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Introduction
The following submission to the People’s Tribunal on Economic Crime seeks to draw the
Tribunal’s attention to all the currently known evidence of wrongdoing related to South
Africa’s 1999 Strategic Defence Procurement Package (SDPP), more commonly known as
the Arms Deal.
This submission is based on a submission made by the authors to the Seriti Commission of
Inquiry into the Arms Deal, which was made in January 2013. However, the current
submission is different in certain respects. Most of the changes have been made in order to
limit the scope of this submission so as to reduce the burden on the People’s Tribunal. As this
suggests, this submission will exclude material that falls outside of the People’s Tribunal and
may struggle to be considered within the time and resource constrains of the Tribunal, such as
a detailed macroeconomic analysis of the impact of the Arms Deal.
However, we are happy to make the longer original submission to the Seriti Commission
available to the People’s Tribunal, along with associated annexures, should this be deemed
desirable.
The Seriti Commission of Inquiry and the Implications for Methodology
Before moving onto the substantive content of this submission, it is necessary to discuss the
Seriti Commission of Inquiry and how we have dealt both with the evidence led therein and
the findings of its final report, not least because these findings are at complete odds with the
material included hereunder.
We understand that Corruption Watch, the case controller related to the Ams Deal section of
the People’s Tribunal, will address the Seriti Commission’s findings and why they cannot be
relied on. As such, we will not add to the burden of the Tribunal by addressing the
voluminous complaints that can be lodged against the Commission. Nevertheless, we
highlight the following:
1. Both the authors of this submission made substantive submissions to the Seriti
Commission of Inquiry. We also endeavoured to be participants in the Commission
by, amongst other things, attempting to undertake limited cross-examination of certain
witnesses.
2. During the course of the Commission, we came to believe that, due to the
Commission’s conduct, that it was not fully or fairly undertaking an investigation into
the Arms Deal. This was based on a number of decisions of the Commission,
including legally questionable decisions to exclude relevant material, and the fact that
numerous Commission employees had resigned in protest at its conduct.
3. As a result, we, along with our colleague Hennie Van Vuuren, refused to participate
in the Commission. This announcement was made on the 29th of August 2014.1
4. As it transpired, Hennie Van Vuuren did appear before the Seriti Commission after
the Commission insisted he abide by fresh summons served on him after his joint
announcement with us. However, he refused to testify in protest. The Commission
took no further action.
1

