senior unsecured rand-deno

Irene-based defence company, Denel,
recontly announced thal Alrbus Military in
‘Germany it a contract to built
part of the internal skeleton of the new
Alrbus A400M military transpart alreraft,

Danal will design and manufacture the
ribs, spars and sword - [erally the "bones®
that form the skelston structure of the air-
crafts vertical tailplane (VTH),

The VTP spars are approximately 7
meters in length, the longest single mona-
fithic. carbon composite structure yet to ba
manufactured at Denel's Aerostructures
facilty near O.R. Tambo International Alr-

mummmm&mh
and sup-
ply of components awarded to Denel since

the ALOOM programme in Apnl 2005,

*roof® structure of the aircraft. Thata piaces
have already been bullt into the fuselage of
tha first A400M currently besng assembled in |
Breman, Gormany.

Ancther Lrge AJ00M section thal Denel
is manulacturing is the wing-to-luselage fair-
ing. This precision-angineerad structure is
one of the most important aerodynamic ele-
ments of the alrerah, ansuring a smaoth,
streamiined and undisrupted flow of air
‘around the area whers the wings and airerafl

The ADOM, the words most modern
military transport aircralt of which 180 exam-
ples were ordered by seven European
NATO nations, will first fiy in 2008. The South

It said the defence department also supported the global aerospace and defence
systems supplier ‘s recovery.

BUSINESS DAY, p.17 (front page Companies)

- Thursday, April 26, 2007

Abelul Mil
; Tiade and Indusiry Editar

LOCAL arms manufacturer Denel has
scooped a Rlbn air-to-air missile joint-
venture contract with the Brazilian air
force.

This is seen as the coming to fruition
of the south-south co-operation agree-
ment recently initiated by President
Thato Mbeki and his Brazilian counter-
part, Luiz Indcio Lula da Silva,

The contract, signed by Armscor on
behalf of the South African National
Defence Force (SANDF) on ay last
week, will see the start of the latest gen-
eration of the A-Darter air-to-air missile
jtgrogmmme 1t will be developed by and

or broth the SANDF and the Brazilian air
force.

Sam Basch, defence analyst at Denel,
says the 2m-long missile has been under
development in A for more than two
years. It has been tested using a motor
from a smaller antitank missile, inwhatis
called a “boosted launch®,

It would be manufactured locally,
using parts from SA and Brazil, both of
which have missile capabilities. The
logistics as to which specific parts would
be sourced from which country are still

DECEMBER 2006

okesman Joe
~F

Hercules.

Mr Sam Basch, Group Manager:
Corporate Communication of Denal lobd
Canturion News,
A400M programme Denel and Centurion-
based Aerosud will contribute signdicantly
to South Alrica's serospace industry capa-
Dility, espcially in areas ke nicha enginear-
ing, design. manulacturing and deveiop-
mant services for aircralt systema.

SAAB of Sweden recently acquired a
2% squity holding In Denefs Acrostruc-
tures busaness. a

Graphics supplied by Danel

CENTURION NEWS

Denel now supplies airbus tail ‘structures’

South Aliica became an industrial partner in - Alrican Alr Force (SAAF) will got exght of
these airlifiers that will enable i forces

Earlier this year Denel delivered the first  around the world 1o camy oul humaniarian
et of A400M fuselage top-shells, part of the  and podcakooping actiiles

Canturion News reported in December
2003 on the development of the A40OM Dy
Danal and Asrosud Holdings in Pierre van
Ryneveld Park as partners. According fo a
spokosperson from Acrosud Holdings el
that stage, the A4DOM can be ciassified in
the same group as the Lockheed C-130

Denel scoops missile
deal with Brazilians

skills, training, and technology between
the two countries.

“Already, 10 Brazilian air force
members are working on the programme
at the Denel Dynamics plant and they
will be supplemented by a further 20
people from Brazilian defence compa-
nies,” said Makhafola.

He said the A-Darter missile develop-
ment, which will be conducted by Denel
Dynamies, was important to the
aerospace cluster in  equipping the
aircraft of both air forces.

“The A-Darter missile will guarantee a
credible deterrent for the South African
Air Force and will maintain and expand
the local capabilitics in this field over the
next 15 years,” said Makhafola.

He said future missile export
contracts, flowing from this programme,
were expected to add another R2bn over
the 15-year period, adding to the sustain-
ability and viability of Denel Dynamics.

He said that about 200 engineers
would be required over the duration of
the contract.

“Already there are signs that increas-
ing mumbers of young engineers are
being attracted to Denel, specifically to
be part of leading-edge technological
projects such as that offered by the A-
Darter  development contract,”  said
Makhafola.

Tha marlat walne of the international
d at about

3 upplier.

"By panicipating in the




ENGINEERING NEWS Denel teams up

with Carl Zeiss

By KIM HELFRICH
Denel lands R8bn SANDF contract for new- THE partnership between German optical giant

S _ Zeiss and Denel Optronics has ensured the fu-
generation vehicle i 0102
3 re he
‘ment
iefex-
el re-
of its

Defence Force (SANDF) to develop the South African A
vehicle. today
south
The contract, dubbed Project Hoefyster, is the largest ¢ 'gsdag;
16-year history. .are-
“This Armscor contract puts Denel Land Systems on the¢ Zeiss
Liebenberg said, adding that the deal signalled the con

confidence in the local defence industry’s capabilities.




