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OBJECTIVE AND SCOPE OF THE STUDY

Key objectives

Identify strengths and weaknesses of the South African defence
industry from the perspective of global OEMs. Assess implications
for military and civil participation in global supply chain industry
including performance benchmarks

Develop industry capabilities in light of strategic defence
requirements and large, sustained defence expenditure

Assess industry capabilities in light of export opportunities

Formulate recommendations on interventions to enhance
capabilities of SADRI
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OBJECTIVE AND SCOPE OF THE STUDY (CONTINUED)

Defined scope

Interviews with SANDF, DoD, Armscor, CSIR and review of plans
Strengths and weaknesses of SADRI
Sources of competitive advantage
Understanding of capability requirements by SANDF based on capital and operational expenditures

Interview with SADRI companies (e.g., Denel) to determine potential within the whole industry

Interviews with global OEMs
Strengths and weaknesses of SADRI
Sources of competitive advantage (especially civil)
Outsourcing opportunities to SA including prerequisites
Benchmark for capability assessment of SADRI
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3-PRONGED STUDY METHODOLOGY

Expert’s proprietary

Interviews Analysis : .
y industry insight
OEM discussion Existing reports
Locally in South Comparable industry Global aerospace and
Africa cases defence experts
In OEM divisions Q Bottom-up capability Q Understanding of
and HQs analysis supply chain trends
and requirements
SANDF, DoD, Relevant ‘benchmark’ i
Armscor Comparisons based on Strategic perSpeCtive
South African defence expert’s proprietary on OEMs

companies information
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EXECUTIVE SUMMARY

Due to changes in government priorities, DoD spend has reduced
DoD equipment spend has declined by over 54% in real terms since 1990.

DoD has imported a significant number of sophisticated platforms. Over 71% of equipment spend since 2000 is to
foreign suppliers

The SADRI is not sustainable in its current state. It is small and due to industry fragmentation, it has many
sub-scale capabilities and is too dependent on expo rts

SA'’s low defence spend means SADRI is small by global standards

Industry currently fragmented across 49 suppliers and multiple different capabilities

SA is subscale in most capabilities, with no company having more than 20% of global market share

Most large players have over 50% exports whilst smaller players rely on offsets or serving large domestic players
Sustainability of SADRI is further threatened duet o declining and fragmented R&D

R&D overall reduced by 49% in real terms since 1991.

R&D spread thinly across a number of capabilities without sufficient concentration.
SADRI strategy is based on focusing on a narrower s et of capabilities in order to survive

There are 8 key success factors for a successful defence industry, SA has challenges on many aspects

Capabilities were assessed along a combination of strategic criticality and commercial viability

Both government and industry have a role in impleme nting interventions according to quadrants, which w ill
foster a strong domestic market, with sustainable R&D and focused export support
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SA'S UNIQUE HISTORY HAS RESULTED IN THE DEVELOPMENT OF
A DEFENCE INDUSTRY UNLIKE ANY OTHER NATIONAL MODELS

World Arms race End of Cold War Rise of asymmetric warfare
Mid 1990’s Today
SA Self sufficiency build Industrial/technical leader Reprioritisation of defence spend  Industry re-focus
up
Total SA R110b R228b R280b R473b
government
spend*
Defenceas %  7.7% 14% 7% 5%

of gov spend

Defence R&D High High Declining Low (less than 0.5%)

spend

Export None None Some success for SA in Export account for >60% of industry

overseas markets turnover

SADRI Armscor controls One of the most significant Denel becomes the leading local ~ Many new start ups

position production national activities company Industry reliant on exports
facilities and Large employment contribution Government purchased large
manufacturing (esp engineers) complicated systems from

Leading technology development  overseas
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EXECUTIVE SUMMARY

The SADRI has developed a remarkable breadth of cap  abilities due to historical isolation

The SADRI is not sustainable in its current state. It is small and due to industry fragmentation, it has many
sub-scale capabilities and is too dependent on expo rts

SA’s low defence spend means SADRI is small by global standards

Industry currently fragmented across 49 suppliers and multiple different capabilities

SA is subscale in most capabilities, with no company having more than 20% of global market share

Most large players have over 50% exports whilst smaller players rely on offsets or serving large domestic
players

Sustainability of SADRI is further threatened duet o declining and fragmented R&D
R&D overall reduced by 49% in real terms since 1991.
R&D spread thinly across a number of capabilities without sufficient concentration.
SADRI strategy is based on focusing on a narrower s et of capabilities in order to survive
There are 8 key success factors for a successful defence industry, SA has challenges on many aspects