https://www.dailymaverick.co.za/article/2014-08-29-op-ed-were-withdrawing-from-the-arms-procurementcommission-and-heres-why
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The final report of the Seriti Commission was published in April 2016 following a televised
announcement by President Jacob Zuma. As is well-known, the Seriti Commission found that
there was no evidence of any wrongdoing in the Arms Deal. It also found that the Arms Deal
was a rational government decision and that the industrial participation programme attached
to the Deal (known as offsets and dealt with more fully below) had fully delivered the jobs
and economic benefit originally envisaged. Or, more briefly, it found entirely in favour of the
argument made by the State and its actors and entirely against the argument made by critical
witnesses like ourselves.
We reject, in its entirety, the accuracy of the Seriti Commission’s final report, and, in
particular, its final factual findings. A cursory read of the final report shows it to be facile and
error-strewn; reading the final report creates the distinct impression that the Commission was
doing everything in its power to come to a conclusion that supported the State’s version of
events, regardless of voluminous contradictory evidence.
As the Tribunal will no doubt hear in more detail, the Seriti Commission’s findings have been
challenged in the High Court by Corruption Watch and Right2Know. We have familiarised
ourselves with the papers, and support their content and intent. The founding papers illustrate,
to our minds conclusively, that the Commission made no attempt to fully and fairly
investigate the Arms Deal, and that its findings should be set aside. It appears that public
opinion supports this view, at least as viewed through contemporaneous media coverage that
widely refers to the Commission as a ‘cover-up’ or ‘farce.’
Nevertheless, the existence of the Commission, and the evidence presented therein, poses
somewhat of a quandary for us, at least in terms of what to include or exclude in this
submission. Should we attempt to refute the Commission’s findings explicitly? How should
we engage with the extensive testimony before the Commission? Is it incumbent on us to
address every piece of contradictory testimony that was addressed before the Commission?
We have decided not to take this route, and will not address each and every piece of
contradictory evidence or testimony before the Commission. We do this for two primary
reasons. First, we believe, in light of the Corruption Watch and R2K litigation, that the final
report of the Commission is entirely lacking in rigour, credibility and factual accuracy.
Addressing such a flawed report in depth is, frankly, a waste of time.
Secondly, the the evidence led before the Commission is of questionable usefulness. This is
because, as the Corruption Watch and R2K litigation conclusively shows, the evidence led
before the Commission was not tested in any meaningful way, either by the Commissioners
or other interested parties. The accuracy and usefulness of untested evidence presented before
a Commission that made challenging the evidence of State parties virtually impossible is
highly doubtful.
But that does not suggest that all the evidence presented before the Commission is not worthy
of note, especially where evidence submitted to the Commission included significant primary
sources. This is particularly true in matters related to the offsets programme, the primary
material of which is both deeply enlightening and alarming. It is also true of the substantial
primary evidence submitted by Col. Johan Du Plooy, which consists largely of primary
material.
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There is also the matter of public perception – that it might be useful, in certain instances, to
refute the more well-known public disavowals of corruption in the Arms Deal. In the event,
only two individuals directly implicated in the corruption allegations discussed below
appeared before the Commission – Advocate Fana Hlongwane and Chippy Shaik. In order to
avoid allegations that we are ignoring exculpatory evidence presented to the Commission, we
have decided to address their testimony. Unfortunately for the country, but fortunately for the
length of these papers, both of their testimony related to corruption was extremely brief.
To simplify: this submission will thus not substantively engage with the final report of the
Seriti Commission of Inquiry, but will highlight elements of evidence submitted that we
believe is of relevance to the proceedings of the Tribunal.
A Further Note on Methodology
Throughout the following submission we draw on draft reports of the Auditor General into
the Arms Deal. These draft reports were written with the intention to be included and
published as the most substantial portion of the Joint Investigation Report into the Strategic
Defence Packages (hereafter referred to as the JIR). We have largely relied on a draft of the
Auditor General’s report that we have dated to the 8th of October 2001, although, in limited
instances, we do quote from earlier and later versions of the report. We have clearly
identified when we have quoted from earlier versions in our footnotes, as well as providing
separate annexes that provide the relevant pages from the earlier versions of the report. We
have attached the draft report of the Auditor General dated the 8th of October 2001 as Annex
B.
We make use of the Auditor General’s report, rather than the Joint Investigation Report, as
we highlighted four problems with the Joint Investigation Report (that were not repeated in
the Auditor General’s Report):
1. Inconsistency: the final findings of the Joint Investigation Report were often
inconsistent with its own earlier findings. In key instances, such as the chapters
detailing the selection of the LIFT and ALFA components, the final findings – that no
unlawful activity was found – were contradicted by voluminous evidence in the body
of the chapter that contradicted this assertion. As such, the credibility of the Joint
Investigation Report was severely undermined. We note that these inconsistencies do
not appear in the draft version of the Joint Investigation Report
2. Illogicality: following from the above, it is clear that key findings regarding the
conduct of the Arms Deal were illogical or clearly incorrect. The best example of this