8 CITY PRESS 18 MARCH 2007

BUSINESS

Denel gets
German
arm in deal

European investor’s stake a bid to boost
business for ailing defence parastatal

t CITY PRESS 8 APRIL 2007

Landmine-tracking outfit
may boost 2010 security

MALOSE MONAMA band. Thesystemcanalsobeused a former South African Police
E— n parking Service training area.
Given that their systems were

THE rest) DE“BI poised fur 1 05 mm artilleryI syStem c“"tract deal for highly specialised, Rossouw said

ca’'s loss suspect  they preferred to implement solu

gained m ited for tionson behalf of customers raih
fer of ma Dl Lgond Syiterr if expspcied — _

business It be qwstted § carie bl fegen

GLI;:;::T’E Armycor. 1ie Soath Africss delense Mk | Egane Media'a
ond Dene Froremen| gy, lar develepment S ! E"GINEEHING NEws
national i of a new 105 mm arilbery yslem far e L -
ness and meei the requirersents al fhe South Jeweiopmen of fhe !
W 1] el

kets,

The sal RS dwy
tures o} e sl R AL LOCAL SUPPLIERS
tems com a2 i y i B 56 vrler g repde] n Though

acquired e

tures uni

et e st e inted ko Denel commits to 70% local content for R8bn Hoefyster
Eﬁ;’tgi*g eyt oy N contract

units witl - 30 105 s ystem what By: Mariaan Olivier

business.

assets ha g it e Published: 18 May 07 - 10:46

restructu)
The de
securing

securing A T AR N The State-owned arms manufacturer, Denel, has earmarked more than 70%, or
Carl % . o R5,6-billion, of its R8-billion Project Hoefyster, for local suppliers, Denel
spokesperson Sam Basch said on Friday.

Basch said, however, that it was too early to determine what percentage would




Denel Offers an Impressive
Product and| Service Portfolio. . .

10



DEVELOPMENT AND
LOW VOLUME
PRODUCTION

Unmanned
Aerial Vehicles

Missiles

A Optical and
laser technologies

AIRCRAFT COMPONENT
DESIGN, MANUFACTURE
AND ASSEMBLY

Gripen
fighter

Agusta A109

AIRCRAFT
MAINTENANCE AND
UPGRADES

" Helicopters

Fixed-wing transport

i ELp

Fighters




DLS Lyttelton has Several World
Class Products in Its Portfoelio

DEVELOPMENT AND DEVELOPMENT AND

PRODUCTION OF LARGE PRODUCTION OF

MEDIUM AND SMALL
CALIBRE ARTILLERY CALIBRE WEAPONS

MAINTENANCE AND
UPGRADES

4



Fixed Cost Problem e T

e |nsufficient local sales

o EXporthbusiness takes place to fragmentediexport
markets, mostly’ develeping countries

o This export BUSINESS IS start-stop type bUSINESS
o Generally lessipalitically stable markets
e High sales costs

o These markets buy malnly on prlce and'no Iong term
repeat erder bUSINEesSs Is achleved

' L .\"‘- L. 13
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A Process of Discovery.

 Legal agreements

e | egacy contracts

ﬁ_‘

\ m@
L 1 b

~¥

1Sl

\
ﬂ@\ﬂ o

 BGm

P
| S—
QO
=
@
T
mm
=
A o
[ )

e Poor

management

skills

e Governance

ISSUes

e Labour Issues.
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A Process of Discovery. N -

» Discussions with
stakeholders to Improeve
order cover

 Discussionswith industryto
Improve synergies

 Legal agreementsand
Legacy contracis'—
renegotiate or. terminate

 Sell off non-core assets
R1bn

* New and/erimproved
management skills

* |mproved governance Issues
and controls 3

 [Labour issues resolved. // 4 N

15
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Einancial Indicators B .

0J0
4007 -
240]0
0
200
210[0)
26]0[0)
-800
=110/0/0)

1996 1997 1998 1999 2000 2001 2002 2003 2004 2005

PROFIT (LOSS)
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Year-EnarResults

Orde .P )=

* Annual Repor:

» Conclusion =y w y
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Ourr Challenge Do e

‘Fixing’ Penel means . . .

Becoming a profitable, commercially viable and dynamic
entity,

Deliverng cansistent, real growth

Attracting, develoeping, retaining and appropriately rewarding
world-class;skills

Achieving waorid class productivity,
[FecUSIing|en the areas wWhere we can compete credibly

Partnering with state agencies to meet the defence needs of
the country.

Developing partnerships/alliance ventures with true value
add.

18
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Key: Messages R o T

1. Muchrafithe glebal defence spend is inaccessible to independent
contracters, making players highly reliant enitheirdemestic
markets, Eurthermore, changes in the industry are forcing players
to consalidate; build alliances and carefully focus; their businesses

2. Denel no/lengerhas a large domestic market to pravide the scale
to succeed as an mdependent global 'systems mtegrator and
exporter; afia bread range of, products on the mnternational markets

3. Tjo/succeed, Denel Is pursuing a strategy based on prime
contracting in the demestic market and the export of systems and

components threaugh selective equity: partnerships and alllances
with global prime contractaors.

19
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Il

The Global Defence Industry Has
Undergone Significant Change Over

the Past Decade, and the Pace of Change
WillfIncrease

D E N E L

FORCES EORICHANGE IMBLICATIONS

Lengthening product life cycles and

Declining defence reducing demand for new platforms

spend Shift to smaller, more mobile weapons and

increasing use of electronics

Increasing consolidation to achieve
minimum scale

Smaller players forming global alliances
and focusing on:
— Supply of systems, sub-systems and
components to alliance partners
— Fulfilling maintenance and upgrade
role for domestic customer

Changing nature of
conflicts and shifting
customer needs

_,/ N Ny . 21
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Declining; Defence Spend and Increasing

R&ID Casts Have Driven Consolidation of =

Prime Contracters  Across Alll Sectors

US AEROSPACE EXAMPLE

In 1992, the US Defence
Department encouraged
manufacturers to merge
in order to cope with
drastic budget cuts:

“By 1996, American
defence budget
expenditure on
equipment procurement
and R&D will fall by over
40%, from $117b to
$68b”

1992: Over 30 companies

Lockheed Martin

General Dynamics A/C
Martin Marietta GE Aerospace

Loral

Computer Affiliated Svc. Inc.