Capabilities were assessed along a combination of strategic criticality and commercial viability

Both government and industry have a role in impleme nting interventions according to quadrants, which w ill
foster a strong domestic market, with sustainable R&D and focused export support
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DoD SPEND HAS DECLINED CONSIDERABLY AND CAN NO
LONGER SUPPORT SADRI AT HISTORICAL LEVELS

[::]DoDeqmpmem

budget
B sor
Comments
14 070 C « Domestic spend will no
W longer be able to support
, a broad SADRI as

Average equipment before

spend going

forward is around

* There is a 54% decline
in defence equipment
procurement in real
terms from the historical
spend level

R6.4 bn

* The decline in real terms
IS set to continue

1990 2007/08 2008/09 2009/20 2010/11 2011/12
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SA HAS ADOPTED AN OPEN MARKET APPROACH TO DEFENCE
ACQUISITION OVER THE LAST 5 YEARS

2000-2005 DoD equipment expenditure; Rb

4|

were imported

Missiles 1.7 Fighter jets 7.2
Aircraft 11 Submarines 3.4
maintenance i —
Command and T 100% = R23.2p  COrvettes L9
control systems = Helicopters* 1.7
Vehicle T
maintenance Transport aircrafts 1.6
. Aircraft .
UAV SO maintenance 0;3
. 71% I "
Helicopter A Avionics 0.3
subsystems |
Long range Missiles 0;1
artillery Rockets Oil
ther** ]
Other Sensors 0.1
Total Total 16.5
Many large complex platforms
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EXECUTIVE SUMMARY

The SADRI has developed a remarkable breadth of cap  abilities due to historical isolation

Due to changes in government priorities, DoD spend has reduced

DoD equipment spend has declined by over 54% in real terms since 1990.

DoD has imported a significant number of sophisticated platforms. Over 71% of equipment spend since 2000 is to
foreign suppliers

Sustainability of SADRI is further threatened duet o declining and fragmented R&D
R&D overall reduced by 49% in real terms since 1991.
R&D spread thinly across a number of capabilities without sufficient concentration.
SADRI strategy is based on focusing on a narrower s et of capabilities in order to survive
There are 8 key success factors for a successful defence industry, SA has challenges on many aspects

Capabilities were assessed along a combination of strategic criticality and commercial viability

Both government and industry have a role in impleme nting interventions according to quadrants, which w
foster a strong domestic market, with sustainable R&D and focused export support
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THE INDUSTRY IS FRAGMENTED ACROSS SUPPLIERS AND

CAPABILITIES

Company Turnover Breakdown*; Rm, %

Products

Denel - Munition
Denel - Dynamics
Denel - Aviation
Denel - Landsys
Denel - Aero structure
Denel - Optronics
Denel - Mechem
Denel Total

BAE - OMC
Boeing
SAAB/grinktek
Aerosud

Reutech

ATE

ADS

Total (Top 15)
Total (Other 34)
Total

11,200
7 750
[] 500
[}713
} 250
[} 250
1150

3,813

[F1,090
3770
[} 650

[1500
[}470
[} 460
[ 450

8,203
41,283

9,486

[ 113%

[18%

[15%
[J8%

[3%

[13%
2%

40%

511%
[18%
E?%

[15%

[15%

Es%

45%

86%
[ F14%

1100%

Ammunition products
UAVS, missiles

Aircraft maintenance
Artillery, turrets, small arms
Aerostructures

Sensors

Mine clearing

Land vehicle platform

Aircraft maintenance

Secure communications, EW
Aerostructures

Secure Comms, sensors, fuses
System integration, UAV
System integration

The top 15 of a total
49 companies in SADRI produce
85% of the total Industry Turnover



THEREFORE SUBSCALE IN ALL CAPABILITIES VS GLOBAL

COMPETITORS
Top global competitors
Capabilities $m
Land systems General 620
dynamics
Missiles Raytheon 937
Secure General
. : 320
communications  dynamics
Sensors Northropp /A 9 000
!
EW Boeing 603
UAV Northropp 524

Total SA
industry output
$m
]172 28
98 10
74 23
o4 0.6
51 8
25 5

%

RESTRICTED

SA as % of its
global
competitor

Combined
SADRI output
per capability is
still sub scale
compared to its
global
competitors
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DECLINE IN DOMESTIC DEMAND HAS RESULTED IN RSA
SUPPLIERS RELYING HEAVILY ON EXPORTS

Top 15 RSA Suppliers (by Turnover)