is the final finding of the Joint Investigation Report, which claimed that there was ‘no
evidence’ of ‘any improper or unlawful conduct by the Government.’ In addition to
the fact that many of the findings in the body of the Report contradicted this finding,
it also could not be made as the ‘Scorpions’ had only recently instigated a special
investigation into criminality into the Arms Deal, the findings of which could not be
disclosed by the time of the Joint Investigation Report. The fact that the Scorpions
launched a fully-fledged investigation into Arms Deal criminality, as well as the two
successful prosecutions that flowed from the Arms Deal (of Tony Yengeni and
Schabir Shaik), points to the fact that the final finding of the Joint Investigation
Report was both illogical and clearly false. We note that no such conclusion was ever
included in the draft version of the Auditor General’s Report.
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3. Unfavourable Chapter by Chapter Comparison: both witnesses conducted an
extensive chapter-by-chapter comparison of the draft version of the Auditor General’s
report and the final Joint Investigation Report. We note that many substantial and
pertinent facts regarding key moments of impropriety appeared in draft versions but
not in the final version of the Joint Investigation Report. We humbly direct the
Commission to Chapter 6 of The Devil In the Detail: How the Arms Deal Changed
Everything (Jonathan Ball: 2011), where such chapter-by-chapter comparisons were
conducted and summarised.
4. Deliberate Exclusion: flowing from the above, a considerable amount of information
was included in the draft version of the Auditor General’s report but excluded from
the final Joint Investigation report. As an indicative figure, the draft version of the
Auditor General’s report runs to just under 700 pages (excluding annexes). The Joint
Investigation Report concludes at page 380. Thus, nearly half of the material included
in the Auditor General’s report was excluded from the Joint Investigation Report.
Upon reviewing what material was excised, we noted that all the material that was
excluded reflected poorly on the Arms Deal procurement team and pointed to
sustained irregularity in the conduct of the Arms Deal. Not a single paragraph that
cast the procurement team and the government in a good light was ever excluded. The
exclusions were thus ‘one-way traffic’: large tracts of information that pointed to
irregularities and poor procurement practice were removed, while no piece of
favourable information was redacted or excluded. This, to our mind, points to editing
that was designed to disguise unfortunate or uncomfortable facts to the benefit of the
procurement team and the government generally. Note that it is common cause that
the Joint Investigation Report was published only after members of the Cabinet subCommittee overseeing the Arms Deal selection process were provided with draft
versions and given the license to amend this where they deemed it appropriate.
It is further worth noting that Andrew Feinstein, while an MP, was informed separately by
two people intimately involved in the JIT, that a number of matters were intentionally
excluded from the report ‘for political reasons’. This included, amongst other things, most of
the detail of the investigation into Joe Modise and the proposal that ANC corruption linked to
the deal be investigated further.
It should be noted that the Seriti Commission of Inquiry refused to admit the draft AuditorGeneral’s report, and appeared to fail to undertake any meaningful inquiries into their origins
and import – this was one of the reasons we decided to withdraw from the Commission.
However, it was clear, through our engagement with the underlying evidence on which the
Auditor-General’s was based, and which was submitted by witnesses during the Commission,
that the ‘raw’ primary selection documents almost completely supported the findings of the
draft Auditor-General’s report.
Structure of the Submission
As noted above, the following submission to the Tribunal is based on our original submission
to the Seriti Commission of Inquiry, and thus roughly follows the structure implied by the
Commission’s terms of reference.
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The first chapter – The Irrationality of the Arms Deal – addresses why the Arms Deal took
place, and whether or not the arms purchased were necessary for the safety and security of
the country. It also assesses whether or not the Arms Deal received Parliamentary approval,
as has been frequently claimed. Finally,it tracks how a coterie of individuals and companies
had positioned themselves to profit from the Arms Deal, and notes how closely these
individuals and companies intertwined with key decision makers.
The second chapter sets out the voluminous evidence of wrongdoing in the Arms Deal. It
does so by examining each primary contract and setting out two sets of evidence: first,
evidence of irregularities in the selection process that led to certain contractors emerging
victorious and, second, the very substantial allegations of corruption that have attached to
each of these primary contracts. New information that was uncovered by the Seriti
Commission (but largely ignored by it) is included here. We also draw the People’s Tribunal
attention to a concluding section that raises questions about the constitutionality of the Arms
Deal selection process.
The third chapter attempts to assess the full cost of the Arms Deal. We interpret this broadly,
to mean the ‘impact’ of the Arms Deal on the South African economy and fiscus. At the same
time, we are aware of the need for brevity, and thus address this as briefly as possible. This
chapter thus limits its focus to three key areas; firstly, the a brief assessment of the
opportunity cost of the Arms Deal; second, a discussion about the real economic benefits of
the Arms Deal, encompassing the true performance of the offsets programme; and, finally, a
set of calculations that seek to model how much money could have been saved if the Arms
Deal was pursued but the true best bidders selected.
Where appropriate, we have included substantial annexes of original documents from which
we have drawn our information below. These annexes do not include media reports or