Rockwell Aerospace
McDonnell Douglas
Hughes Space
Continental Graphics

e Jeppesen

Flight Safety Training
Raytheon

BAE Corp Jets
E-Systems

e Texas Instruments (Def.)

Hughes Defense
General Dynamics
Bath Iron Works
NASSCO Holds.
Gulfstream
Galaxy Aerosp.
Motorola [ISG

GM Defense

¢ Veridian

Northrop Grumman
Grumman

¢ Westinghouse ESD

Logicon

¢ Aerojet EIS

Newport News Ships

e TRW

XonTech

2005: Five consolidated groups

Raytheon

(-

BOEING

LOCKNEED MAR

22
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Leoeking Ahead, Successful Players, Will _ =
Require BothiPrivileged Access andfa ———

Commercial @rientation

PRIVILEGED ,
ACCESS o Large domestic demand and guaranteed access to

domestic programmes

Captive Market  Reliable multi-year R&D funding to retain atechno-
logical edge in an increasingly glebalised market

FRULIEEY SRR » Consistent, active support from goevernment for export
sales

COMMERCIAL
ORIENTATION

» Specific products ar rales inthe value chain with
defendable positions
* Integration into a network of: OEMs and sub-suppliers
to gain market access, skills and minimum scale
» World class capabilities and productivity
23
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Denel has Largely Lost Its Captive
Demestic Funding Base.. . .

Rm, Real 2005

RSA Defence Spend Recovered Since 2000. . | ... But Denel did not participate in this recovery

* Recent spend increase 14 000
not in areas where Denel
has capabilities

* Spend levels will decline
by 2010

12 000

10000 F

Total SAJ] 8000
defence
spend 6 000

Total Denel

4000 !
revenue

2000 Denel exports

Denel local
sales

O | W T TN TN TN TN N N N N [ U T U U — ) 0 | W T TN TN N NN TS T [N N [N U U U ——

1985 1990 1995 2000 2005 1985 1990 1995 2000 2005

*Pre-1992 figures estimated from Armscor and defence industry data ESTIMATES

24
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... Ilhe Fivellndustry Success Factors ——N

D E N E L

Should Fermithe Eounding Principles: of —

the Future Denel

WHAT THIS MEANS

PRIVILEGED

ACCESS 1.

Captive Market

2.
Political Support

COMMERCIAL
ORIENTATION

Focus
4,
Alliances

Excellent Execution

Secure privileged access to a guaranteed
minimum proportion 6fiRSA defence development
and procurement:spend

Partner with the state agencies — joint:business
planning and|export:marketing responsibilities

Focus on growing the.commercially viable
businesses where Denel has real/technological
leadership; other businesses ring-fenced or
operated under.management contracts

Secure scale through equity business
partnerships with major; global players

Raise capabilities and productivity to world class
levels; exit businesses where this cannot be

achieved
25
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Strategy’ Imperatives
Single Vision  Anything Else Will'Net Help

From: Misalignment Amongst Stakeholders To: Single Vision and Purpose

President Portfolio Ministers —
and DPE, DoD, Foreign
Cabinet Affairs, Finance

L

One Team

President and Cabinet
Portfolio Ministers / DOD
Executive Denel Board
Team Denel Executive Team

27
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The Five Pillars of the Macro Strategy

1. Secure privileged

accesstoa
guaranteed
minimum portion
of South Africa’s
defence
development and
procurement
spend.

2. Partner with

state agencies
to do joint
business
planning and to
establish export
marketing
responsibilities.
These two factors
translate into the
‘captive market’
and ‘political
support’ that
make
international
major defence
prime contractors

successful.

3. Focus on growing

the commercially
viable businesses
where Denel has
real technological
leadership.
Denel’s other
businesses will be
ring-fenced,
operated under
management
contracts or
exited.

. Secure equity

business
partnerships
with major global
players.

¢l

5. Raise
capabilities and
productivity to
world-class
levels.

Implement effective transformation and people management throughout the organisation.

FOUNDATION STONE

Global supplier of world-c

sroducts
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Iﬂ

D E N E L

Denel Structure

Minister of Public Enterprises
Mr Alec Erwin

Denel (Pty) Ltd

Denel Saab

Denel Mechem
Munitions (Pty) Ltd Aef(OPSttyf)Ufttgres

Carl Zeiss Turbomeca
Optronics Africa

Denel

Land Systems

Denel Denel

Dynamics Aviation (Pty) Ltd (Pty) Ltd

* Denel Shareholding

30



Structured Approach 5 & ~n & T
Structured! Denel NewCo Appreach

PHASE 1 (Explore) Structured Risk Management in Place
* |dentify Potential Partners

* Develop Business Plan
* Ring Fence Business

NewCo Approach Outcomes:
» Restructured Businesses:
Exit “bad” Business

PHASE 2 (Uncover) Access Markets - Stable

« Full Risk Assessment Turnover/Order Books

e Data Room - Full Disclosure
* Due Diligence with Partner

Rightsized
Inject Management Skills - Improve

Operations

Apply Recap/Guarantees

« Recap/Guarantees More Defence Spend Access
« Business Arrangements » Performance Based Contracts

« Equity Partner & SANDF » NewCo Board - Strengthen
Governance

* Ring Fenced PTY (Ltd) Risk
Containment

PHASE 3 (Define)




Equity Partiner Process 5 & N & T

o SAABJ//IDenel Aerastructures — completed 2007
o Zeiss //@ptrenics — completed 2007
* Turbemeca Africa — completed 2002

« Denel/Munitions;— Equity Transaction prepoesal submitted and
approved by DeneliBeard (PEMA application submitted)

« [DenellUAVS — Equity Transaction propoesal submitted and approved
by Denel Beard (PEMA application submitted).