/
/
/
/
9525 1282 /
/
819 /
8243/
3343
4900
\
Total Total Total
(Other)  (Top 15) \
\

\
\
\
\

[] value local
= Value export

Company Turnover

(Rm)
1200 e
Denel - Munition
1100 ® BAE - OMC
1 000 - 30% is the
global
900 - benchmark
i level of Denel - Landsys
800 export ® Boei .
O€INg ee Denel - Dynamics
700 -
® SAAB/grinktek
600 -
Denel - Aviation
500 4 o . Aerosud .
® ADS Reutech ® ATE
400
300 - Denel - Aero structure
[ )
200 - Denel - Optronics
Mechem
100 A
O T T T T T T T T T 1
0 10 20 30 40 50 60 70 80 90 100

Export as a percent of Total Revenue
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EXECUTIVE SUMMARY

The SADRI has developed a remarkable breadth of cap  abilities due to historical isolation

Due to changes in government priorities, DoD spend has reduced
DoD equipment spend has declined by over 54% in real terms since 1990.

DoD has imported a significant number of sophisticated platforms. Over 71% of equipment spend since 2000 is to
foreign suppliers

The SADRI is not sustainable in its current state. It is small and due to industry fragmentation, it has many
sub-scale capabilities and is too dependent on expo rts

SA'’s low defence spend means SADRI is small by global standards

Industry currently fragmented across 49 suppliers and multiple different capabilities

SA is subscale in most capabilities, with no company having more than 20% of global market share

Most large players have over 50% exports whilst smaller players rely on offsets or serving large domestic players

SADRI strategy is based on focusing on a narrower s et of capabilities in order to survive

There are 8 key success factors for a successful defence industry, SA has challenges on many aspects
Capabilities were assessed along a combination of strategic criticality and commercial viability

Both government and industry have a role in impleme nting interventions according to quadrants, which w ill
foster a strong domestic market, with sustainable R&D and focused export support

15



RESTRICTED

SINCE 1989 RESEARCH INVESTMENTS HAVE BEEN ON
THE DECLINE

DoD research expenditure 1991-2009, Real* Rm I Not committed

1,056 {IE;ﬁ -

Comments

@ * ~70% decline from historical
levels

* No growth in R&D spending
v into the future
300 265 264 280

* Some uncertainty around
the future R&D level

1991 2006 2007 2008 2009



DUE TO DECREASED FUNDING, RESEARCH SPEND IS
HIGHLY FRAGMENTED

2007 defence R&D spend breakdown by project ( Rm)
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291
42
[ 10 ]
[[12 ]
[ 13 ]
[ 14 |
[ 14 |
[ 14 |
[ 15 |
22
R&D focused on existing
35 _—
capabilities rather than new
capabilities
44
56
Technol * Radar e Missile Test Surveillance® Universite Artillery ® Sensor ¢ Electric ® Aero- * Biologica® EW Other Total
kS nor?gtj)y * Electro seekers capability and y systems  for drive dynamic | warfare ® Radar
res«_eartc y optics * Thrust detection researche Improves explosive wheelof sofan e Detectio intercept
RISIES * Radio control (sensors) e.g., accuracy devices vehicle aircraft n of * Jamming
and biological of rapid on * Puncture chemi
networks warfare fire vehicle proof calsin
* Laser tyres the air

detection
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SADRI IS EXPORTING BASED ON ITS PREVIOUS INVESTMENT
IN TECHNOLOGY

Defence export ratio to R&D spend

R&D as percentage of equipment spend
100% * Since 1990, RSA has
significantly reduced
R&D spend while
US -7 exports have grown
80% r - as percent of industry
® .-~ France output
”
L d
-7 * Globally, R&D i
o L - Y, in
60% UK 2005," ® equipment is essential
UK 1999 Q- to sustain export in
® -7 defence industry
40% R
g * Net exports of >30%
-7 nlikely to b
RSA (1990) .~ uniikely 1o be
e to sustained without
2004 - significant R&D
SA irj) e RSA investment
20207 < Turke .2005
0% @ ® :
Low ~High
Export as a percent of Total Defence Expenditure
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EXECUTIVE SUMMARY

The SADRI has developed a remarkable breadth of cap  abilities due to historical isolation

Due to changes in government priorities, DoD spend has reduced
DoD equipment spend has declined by over 54% in real terms since 1990.