extracts from published works, or other material such as annual reports and Parliamentary
minutes, which are freely available and would add unnecessary heft to an already sizable
submission. Where annexes have been included, they shall be clearly referenced in the
footnotes of each chapter.
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Chapter 1: The Irrationality of the Arms Deal
Summary of Key Points
The Arms Deal was irrational for the following reasons:
1. The Arms Deal was undertaken despite South Africa’s overwhelming military
dominance in the sub-Saharan region (itself a legacy of the militarisation of the
apartheid state), measured both in materiel and absolute spending.
2. The Arms Deal was undertaken despite the political context in which the purchase of
large defence items was rejected by civil society and the majority of Parliament
3. The Arms Deal was undertaken despite the fact that South Africa’s post-apartheid
military posture was primarily defensive, and despite the clear elaboration that South
Africa faced no short to medium term military threats. The greatest threat to South
Africa’s security, according to both the Defence White Paper of 1995 and the Defence
Review of 1998, were poverty and unemployment.
4. The Arms Deal was undertaken in the context of severe economic strain that
witnessed a substantial increase in unemployment and a widening of the gap between
the rich and poor between 1994 and 1999
5. The Arms Deal was undertaken despite the fact that the procurement team (including
the Cabinet sub-Committee in charge of the Arms Deal) were fully aware that there
was a strong possibility that the economic impact of the Arms Deal would be broadly
negative.
6. As South Africa’s greatest security threats were poverty and unemployment, there
was a realistic possibility that the Arms Deal could have decreased, rather than
increased, South Africa’s national security.
7. Thus the stated rationale for the Arms Deal – an increase in national security and the
economic benefits provided by offsets – were articulated despite considerable
evidence in the possession of the procurement team that neither of these objectives
would be fulfilled by the Arms Deal. The Arms Deal was thus clearly irrational.
8. The Arms Deal was undertaken at a time when key individuals linked to Defence
Minister Joe Modise, amongst others, had established a network of companies that
would benefit from any future Arms Deal purchases. Mutual enrichment thus may
have provided the real motivation for some of the strong support for the Arms Deal
and the selection of the winning bidders.
9. New information submitted to the Seriti Commission (but ignored by it) shows that,
as early as 1995, payments were being made by at least one member of the German
Frigate Consortium to ensure that they eventually received contracts in the Arms
Deal. The payments started in order to halt the original corvette acquisition and to
presumably by granted assistance thereafter. Among the recipients of the money paid
prior to the Arms Deal’s formal initiation were Tony Georgiades and Tony Yengeni.
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Introduction
We are firmly of the belief that the decision to pursue the Arms Deal was not only unpopular
and unwise, but fundamentally irrational considering South Africa’s post-apartheid military
posture and the country’s overwhelming socio-economic needs. In order to explain this
position, we examine six key areas: the existing military context of enormous apartheid-era
military expenditure; the political context that clearly articulated a desire to redirect defence
spending towards ameliorating the socio-economic legacy of apartheid; the straitened
economic context in which the Arms Deal took place and which the Arms Deal may likely
have exacerbated, as most members of South Africa’s procurement team were made aware in
at least August 1999; South Africa’s post-apartheid military posture that emphasised that
South Africa’s greatest security threats were unemployment and poverty; and the fact that the
Arms Deal was never subject to Parliamentary scrutiny and never granted Parliamentary
approval despite this explicit requirement being included in the 1998 Defence Review.
In the final section of this chapter, we highlight the fact that, from at least 1995 onwards, a
number of individuals closely connected to the Department of Defence and its Minister, Joe
Modise, had positioned themselves to benefit substantially from any contracts that could
conceivably flow from the Arms Deal, while the country’s influential decision-makers were
repeatedly approached by lobbyists from eventual contract winners in the Arms Deal. This
suggests that Arms Deal may have been pursued by key individuals, such as Joe Modise, with
the unstated yet influential aim of enriching themselves and their colleagues, rather than in
pursuance of a rational decision informed by South Africa’s multivariate strategic and
humanitarian needs.
Before embarking on the first chapter of this submission it is important to note the global
context of the arms trade in which the South African deal took place.
The trade in weapons has, throughout its history, been tainted by the stain of corruption. [See
Feinstein’s The Shadow World, especially the Introduction and chapter 1]. A rigorous study
undertaken by Joe Roeber while he was working with Transparency International suggests
that the arms trade accounts for around 40% of all corruption in all global trade.2 This
corruption was especially rampant amongst European weapons makers during the 1990s and
early 2000s, with Britain’s BAE Systems3 and Germany’s Ferrostaal widely perceived to be
the most systemically corrupt of the world’s larger defence companies, as evidenced by the
number of investigations around the world involving the companies and myriad action taken
against them by law enforcement authorities.
This corruption has three important elements for purposes of this submission:
1. It is often a consequence of the very close relationships between defence companies
on the one hand and governments, political parties, the military and intelligence
agencies on the other;
2. Very few people make the final decisions on what to buy and who to buy it from in
multi-billion dollar deals that are crucial to the financial well-being of the defence
companies for years to come; and
2