-4
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Denel Munitions B E N E T
R

o Core Competencies — Current

» Designiand manufacture of,small, medium and/large calibre
ammunition and ammunition manufacturing facilities

e [uture FocUS

* Internationalfniiche markets for innovative
products /
 Insensitive munitions; (IM) 4
« Equity partner.shareholding,
on-going disCUsSsIons with
a major Eurepean company.
» Potential split ofismallland medium

e Turnover/Staff
— R1,100m/3100.

33
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Denell Munitions

DENEL MUNITIONS
Sales Risk Analysis

» Breakeven O Local Orders @ Local Planned Sales m Export Orders B Export Planned Sales

34
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Denell Munitions

DENEL MUNITIONS
(Exports at a 50% success)

» Breakeven O Local Orders @ Local Planned Sales m Export Orders B Export Planned Sales

5]
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Areas of Concern - Munitions B E N E L

» [ar short of orders fer current year; or future years — breakeven
R 1.2 billion

 Currentlecaliarders from SANDF circa R 120 millien

e Uncertainty with regard/to further orders tosbe placed for current
year by SANDE

« No visibilty on future reguirements fory SANDE
« EXxport orders;imconsistent and Iow to negative margin i _ .

e This business is likely:to become insolvent by the: end of the
current financial year; if the altefnatives roposed are not
implemented 'q |

36
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Denel Aviation D E N E L

» (Core competencies;- Current

— Accredited maintenance and repair erganisation (MRO) for.military and
civilian fixed-wing and retary-wing aircraft

— Rooivalkinew reporting thraugh to Aviation

e [ocus

— Further international
accreditation and PSS

— Worldwide trend te euiseurcing
maintenance

— Anannual grewth 61i10%:is
projected in thisimarket for
the next 10/ years

e Turnover/Staff
— R550m/1300.

Global supplier of world-class products



Denell Aviation

DENEL AVIATION
Sales Risk Analysis (Excl AMG Order)

» Breakeven O Local Orders @ Local Planned Sales m Export Orders B Export Planned Sales
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Areas of Concern - Aviation B —

« Duplication between SAAE and/Denel Aviation|in areas of manpower,
equipment, facilities

o Opportunity’exists to create a model of co-sharing/of all/resources

« Benefit will'lead te overall efficiency in Maintenance and Repair
activities in lime:with international best practice

« This will lead te,cost aptimisation

» Due to relativelyhighrnumber of platforms, each wititlow volumes
criticallmass;hecomes;difficult —

=T

« As such, a model of “single source ' supply-will bg Fequired for new
generation platferms. \ '
4
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Denel Aviation - Roolvalk B E N E T

« [Denel/lost the bid to the Turkish Gevernment inearly
210J0)77

o The implementation of the: SAAFE contract for; 12
Rooivalk:Attack:Helicopters continues

« Denel Aviation; as:tie design authority, will'continue
to provide after'sales;support once the delivery;ofithe
12 helicopters is completed

o Strategic decision from the: SAAEY
Rooivalkreguired given potential
redundancy;and lengterm suppoft
requirements
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Denel Dynamics -
——

« Core competencies, - current
— Missiles, DISS and/UAVs

 Products

— Ingwe; Moekaepa, Umkhonto, A-Darter,
R-Darter, Seeker 2, Skua, Umbane
and Arachnida (WMS), Raptor,
GBADS.

e [Future

e Turnover/Staff
— R750m/800.
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Denel Dynamics

DENEL DYNAMICS
Sales risk analysis

—» Breakeven mLocal Orders OLocal Planned Sales m Export Orders 0 Export Planned Sales ‘
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Areas of Concern - Missiles B E ~ £ T

 The husiness cannot:achieve sufficient sales to cover overheads
In the short to medium term

« A-Darter;hasine preduction orders as yet

» Business has a number of legacy contractssthat must be
addressed

* The business will'lbecame insolvent by the end of the current
financial year unless;all'stakeholders find'a solution

« Various strategies;are being mvestlgated to retain capablllty
and to/look‘at:eptimising|the capability

/R
.{.—ql =
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Denel Land Systems B

|m
4
m
r

» Hoefyster will create future base load//Company remains
effectively aisingle project company.

« Very dependent on Heefyster production orders - Needs
alternative revenue from mternational markets

e Future EocUs

» Focused provider of landward Defence
systems salutions

« Equity partner/swithiconsolidated |,
local and internatiefalfmdustry /

* Prime contractar, system integrator
and supplierefisubsystems in
Infantry;weapons;, artillery gu
systems, combat turrets (s all arms?)

.

| 8 N\ "
* Turnover /Staff 1/ & > e
— R430m/440. W/ < £% - _
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Denel Land Systems

DLSL
(Exports at 50% success)

Breakeven @ Local Orders & Local Planned Sales m Export Orders B Export Planned Sales
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Denel Land Systems

DLSL
(Exports at 50% success)

08/09 09/10 10/11 11/12 12/13 13/14 15/16

» Breakeven O Local Orders @ Local Planned Sales m Export Orders B Export Planned Sales ‘
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Denel Saab Aerostructures b Y= .
(Pty) Ltd

20% Equity shareholding| by Saab
AB

FOCUS 011l COMPOSItES,
aerostructures;design and
manufacturing; glebal/leader: in
aerostructures; forAfrica

Current Products

— A400M aerastructures, Gripen
aerostructures; Hawk
aerostructures; Agusta A109
assembly’ & manufacturing,
Boeing components

Turnover/Staff
— R220m/780.
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Carl Zeiss Optronics (Pty) Ltd

o Equity, Partnership
— [DPenelishareholding|30%

o Core compeiencies
— Design, develepment, manufacture and
support oft military;and civilian electro- optlcal
products,
 Products
— Range of image:stabilized optloél

surveillanceisystems, laser rar{ge finders and

systems

e Turnover/Staff
— R330m/370.
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Mechem (Pty) Ltd 5 £ N = L

e [uture Focus

— [Local and!international markets for landmine
clearance and/contraband detection.