DoD has imported a significant number of sophisticated platforms. Over 71% of equipment spend since 2000 is to
foreign suppliers

The SADRI is not sustainable in its current state. It is small and due to industry fragmentation, it has many
sub-scale capabilities and is too dependent on expo rts

SA'’s low defence spend means SADRI is small by global standards

Industry currently fragmented across 49 suppliers and multiple different capabilities

SA is subscale in most capabilities, with no company having more than 20% of global market share

Most large players have over 50% exports whilst smaller players rely on offsets or serving large domestic players
Sustainability of SADRI is further threatened duet o declining and fragmented R&D

R&D overall reduced by 49% in real terms since 1991.

R&D spread thinly across a number of capabilities without sufficient concentration.

Both government and industry have a role in impleme nting interventions according to quadrants, which w ill
foster a strong domestic market, with sustainable R&D and focused export support
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STAKEHOLDERS ARE ALIGNED ON SA's CHALLENGES
TO CREATE A SUCCESSFUL SADRI

Key success elements

RESTRICTED

O Favorable
. Unfavorable

Workshop view

©

The ‘home market’ is protected with guaranteed access to new
programmes for the national player

There is no strategic sourcing by DoD to identify segments of
market which should be protected

The tenders were too open to foreign suppliers, not protecting
domestic markets enough

The major proportion of funding for new products and systems
is provided by the national customers — export business
follows

¢ Insufficient government funding to develop new products

SA is priced out of the market as domestic investment in new
products has declined substantially

Strong and consistent political support is usually required to
access export markets

No overarching strategy and protocol to access support
Specific projects do receive support, e.g., Rooivalk, missiles

Alignment between state, DoD, procurement agency and
contractor is vital to building a sustainable defence industry
cluster

DoD spend not aligned with strategic capabilities
announcement

There is some confusion around definition of strategic
capability

A significant portion of revenue is derived from after-market
services

SA has not utilised its geographical and skill advantage to
perform more MRO work for rest of Africa

Strong commercial skills, world-class operations and
competitive prices are a pre-requisite for access to export
markets

Consensus on the lack of business skills (esp, in international
contracts, marketing, manufacturing) in SADRI which affects
competitiveness

A minimum size is required to perform the systems integration
role and maintain capabilities at the cutting edge

SA does not have sufficient scale in many segments
Consolidation is inevitable to ensure SA has critical mass in
certain sub sectors

Consolidation will be much ‘rougher’ the longer it is postponed

Alliances are increasingly important to access closed markets
and obtain a share of ‘major’ contracts

Alliances have helped SADRI in accessing new markets
SADRI is actively seeking alliance partners. More strategic
alliances could be explored




CLASSIFICATION OF CAPABILITIES MADE ALONG STRATEGIC
IMPORTANCE AND COMMERCIAL VIABILITY

Factors considered

Mission criticality

Availability of supply
Technical superiority
Operational security

Data sources

e DoD Armscor and
SANDF interviews

¢ Defence review/white
paper on SADRI

* Review of SCAMP*

Strategic importance

High --
Low --

Low viability High viability
Commercial viability
Factors considered Data sources
* Expected Domestic * Interviews with key SADRI players
revenues ¢ Capability workshops on selected
* International market access capabilities
and potential sales ¢ Global industry data
¢ Ability to obtain sufficient ¢ Global OEM interviews
funding for R&D * DoD spend projections on capital
procurement
* Research defence spend projections
* Industry revenue survey

RESTRICTED
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ALL SADRI CAPABILITIES ARE CLEARLY ALLOCATED AND
DECISIONS SHOULD BE TAKEN ACCORDINGLY

High [ ‘Strategic support /| ‘Core industry’
Total R1.6bn '[_ Total 2.0bn
. B ! EW
Missiles _ Secure comms SAAB
DENEL Dynamics I SAAB Grintek/RDI Grintek
]
o Stabilisation pystems | Systems integration
DENEL/Incoimar Level 4.5 DENEL/ADS/RRS/RDI/
Strategic Weapons testing integration Aerosud
military facilities capabilities \ Aviation maintenance
criticality DERI Sensors ) DENEL/Aeosud/SAAT/
(e.q., ‘ DENEL/RRS Eurocopter, etc
mission :
critical, ‘Focus investment’ i | ‘Commercial opportunities’
vulnerability, |- Total 1.9bn | | Total 3.9bn
availability " :
Heavy ammunition '
of supply) y UAVS
i DENEL/
DENEL | ATE Aero-structures
O Turrets ! DENEL/Aerosud
. To be migrated to |
OArnIIery strategic status, i
Small with the intent to i Land vehicles platform
ma establish BAE Systems OMC/DENEL
arms commercially viable etc
Low product lines i
N PR Domestic Exports/civilian )
Not viable Viable

Commercial viability (revenue stream, technical com

* Excluding cost of consumables e.g., explosives
Source: Interviews (DoD, industry); team analysis

petitiveness, cost competitiveness)

@®O°
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Industry
revenue

R<200m p.a.
R200-500m p.a.
R>500m p.a.