Roeber, J. ‘Hard-wired for Corruption’ Prospect, 28 August 2005.
Until 1999, the company was known as BAE, and thereafter as BAE
Systems. Throughout we refer to the company in its various manifestations as BAE.
3
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3. Arms transactions take place behind a veil of national-security imposed secrecy which
ensures that such deals are often not closely scrutinised and, thus, malfeasance is
often undetected or if exposed is often under-investigated due not only to this secrecy
but also to numerous political factors.
Links between party political funding and corruption in Arms Deals are also well established.
Perhaps most notoriously German Chancellor Helmut Kohl was revealed to have funded his
Christian Democratic Union through illicit receipts of a vast, controversial Arms Deal
involving Germany and Saudi Arabia.4

4

‘Die Kohl-Affäre’ Der Spiegel, 12 December 1999.
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1. Apartheid Era Military Spending and the Regional Military Balance
From at least the late 1970s onwards, the apartheid state devoted considerable resources to
defence spending. This was especially true during the presidency of PW Botha, who not only
previously served as Minister of Defence, but also frequently turned to the military to provide
solutions to the contradictions inherent in apartheid. During Botha’s presidency, South Africa
was thus highly militarized. This was reflected in the creation of Armscor, designed to help
the country ameliorate the impact of the UN-sponsored arms embargo; substantial increases
in military spending; and the adoption of Total Strategy as government’s centrepiece
political-military policy in 1979. Total Strategy, designed to respond to the ‘Total Onslaught’
of anti-apartheid political and military formations, envisaged the use of military hierarchies
and management techniques to run South Africa’s state bureaucracy in a manner consistent
with the aims articulated in the Total Strategy. 5 Total Strategy was overseen by the State
Security Council, which sat at the top of the National Security Management System (NSMS),
and which was led by PW Botha. For much of PW Botha’s period in office, the State Security
Council and NSMS were widely considered to be the ‘real’ government in power, with
Cabinet relegated to second position.6
The militarization of South African society went hand-in-hand with a gargantuan increase in
defence spending. In 1960, the South African Defence Force (SADF) was granted an
operating budget of R44 million. By 1985/1986, the SADF operated with a budget of R4772
million.7 In 1977, the SADF absorbed 18.2% of all state expenditure, compared with roughly
2% in 1960.8 Defence expenditure as a percentage of state expenditure dipped briefly during
the mid-1980s, but returned to just over 13% by 1989. 9 These official figures did not include
large-scale defence expenditure that was conducted via the Special Defence Account. The
Special Defence Account was created in 1974 as a means of disguising South Africa’s
military purchases following the imposition of the UN arms embargo against South Africa.
Although no official figure has ever been given, one authoritative estimate suggested that, in
1986, the total defence budget, including the Special Defence Account, was in the region of
R15 billion. In 2005 terms, this would have equalled R70 billion.10
Admittedly, the defence budget had reduced considerably in the years leading up to the 1994
elections, but these were from a historic high reached in 1989. But the budget remained
gargantuan compared to South Africa’s regional neighbours. In absolute terms, the South
African defence budget (roughly R10.6bn in 1994/1995) was larger than the entire Sub5
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Saharan African region combined.11 During the period from 1992 to 1996, only Botswana
and Malawi had increased their defence budgets, and even then by only USD$131m
combined. Angola had decreased its defence expenditure by over USD$400m, while the rest
of Sub-Saharan Africa had made more modest reductions.12 As the following table indicates,
South Africa, even after budget cuts leading up to 1996, was spending the equivalent of
USD$2.8bn, while the rest of the entire Sub-Saharan Africa region was spending just over
USD$1bn. In 1996, defence spending in South Africa was double that of all the countries in
the region combined:
Table 1 South African defence spending, 1992 - 1996

Constant 1993 prices, US$m
South Africa
Angola
Botswana
Lesotho
Malawi
Mauritius
Mozambique
Namibia
Tanzania
Zambia
Zimbabwe
TOTAL

1992
3 300
648
100
38
19
Not available
101
67
107
62
255
4 667

1993
3 900
1100
140
31
20
Not available
118
57
90
58
209
5 723

1994
3 400
515
222
31
21
11
105
56
88
89
196
4 704

1995
2 900
300
226
33
21
14
58
65
87
62
233
3 999

1996
2 800
225
226
38
24
16
65
81
88
42
251
3 856

As a result of such sizeable defence expenditure, South Africa was able to purchase a
substantial amount of weaponry. The amount of certain weaponry available to South Africa
in 1993 dwarfed that available to South Africa’s nearest regional neighbours:
Table 2: Southern African regional military capacity, 199313

South Africa
Angola
Botswana
Lesotho
Malawi
Mozambique
Namibia
Tanzania
Zambia
Zimbabwe