 Prospects y
— UN estimates there are 110 |
million/ landmines acress
15 countries
— Strategic decision

made te diversity/Into
contraband detection.

/ —

: |
T — —— L
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e Turnover/Staff N ™
— R110m/50. il DN
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Annuall REpI:

conclusion
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II

Financiall Highlights — 06/07 N aa
ltem 2007 R millions | 2006 R millions
Turnover 3,268.1 2,(73.2
Gross profit 754.0 (131.1)
Loss before taxation (500.9) (1,291.4)
Net Loss (549.1) (1,363.4) |___ _

=
-
=
|
E
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IU

Group Income Statement for the s—=—=s_+¢ <
Year Ended 31 March 2007

Description Year-end
31-Mar-07 | 31-Mar-07 || 31-Mar-06
Actual Budget Actual
Rm Rm Rm
Turnowver 3,268.1 3,598.2 2,773.2
Gross profit/(loss) 754.0 553.5 (131.1)
GP as % of revenue 23% 15% -5%
Other income 116.6 6.5 209.9
Operating costs (1,257.4) (1,109.2) (550 I==
Operating profit (loss) (386.8) (549.2) (1,076.3)
Interest paid (143.0) (96.1) (187.8)
Profit (loss) on ordinary activities before tax (500.9) (677.3) (1,291.4)|
Tax (6.4) (6.9) (19.3)
Income from associates and minority interest 28.9 3.6
Profit (loss) on ordinary activities after tax (549.1) (684.2) (1,363.4)
B o % 9 52
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Balance Sheet
— 3dsttVarch 2007,

31 March 2007 31 March 2006
Actual Actual

Description
Rm Rm

Non-current assets

Current assets

* Trade and other receivables

* |nventories

Non-current assets held for sale

Total assets

Total equity

Non-current liabilities

Current liabilities

» Trade and other payables

* Provisions

Total equity and liabilities




Cash Flow!Before
Einancing AGLVIties
— SistVarch 2007

Description

31 March 2007

31 March 2006

Actual

Rm

Actual

Rm (restated)

Cash utilized in operating activities

(1,015.0)

(1,146.6)

Cash flow from / (utilized in) investing activities

69.5

85.7

Cash flow before financing activities

(945.5)

(1,060.9)

Cash flow from financing activities

555.0

1,482.7

Net (decrease) / increase in cash and cash equivalents

(390.5)

421.8

Cash and cash equivalents at the beginning of the year

730.2

305.5

Cash movement of entities held for sale

(1.3)

2.9

At the end of the year

338.4
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Global supplier of world-class products




Consolidated Order Pipeline == =

as;at 12:Septemhber 200¥, =
/l
oHS [0 Denel Munitions
[ IFDynamics
5,000
Bl Denel Aviation
4,000 - [ TfDenel Land Systems
0,
= 895t I Denel Optronics
g
3,00 [ I @emmand! and Control
Bl Aerostructures
2,000
- Bl Rooivalk
27%
o 17% 11% 12%  EJiMechem
B Non-Core
. -B- Budgeted Target

07/08 08/09 09/10 10/11 11/12
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Positive Progress - -
Stakeholders

« SANDE/Deb / Armscar seem to understand the issues at
Denel and/SADBRI, and are more willing te find selutions
although'lengiterm orders are still an issue

 Far more interaction taking place at all levels, ncluding
progressive interactions with SADRI raele-players

 DoD community:imteracting well across [Denelland Denel
Divisions -

o Hoefyster great contributor to overall Industry motlvatlon
a result of collective drive from all stakeholders:

o
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Positive Progress — Internalto s =+~ <

Denel —5
» Unbundling into separate entities progressing
» [ocus anpraject delivery, on schedule and at specified
guality,
» Processes and/systems improvement
« Cost contrals; praeductivity and efficiency.
« Contracting capability.
» Customer focus i a3 |

iy —

/

« Sales pipeline /
» Transformation, business culture a_ndaiversity.
J .{ o 1 ks
is - E

- P

-
-
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Positive Progress - GBADS -

« GBADS has come'threugh the worst and is;wellfon;its way to
recevery,

o [Latest PMRireview satisfactory

» Closer; project caollaboration with Armscor and SANDE
bearing frult teyensure timelines are met

« First missile firing my@cteber in line with new: schedule with
Chief of Army

» Software acceptance hias been completed =

« Moving into mtegration phase/f

o)
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Denel 2007/ and Beyond S

Penel (Pty) Ltd
— 100%) State-owned holding company.