Core industry
is relatively
small and
specialised

Commercial
opportunities
relies heavily
on export
potential

Certain
strategic
subsidies may
become
commercially
viable if DoD
aggressively
pursues export
market
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THE DOD DEEMS KEY CAPABILTIES AS STRATEGIC TO
ENABLE IT TO FULLFILL ITS MANDATE

Weapons Testing Facility (State)

Artillery (State/private)

Ballistic Protection (State/private)

Light and Heavy Armour Technology (State/private)

Turrets (State/Private)

Heavy/Medium Ammunition (State/private)

Missiles (State)

Unmanned Aerial Vehicles — UAVs (State/private)
Stabilising Systems (State/private)

Electronic Warfare (de facto already in Private Ind  ustry)
Secure Communications (State/private)

Systems integration, including Combat Management So  ftware (State/private)
Sensors (State/private)

Night Vision Equipment (State/private)

Aerostructures (State/private)

Logistic support, repair and maintenance (State/pri vate)
Strategic research facilities (State/private)
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EXECUTIVE SUMMARY

The SADRI has developed a remarkable breadth of cap  abilities due to historical isolation

Due to changes in government priorities, DoD spend has reduced
DoD equipment spend has declined by over 54% in real terms since 1990.

DoD has imported a significant number of sophisticated platforms. Over 71% of equipment spend since 2000 is to
foreign suppliers

The SADRI is not sustainable in its current state. It is small and due to industry fragmentation, it has many
sub-scale capabilities and is too dependent on expo rts

SA'’s low defence spend means SADRI is small by global standards

Industry currently fragmented across 49 suppliers and multiple different capabilities

SA is subscale in most capabilities, with no company having more than 20% of global market share

Most large players have over 50% exports whilst smaller players rely on offsets or serving large domestic players
Sustainability of SADRI is further threatened duet o declining and fragmented R&D

R&D overall reduced by 49% in real terms since 1991.

R&D spread thinly across a number of capabilities without sufficient concentration.

SADRI strategy is based on focusing on a narrower s et of capabilities in order to survive

There are 8 key success factors for a successful defence industry, SA has challenges on many aspects

Capabilities were assessed along a combination of strategic criticality and commercial viability
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OPTIMAL FUNDING, THE CREATION OF AN ENABLING
ENVIRONMENT AND INDUSTRY CONSOLIDATION ARE CRITICAL
SUCCESS FACTORS

Cabinet noted the strategy on 5 December 2007.
Further work on funding is important. A process for this has been established by Cabinet.
Denel’s restructuring programme will continue.

Specific strategy recommendations are:

The appointment of local main contractors for all defence related matériel requirements where possible,
with a target of 60% to 70% that has to be directed towards the SADRI in areas that have capacity and
competitive advantage.

Further export marketing support

Enhancing communication between the DOD and the SADRI through clear policy statements: and
communicating medium to long term procurement plans through industry supplier forums.

R&D funding and offset obligations will need to be focused on priority areas in the SADRI so as to
optimize their impact

The establishment of further strategic alliances with global industry players, with measures to protect the
DoD’s interests. This could contribute to the viability of certain capabilities.

Consolidation of the local industry is both desirable and inevitable. This ranges from collaboration in
specific areas to company mergers.

Cabinet approved that national test and evaluation functions and entities be consolidated into
the DERI which will be established through a Bill, with the institute reporting to the Minister of
Defence.
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ADDITIONAL SLIDES



INTERVIEW SCHEDULE BY TYPE (1/2)
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Type of interview Interviewee Title/Organisation
Gov DoD J. Masilela DoD

Gov DoD Bruce Ramfolo DoD

Gov DoD Gen Otto Schur DoD

Gov DoD Tsepe Motumi DoD

Gov DoD Dawie Griesel, Brenzia Potgieter Armscor

Gov DoD Gen Gagiano SAAF

Gov DoD Nic Sendal DoD

Gov DoD Sipho Thomo Armscor

Gov DoD Gen van Rensburg SANDF

Gov DoD Gen Sidane Army

Gov DoD Adm Rusty Riggs Navy

Gov DoD Adm Alan Vink Navy

Gov Other Kabelo Seitshiro National Tresury
Gov Other HM Hlela SAPS

Gov Other Majorie Pyoos Dept Science and Tech
Gov Other Dr Sibisi/Andre Nepgen CSIR