MBT
250
200
NA
NA
NA
100
NA
65
30
40

RECCE
1700
40
22
18
43
30
NA
40
88
110

AIFV
1500
50
NA
NA
NA
20
NA
NA
NA
NA

APC
1660
100
30
NA
NA
250
NA
96
13
123

ARTY
350
300
16
2
9
318
NA
285
96
30

MRL
180
50
NA
NA
NA
30
5
58
50
18

MORT
4120
290
6
NA
8
NA
NA
435
93
4

CA
245
81
20
NA
0
43
NA
24
60
43

Abbreviations: Main Battle Tank - MBT; Heavy Armoured Vehicle for Reconnaissance - RECCE; Armoured Infantry Fighting Vehicle AIFV; Armoured Personnel Carrier is - APC; Towed Artillery - ARTY; Multiple Rocket Launcher - MRL; Combat Aircraft - CA; NA
indicates the figures were not available.
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Thus, by 1994, and certainly by 1998, when the Arms Deal was pursued, South Africa had an
existing defence budget that was larger than the entire Sub-Saharan region and the military
capacity to defend itself against any foreseeable regional threat that did not include the
involvement of the world’s greatest military powers. In addition, as we discuss in detail
below, the lack of any foreseeable short to medium-term military threat following the fall of
apartheid and the identification of poverty and unemployment as South Africa’s greatest
security threats help to render the decision to pursue the Arms Deal clearly irrational from the
point of military preparedness for conceivable threats.
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2. The Political Context: Popular Resistance to Large-Scale Defence Acquisitions
In the period from 1994 to 1995, South Africa was presented with the option of pursuing the
purchase of four corvette ships. This was a proposal actively and enthusiastically endorsed by
the Minister of Defence, Joe Modise, amongst other influential figures within the defence
establishment. However, the popular response to the suggestion was one of overwhelming
opposition, including amongst leading members of the African National Congress in
Parliament. The narrative of the scuppered corvette purchase (detailed immediately below)
thus provides a great deal of insight into the fact that there was overwhelming popular
disapproval of pursuing large defence purchases and considerable popular demand for
defence spending to be redirected to meet socio-economic needs. In our view, this has
suggested that the pursuance of the Arms Deal lacked sufficient popular mandate and was
thus unwise, irrational and potentially undemocratic.
In March 1993, Vice-Admiral Robert Simpson Anderson announced that he was definitely
pursuing the plan to purchase four corvettes.14 At a well-attended maritime conference also
featuring members of the MK that took place only a month before official bilateral
negotiations took place, Simpson-Anderson went as far as to state that ‘the definition and
acquisition of a new surface combat ship remains [the Navy’s] most urgent requirement. It is
imperative that we obtain the necessary funding to launch this project as soon as possible
because it can take as long as five to eight years before first delivery.’15
In December 1993, Armscor was forced to admit that it had sent out requests to four different
potential bidders (Britain, Denmark, Spain and France) to submit offers to provide the
corvettes, following a two-year project study by Armscor.16 It was almost beyond belief that
Armscor could have dedicated such resources to a project without at least some indication
that the new dispensation would go through with the deal. Soon after, cover in the form of
international lobbying support arrived. In January 1994, both the British and French navies
raced to be the first to visit a soon-to-be-democratic South Africa.17 Final confirmation that
the corvette project would definitely start charting its course was received in May 1994 –
only a month after the April 1994 elections – when Joe Modise rubber-stamped the decision
taken by Armscor in December 1993 to put the corvette contract out to tender. The cost, it
was estimated at the time, would be an astonishing R1.7bn: minuscule in comparison to what
the Arms Deal would eventually cost, but remarkable in the context of South Africa’s other
pressing priorities.
The announcement of the corvette contract produced a response of unmitigated indignation.
Of course, it was not just the corvette contract that was being contested, but the role and
nature of the new SANDF -- and, most importantly, the budgetary allocation it was to be
accorded. The latter point was of considerable importance, as the ANC’s effective election
manifesto -- the Reconstruction and Development Programme (RDP), aimed at uplifting
ordinary South Africans from their apartheid-induced poverty -- would require considerable
sums to be put into action. The problem was that, at the end of a nearly decade-long recession
brought about by a combination of sanctions, political action, disinvestment, a global down14
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turn and a huge state debt, the economy remained stagnant and the flexibility of government
expenditure limited. It was assumed that a considerable amount of money for the RDP would
be acquired by shifting state spending patterns: a shift that would have moved considerable
resources away from the SANDF towards socio-economic upliftment projects and the
eradication of poverty. Indeed, as the forthright critic and biographer of Thabo Mbeki,
William Gumede, has noted: ‘The party came to power pledging drastic cuts to the defence
spending that characterized the apartheid era, in favour of social services.’18
Defence Minister Joe Modise was the most vocal proponent of pursuing the purchase of the
four corvettes and expanding the role of the military in the new South Africa. Between May
and August 1994, he was frequently quoted in the media, extolling the virtues of a big budget
for defence and the positive role to be played by the existing defence industry. In May 1994,
for example, Modise attempted to shoe-horn the SANDF into the new upliftment paradigm
by arguing that ‘it must also not be forgotten that the SANDF will play a major role in the