Eight te/ten fecused (Pty) Ltd companies
— Respansible far their own profit/losses
— Independent Balance-sheet
— Ring-fenced

Equity partners lring|global expertise, market access and R&D
[Denel shiareholdings range between 26% and 100%

Various Government and Shareholder; agreements protect IP,
security: ofi supply'and/include relative pre-emptive rights

Further consalidation of industry in RSA new possible and feasible

Within 24 to 36 months Denel will be financially viable on a
sustainable basis If all plans, some of which are outside Denel’s
control, are implemented.
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Annual Report

conclusion
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Chairmanrs;i Reporit -

o [Denelis a strategic asset
— SAeeds a competent defence industry te support the: SANDF

— Acompetent local industry provides a/large measure of; strategic

Independence
— Tihis facilitates product development far:local conditions

o Cutting-edge technology
— Need for highly-skilled personnel and traiming

— Denelloffersian epportunity to develop these skills
— Jihese eeeurthreugh the Denel Centre for; lLearning &
Development (DELD) and through partnerships with local and

fereign companies

e The Government has funded much ofi Denel’s technology
capability for many years
— This investment needs to be protected and nurtured

— EXxport opportunities are available in the areas of missiles,

unmanned aerial vehicles, artillery;and munitions.
62
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Group CEOFs Report -

o Significant pregress made in the past year:
— Reduced |loss fram the previous year
— Unhundling of the arganisation into ndependent BUSINESSES
— [FOGUS 0n revenue generation by the bUsIMesses
— Commergcialiviability study completed on alllbusinesses and the
Implementation, of individual strategies

e Awarded the largest contract in the company’s histary:
— Project Heefyster — Badger Infantry Eighting Vehicle
— R8:-hillien contract for 264 vehicles

o Jotalire-engineering of Denel:
— Climate survey implemented to Improve. staff perceptions
— New perfermance management system implemented
— Appointment of a group executive to specifically handle
transformation
— Reporting structures improved acrass the entire group.
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Directors’ Report -

o Directors respoensible for preparation, integrity: and fair
presentation of Group Annual Financial Statements,ef Denel
(Pty) LLtd'and its sulbsidiaries.

— Statements;presented/in accordance with International Financial
Reporting|Standards, SA Companies Act-and/Public Finance
Management Act

— Appropriate te)use geing concern basis for; financial/statements

— External auditersiresponsible for'independent auditing;and
reporting:. - —_—
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Directors: Report (contd:) 5 &~ & T

o el Group:
— Established 1 Aprill1992 as private. company
— |ncorpoerated in terms of SA Companies;/Act:NGe. 61 6f, 1973
— SA Goyvernment sole shareholder
— Listed/Schedule 2 Public Entity in terms of the: PEMA
— Headguariered'in Irene, Centurion
— The Greupis husiness entities operate’in SA and/abread

o [Description off BUSiness:
— Jechnolegy-hased company.

— (Core: aeraspace, land systems and/defence/security related
Industries

— Key capablilities: R&D, engineering and manufacturing of
proprietary and other products threughout their lifecycles.
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Directors: Report (contd:) 5 &~ & T

o BUSIness Strategy:
— [=veyear corpoarate plan in place in terms of the' PEMA

— Currently in year two of the strategy. to return the Group to
profitability

— Key periermance indicators are contained in the Shareholders
Compact

— Praogress Isireported on a regular basis te the Directors, Executive,
National dreasury and DPE

o Good progress on the Macro Strategy:
— Secure “privileged access” (to Seuth Africa’s defence spend)
— Engage state agencies
— Evaluate commercial viability (fix:ar- exit) af,business entities
— Create equity based relationships / formal alllance partners
— Raise productivity and capabilities to world-class standards.
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Directors: Report (contd:) 5 &~ & T

o Qverview of Financral Performance:

— [Emanciallresults:
. Jurnover.increased by 17.8% to R3.3 hillion
o Netilass: R549 million, improvement en previous year R1,363 million
. Net.equity pasition improved to R633 million
» Pasitive casfibalance of R338 million

— FEinanciallPeriermance:
. Jiurnoverincreased by R495 millien from the previeus year

o, Substantial'pragress on Umkhonta, Airbus, Agusta, GBADS and
Aerastructures

o Grass margin improved to 23% from a grass loss of —5% from last
year

» Operating costs as a percentage of sales reduced from 42% to 38%
» Cost of Sales reduced from 105% to 77% as a % of sales.
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Directors: Report (contd:) 5 &~ & T

o Property, Plant and Equipment

— Earnying|value of assets decreased by R329 million beimng
transferred to the “Held for Sale” categary

o Share Capital and Share Premium
— Only'the shareholder is authorised to ISsue shiares as above
— No change:intautihorized share capital

— During theyear the company issued 126836 290/Class A
shiares; ofi R1.00/each, at a premium,ofi R440 million to the
Goevernment as part of the recapitalisation of the company

o [Dividends
— No dividends were recommended for; the 2006/07 year.
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Directors’ Report (contd:)

o NOmn:core hUSINESSES:
— Sixibusinesses disposed of realising R413.3 millien

Arivia.kom 2005/06

Irenco Plastics 2005/06
Dendustri 2005/06

Voltco 2005/06

Irenco Electraonics 2005/06
Bonaero Park 2006/07

SPR(Pty) Ltd'In progress
Casource (Pty) Ltd In progress

— [Eive more are at an advanced stage of disposal
— Sale ofivacant and unutilised land/carried out

— Borrewings:

— A corporate Bond of R825 million matured on 16 August 2007 at 12.8%
and was repaid

— A Domestic Medium Term Note (DMTN) has been registered to fund
future funding reguirements.

D E N E L
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Directors: Report (contd:) 5 &~ & T

o GOINg Cencern:

ierdate; the shareholder has provided recapitalisation ofi R3,500
millien

Theshareholder, views Denel as a strategic asset.and has agreed
to support the Rirectors to maintain Denel as;a goeing concern
[-orecast negative cash position at 31 March 2007

Non-core assetl sales resulted in preceeds off R606 million

The ability/efithe; Group to continue as a going Concern Is
dependentenithe successful Implementation of the business
strategy.

e Human Resources:

New perfermance management system implemented

— Staff,complement reduced from 8,120 to 7,634
— 117 internal bursars, 101 external bursars
— Denel Centre for. Learning and Development has more than 200

students and the Apprentice Schogol'has 253 apprentices.
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Directors: Report (contd:) 5 &~ & T

o Public Emance Management Act (PEMA):

— Greup mternal audit integrated in compliance with PEMA
ProVISIonNS

— Findings;are reported to the Audit and/Risk Committee
— PEMA‘contains certain onerous requirements

— [Despite proegress, company not fully:compliant: im;certain sections
(e.g. Riskimanagement, internal contrals, irregular expenditure)

o« Companies Act;
— [Directors;confirm company lodged all returns as required.