Gov Other Lucas Ndema DTI

SA local defence Shaun Liebenberg Denel

SA local defence

SA local defence

Roland Chute
Arthur Oats

Daliff Engineering

Denel Land system



INTERVIEW SCHEDULE BY TYPE (2/2)

Type of interview

Interviewee

Title/Organisation

RESTRICTED

SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local defence
SA local OEM
SA local OEM
SA local OEM
SA local OEM
SA local OEM
SA local OEM

Harry Coetzee

Lana Kinley

Alan Holloway

Pie Smit

F Gebert

Sakkie vs Westhuizen

Tony Savvides

Khapametsi Maleke

Simphiwe Hamilton

Damian de Lange, Gen Nyanda
Zoli Kunene

Chris Bezuidenhout/Mike Tucker
Bull Pretorius

Mike Gavin

Per Erlandsson

Danie van der Walt

John Williams

Rudolph Louw

Paul Potgieter

IST Dynamics
Denel
ANSYS

Reutech

Truvelo Mnf Armoury Division

ATE

oMC

AMD

AMD
Ngwane
Grintek
Fuchs
Reutech

BAE systems
SAAB/Grintek
Thales/ADS
BAE system
Boeing

Aerosud



Global EW market is declining due to budgetary
pressure

SA has a small share in global R19bn* EW
market, even with SAAB partnership

Global EW market $bn

Replacement of
several US systems

4.2

3.0
2.2 2.2

14

—

2006 2008 2010 2012 2014

Global market share 2005-2014
100% = R19bn (average market size 2005-2014)

Multi- Northrop
contractors 18

Boeing

Access to market via SAAB (current equity
partner) is limited as SAAB is only expected to
provide 0.5% of world market (~R1bn over 10
VCES))

DoD will spend significantly on this capability

Domestic spend will be a stable base for the
SADRI if it can deliver what is required

THERE IS A DETAILED FACT BASE TO SUPPORT POSITION O N RESTRICTED
QUADRANT: SELF PROTECTION EXAMPLE (1/2)

EXAMPLE

Projected DoD spend on capability (Rb)

— CAGR
0,6 ‘®\>
0,5
0,4

0,3

0,2

2007 2008 2009 2010 2011

Upcoming ¢ Ukhozi
projects ¢ Continent

Local industry output (Rb)

- Export

0.4

0.3 >90% SAAB?

2000-06
average

Global outlook

¢ Since 9/11 EW funding has peaked,
Market is expected to decrease over
the next 10 yrs

* Majority of large US and EU
contracts already been committed -
only 12% market is still accessible

¢ High development costs in this area
have seen the market dominated by
large players or multi-contractor
joint ventures

SA prospects

* |t appears that currently SAAB
Avitronics in SA focus on providing
EW capabilities to helicopters and
non-fighter aircrafts. Fighter jet
capabilities appear to be kept
outside SA

* SAisincreasing its spend in
communication intercept and
intelligence. This could provide the
industry with stable platform for
further export opportunities

* SADRI needs to be selective with
the technology development to
sustain the current level of export
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THERE IS A DETAILED FACT BASE TO SUPPORT POSITION O N
QUADRANT: SELF PROTECTION EW EXAMPLE (2/2)

Domestic market

International
market

Sustainable R&D

Self protection EW

Communications EW

O Favourable
. Unfavourable

Assessment

Rationale

Assessment

Rationale

O

)

* EW spend set to increase due to
Gripen/A400m contracts

* SADRI will not participate in
supply of EW to A400m

* Export integrated EW suit in
helicopter, transport aircraft, avoid
expensive fighter jet segment

* Significant interest in landward
EW (SA to be the lead globally for
SAAB on this product)

* Export mainly to Middle East and
Asia

* Customers are interested in SAAB
avionics products despite lack of
local user endorsement

* R&D completely funded
internationally and from own profit

@

)

* Low level of domestic procurement
and R&D funding in the past

¢ Level of spend will remain low on
domestic front

* Non-NATO countries have
preference for non-US products

* SA has strong presence in Middle
East and Far East

* Has gained market into NATO since
alliance with EADS
(30% shareholding)

* <5% R&D funding from domestic
source

* Mainly self-funded with assistance
from international partner

* No future SA product in the pipeline