— [pstances, ofinon-compliance at subsidiary level:
» Company registers not up te date
» Annual returns not submitted
» Year-ends not changed to that of Group
* No Annual General Meetings held
» No resolutions to approve financial statements
— Most of the above have been rectified subsequent to the year-end.
et
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Risk: Management -

o Tiielprimary risk- management objective Is (e pretect the
Interests af the stakeholders and to ensure sustainahbility.

— @n-goeing process to identify, manage, monitor; risks

— Management s responsible for:
o Continuoeus identification, assessment and respense to risk

— The Beard/is ultimately responsible for;
. Groupriskimanagement system
», Review of:effectiveness of system

— Audit & Risk:Committee tasked with:
. Qversight:and/monitoring of risk- management process
— SHEQ policy and practices in place
— Adopted OHSAS 18001 for occupational'health and safety.
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Other Matters ER S e s ©

o (Corpoerate Governance

— [Denellis committed to the principles of,gooed carporate governance
asrecommended by the King Il Report and the Protocaol on
Corporate Gevernance in the Public Sectar.

— Governance structures are in place to continueusly improve
accountability; integrity and the standard of reperting to facilitate
Infoermed|decision-making

o Shareholder'siGompact

— e Shiarehoelder's Compact for 2007/ was signedion 1 December
20006

— Tihe Sharehoelder Compact:
» Confirms Denel’'s mandate
 |dentifies the strategic objectives to be attained by Denel
 |dentifies the required key perfoarmance areas and indicators based on
the 5-year Corporate Plan and reported in pages 50-51 of the Annual
Report — most of which were achieved.
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Income Statement -
- 3dst March 200Y.

31 March 2007 31 March 2006

Description Actual Actual

Rm Rm
Revenue 3,307 2,801

Turnover 3,268 2,773

Cost of Sales (2,514) (2,904)

Gross (loss) profit 754 (131)

Operating Expenses (1,257) (1,155)

Loss Before Taxation (501) (1,291)

Loss After Taxation From Continuing (507) (1,311)
Operations

Loss for the year (1,263)
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|

Sales, Per Region 5 E N E L
—
2006 2007
B South Africa [1 Africa (Excl. N Africa)
[ S America B Asia Pacific
[] Middle East & N Africa W Europe
[0 N America
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Group Gress Revenue 5 & N & T
and Gross Profit //Loss

%)

C
O
€
adl

(1,000) —

SOOI 3,177 3272 3446 3621 3904 4372 4442 3572 2773 3268
—o— Gross profit 700 578 918 826 945 | 1,276 | 1,287 231 | (131) 754
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Group Gress Revenue
Composition (Percentage)

Military: Local 390 | 372 | 342
|l Commercial: Local 254 24,1 | 215

Exports 28.1 307 @ 348 |

Other 1.5 8.1 95
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Group Segment Report B & N E I

L Corporate and Non-
cores
2007 2006 2007 2006 2007 2006 2007 2006
Rm Rm Rm Rm Rm Rm Rm Rm

Segment revenue

Segment result

Segment assets

Segment liabilities

Cash flows from:

Operating activities . (1,025.8)
Investing activities . . . . 80.3

Financing activities ,712. 555.0

Capital expenditure . (120.1)
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Balance Sheet
— 3dsttVarch 2007,

31 March 2007 31 March 2006
Actual Actual

Description
Rm Rm

Non-current assets

Current assets

* Trade and other receivables

* |nventories

Non-current assets held for sale

Total assets

Total equity

Non-current liabilities

Current liabilities

» Trade and other payables

* Provisions

Total equity and liabilities




Cash Flow!Before
Einancing AGLVIties
— SistVarch 2007

Description

31 March 2007

31 March 2006

Actual

Rm

Actual

Rm (restated)

Cash utilized in operating activities

(1,015.0)

(1,146.6)

Cash flow from / (utilized in) investing activities

69.5

85.7

Cash flow before financing activities

(945.5)

(1,060.9)

Cash flow from financing activities

555.0

1,482.7

Net (decrease) / increase in cash and cash equivalents

(390.5)

421.8

Cash and cash equivalents at the beginning of the year

730.2

305.5

Cash movement of entities held for sale

(1.3)

2.9

At the end of the year

338.4
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ljotal Numer off Employeges S

=

Description 2007 2006

Quantity % Quantity %
TOTAL NUMBER OF EMPLOYEES 7,634 100% 8,120 100%
TOTAL NUMBER OF MANAGERS 493 6% 560 7%
White managers 395 5% 445 5%
Black managers 98 1% 115 1%
RACE
White employees 3,983 52% 4,266 53%
Black employees 3,651 48% 3,854 47%
GENDER
Male employees 5,954 78% 6,291 7%
Female employees 1,680 22% 1,829 23%
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Determination;ofi Denell GCE@, EXCO o= ~n = ©

& Entity, CE@'siRemuneration

Remuneration of the GECEO is agreed upon during engagement
petween the Shareholder, Board of Directars and the Group CEO

Remuneration of EXCO and Entity CEQ's; IS agreed/upon during
engagementhetween the GCEO representing the Shareholder,
entity Beard af;Directors/and Denel Board of; Directors and the
Incumbent

The following facters are taken into account:

GCEQ:--Size of SOE linked to total guaranteed package as set
out nremuneration model as supplied by Public Enterprises

CEQ@'s and/EXECO--Size of the individual company based/on
salary:& wage hill'as welllas pre-tax prafits imline with
remuneration principles.

Market remuneration information as conducted through various
surveys Is used as an input.

Remuneration approved in terms of the Denel Delegation of
Authority by Shareholder and Board/s af Directors.
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lncentive Bonus B & N E T
Scheme

 An Incentive bonus scheme has been introduced
for alllemployees withieffect of 1 April 2007

 The SChemeencompasses a variable pay.portion
based on the'achievement of agreed upoen targets

* In line withiBeSt practice, the incentive scheme
forms part ofiemployees total remuheration
Incorporating|the:pay:at risk prlnC|pIe.

o A perfermance management system has been:
iIntroduced to) link performance o pay. :
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Tiransformation R T e 1

o Signficant progress has been made since the lastreport in 2006

o A Transfermation portfolio/office has been instituted and an executive
appointed

o A Transfermation framework has been drawn-up and/approved

* The Transfermation framework and rollout plan has been submitted to
all'business entities

o A reguest hasibeen made for business entities te appoint
Transfermation Ehiampions

o Transfoermation Committees have been establishedat the business
entities. These committees incorporate: CEQ@s, management,
arganised labour, non-unionised labour and HR facilitators

« Comprehensive transformation plans have been drawn-up and
approved by the Group CEQ.

* Progress evaluation and perfermance reporting are scheduled for
Nov 2007 and Mar/Apr 2008 respectively.
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Secio-Econemic Development s =~ = ¢

o [DenelCentre for Learning and Develepment (DELD)
— artnering strategy adopted with industry and otherr S@ES
— Apprentice school expanded to include nen-aerespace trades

— 5-year contract signed with Eskom to train 100/apprentices per
year

— The DELDthus contributes meaningfully to) JIPSA ‘and 70% of the
intake are;woemen

o Denel YouthiEeundation Trainimg Programme (DYFTP)

— e Bregramme. currently has 295 learners fram all' over the
country

— [_earners are sponsaored by the Do) Transnet, Eskom, Denel, and
the DPE.

— Learners must show an interest in careers in science, engineering
and technology

— Extensive schooling Is given in mathematics and science.
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Socio-Economic Development s =~ =<

o Schools Outreach Pregramme (SOP)
— Covers grade 11 and 12 learners i all nime provinces
— 93% pass rate with|65% ) having university;entrance

— Nominated as the best run project in the Noerth' West by the
Provincral Dept of Education

— Denel’s contribution for the past year. amounted'to R1.2 million

e Apprentice and Artisan Irraining Schoaol
— Part of the cempany:s strategy to build its skills;hase

— The Schoepl coversiapprentice’and artisan tralnlng aswell as trade |
test-preparation andirevision’

— There are 253 students for/2007, iIneluding prlvate and forelgn
students / ] i

— 189 males, 64 females. [/ < ..
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BEE Performance

Procurement (Actual) Rm
Planned BEE Procurement Rm
Actual BEE Procurement Rm
| Planned BEE Procurement (%)
: Actual BEE Procurement (%)

1,463.0

*

166.2

1.4

* Figures were not captured

1,811.1
308.9
380. 1

17.1
21.0

1,794.0
469.7
3342

26.1
18.6

1,185.0 1,397.0 1,985.0

* 4270
2019

437
215
220

251.1

212 |45

= —
f @ 3
& o
_{ =%
pL__ = [
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Risk Governance Summarised. 5=~ =<
———

Board

Executive Management
Chief Financial Officer

Other Assurance

Providers
(Including compliance function)
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PFMA D E N E L
- Treasury Regulation 27.2.1

o Reguires that the accounting authority; carny out
regular riskcassessment.and have a risk
management strategy in place

— A formal riskimanagement process isin place, which
Includes a fraud/ prevention policy but the policy: was
not fully' implemented. Tihe policy has been
Implemented subhsequent to the/ear-end audit and
a fraud response plan was approved by the Board! i R
Auditand/Risk'Committee on 9,0cteber 20070
Implementation. /
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PFMA D E N E L
_ Sec 51(1)(a)(i) .

 Reguires an entity teymaintain an effective
system efiinternal financialicontrol

— Deficiencies,were identified in two business
entities

— Action plans have heen implemented to
address these deficiencies

— Internallaudithas heen outsoqréed to PWC. - —_—

L, )
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PFMA D E N E L
— Sec 51 and 55 of the PEMA

* Regquires the prevention, identification
and reporting of; irregularand/or: fruitless
and/wasteful expenditure

— Certain penalties were incurred which
could/be deemed as wasteful expenditure

— The Board examined/these issues.and IS
satisfied that they;were not incurred In
vain |

— Internallcontrol’'system has been
strengthened. /
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Companies Act I

e [nstances of nen-compliance at certain
subsidiaries occurrediwhich ranged fram:

— Company: registers not:beimng kept up te date
— Annualreturns not being submitted
— No AGMs heing held

— No resolutions passed/to approve annual
financial' statements

e The majority afitlieseiissues have been
rectified subsequent:to the yedr-end. =
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Annuall REpEI:

conclusion
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Conclusion B E N E L

» TJurnareund strategy:on track
» [orward sales focus starting to bear: fruit
« Relationshiphetween stakeholders improving

« Armscar unbundling and DERI process has a potential
Impact onymementum

e Denel's view s that: SADRI should consalidate further,

 Visibility ofi certaiprocurement budgets not clear fram & )
DOD/ArmsEar; Impacting on abillty to plan business
activities.
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