RDP, via Armscor and the arms manufacturing facilities. There is a lot of job creation
there… Money coming into the SANDF is money well spent.’19 Two days later, he was
quoted as virtually promising a defence-led economic boom, pointing out that ‘should South
Africa’s present 0.4 per cent share in the world armaments market be increased to only 1 per
cent, this will result in 20 000 new job opportunities’.20 Modise went so far as to claim in a
statement that he was ‘delighted’ that the arms embargo was relegated to the scrap-heap of
history, and predicted major spin-offs for civilian technologies:
‘The medical, mining and agriculture fields, for example, have benefited from the
technology acquired from the military industry. As in the case of major industrial
countries which are successful in the production of manufactured goods, and which
relied heavily on the expertise from the arms industry sector, South African can
follow the same path.’21
It was in August 1994, however, that Modise nailed his colours firmly to the hawkish mast,
outlining the two key arguments presented by militarists about the need to maintain or
increase defence spending in the post-apartheid period. First was the idea that, even if South
Africa faced no conventional military threat and was, indeed, the toast of the world, it might
end up facing some unknown and unquantifiable threat:
‘South Africa currently faces no major conventional threat to its security in the short
to medium term. Furthermore, the post-Cold War scenario has seen a reduction of
defence capabilities as countries adopt more defensive postures. The Constitution
commits the National Defence Force to being "primarily defensive in the exercise or
performance of its powers and functions". While this reduces the possibilities of
conflict, it is incorrect to believe that a defensive posture leads to a decrease in
defence spending. In fact, it requires expenditure on advanced technology, including
early warning systems, air defence systems and so on.
It is often said that it takes two to five years for a real threat to develop. It takes
between five and seven years to bring a country's military technology and capability
to the level needed to meet and counter threats. Many people believe we will never be
18
19
20
21
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threatened again. Peace is the ideal situation, but ideal situations are difficult to find in
the real world. There is the real threat of conflict in the region and further afield. We
cannot assume it will not spill over to South Africa or affect our interests. We need to
be properly prepared to counter any form of instability that might affect us…
We must also take cognisance of the possible long-term effects of international
developments on Southern Africa. We are seeing a major international realignment of
forces, with outcomes that cannot be predicted.’22
The second argument was that the cuts in military spending had somehow threatened the very
existence of the SANDF, and that reductions in the defence budget meant that South Africa
was at odds with defence developments in the rest of the Sub-Saharan region:
‘Since 1989 the Defence budget has decreased by 40 %. Owing to the prevailing
political situation in the country, the Defence Force was unable to substantially reduce
its operating budget. Nevertheless, almost 9 000 full-time military personnel were
retrenched. The equipment spending of the Defence Force has decreased in real terms
from almost R8 000 million to about R2 700 million in the same period, a decline of
67 %.
This decrease has been so rapid that the defence industry has not had time to adjust to
it adequately. The socio-economic consequences, in particular, have been negative,
and this is the real threat to a future balanced, technologically advanced and costeffective National Defence Force. Employment in the defence industry has dropped
from 157 000 in 1989 to an estimated 70 000 in 1994. More than 80 000 staff
members have been retrenched during a period of economic recession when the
civilian sector was unable to absorb them. For the first time since the depression of
the 1930s, we have unemployment among highly skilled personnel. South Africa has
reduced its Defence Budget to a very modest level.
The international measure of defence allocation is the percentage of GDP spent on
defence. In the case of South Africa, this has been reduced from 4,3 % of the GDP in
1989 to 2,7 % in 1994. Defence spending, as a percentage of State expenditure, has
declined from 15,7 % in 1989 to 7,8 % in 1994. If integration costs for the various
forces are excluded, these respective percentages are even lower, at 2,3 % of GDP and
6,5 % of State expenditure. Included in this year's allocation is an amount of R486
million for the integration of military forces, and R313 million for the finalising of the
accounts of the National Peace-keeping Force and assembly areas. South Africa is
now in the league of low defence-spending countries. Defence spending in Africa, and
particularly in Southern Africa, is substantially higher in terms of the percentage of
the GDP spent on defence.’23
This argument, while producing some impressive statistics, was nevertheless somewhat
misleading, as we have discussed in section 1 above.
The decision to pursue the purchase of the corvettes, meanwhile, engendered fierce resistance
in Parliament and amongst members of broader civil society. The most prominent of these
22
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sources was a large section of the ANC’s newly installed Members of Parliament, such as
Tony Yengeni, Max Sisulu and the new Minister of Housing, Joe Slovo. All were to raise
strong objections to the arguments presented by Modise, each citing different reasons. Slovo,
using figures drawn from his new portfolio, raised the concern that big military budgets, and
new corvettes, would detract substantially from the RDP effort when the lives of so many
needed to be bettered:
‘However, I join those who have problems with the overall size of the defence budget,
particularly with the appropriations for spending on military hardware and new
systems. We are not going to be able to change the nature of the ostrich during this
debate, but we can certainly ensure that this bird does not change into an albatross
around the neck of the RDP in the next Budget. We have not been presented in this
House or, indeed, at any other level of Government with a thorough analysis of the
potential threats to the security and integrity of South Africa which is capable of
convincing me of the need for major capital spending on such items as submarines
and ocean-going warships at a time when we face a housing backlog in this country in
excess of one million units.
A couple of corvettes in the SA Navy can, in any case, never be much more than
symbols. While I appreciate the argument about the discomfort associated with going
to sea in a strike-craft designed for use in the placid Mediterranean, I do not see
justification for spending what has been reported as R4,6 billion for the corvettes and
this at a time when literally millions of people in this country are facing more than
simple discomfort, because they are having to deal with the trials and tribulations of
living in shacks, in crowded rooms and on the streets of the cities. An amount of R4,6
billion would allow us to provide housing subsidies to 368 000 families -- that is, for
at least one and a half million people.’24
Max Sisulu, meanwhile, took aim at the fact that the threat analysis presented earlier by Joe
Modise and proponents of sustained or increased military expenditure ignored the real
dangers posed to people’s well-being. Articulating an argument that would eventually feature
prominently in the Defence White Paper of 1995, Sisulu pointed out that
‘…in real terms, defence spending will rise by about 5 %, levelling at 2,6 % of the
GDP. Although some of this increase will go towards financing the integration of our
armies, the overall spending on defence is still very high, particularly when we
consider that South Africa is finally at peace with itself and its neighbours. We
therefore need to find a mechanism to redirect resources to where they are needed.
There is certainly no external threat to our security. There is, however, an internal
threat to our security and that comes from unemployment, poverty and deprivation.
That is the enemy that we face, an enemy from within.’25
Equally vociferous in their condemnation of increased defence spending – and the corvette
deal in particular – was civil society. The media almost universally lambasted the idea. A
Sowetan editorial argued that ‘we cannot agree that, being a country which is faced with the
huge task of improving the living conditions for its people, we should divert such large sums
24
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to buying expensive boats for the Navy. We have to agree with the SA Council of Churches
that the real enemies are hunger, poverty and homelessness.’26 The Cape Times, too,
questioned the wisdom of the corvette deal: ‘Can the expenditure of at least R1.7bn on naval
ships, in peacetime, be justified while millions of South Africans still live in squalor with
minimal access to the most basic facilities? At a pinch the Navy can manage a little while
longer with the strike craft and other vessels it already has, but there can be no greater
urgency than housing the homeless.’27 Other elements of civil society joined in too: the South
African Students Congress, one of the largest student organisations in South Africa, led a
march on the Union Buildings in Pretoria, demanding the money be spent on a tertiary
bursary scheme, which would have cost roughly the same as four new corvettes.28 The
Congress of South African Trade Unions (COSATU) also weighed in, questioning whether
South Africa would at the least be slightly better off trying to build the corvettes locally.
When it became clear that arguments for the corvettes that relied on vague security threats
and doomsday predictions about preparedness were falling flat, a more seductive approach
was taken. In particular, Armscor made an argument that would come to dominate much of
the acrimony around the Arms Deal, namely, that the purchase of corvettes would lead to a
massive amount of offset investment. In 1995, it was widely trumpeted that the corvette deal
would lead to between R3bn and R7.6bn in new economic investment.29 The two contractors
leading the race to supply the corvettes – the Yarrow Shipyard in the UK and Bazan in Spain
– promised substantial economic incentives. The British tender reportedly promised work for
25 000 people and 10 000 houses.30 The Spanish bid, meanwhile, offered a ‘menu’ of 18
offset options, including an offer to fund a new fleet of hake trawlers -- even though it was
later discovered that if they were to operate freely they would substantially overfish existing
maritime resources.31
Tielman de Waal, who had travelled with Joe Modise to meet with the UK Defence industry
in December 1993, and who was appointed head of Armscor in 1994, supported the
argument: ‘Normally, foreign procurement entails a net outflow of resources, negative impact
on our trade balance, and an increase in our defence burden. However, the counter-trade
aspect has added a new dimension to foreign acquisition. Subject to the defence budget and
cabinet approval, the acquisition of the corvettes meets convincingly the needs of both the
RDP and defence and it is pure butter!’32 Krish Naidoo, also of Armscor, would even argue
that counter-trade rendered the need to choose between the RDP and defence spending
irrelevant: ‘[it] successfully straddles the gap between state security and protection of the
populace. It will also create employment and resources by protecting our marine
environment. Furthermore, it will boost the RDP through countertrade inherent in the corvette
deal.’33
In the end, public outcry halted the corvette deal in its tracks. Combined with a Cabinet that
was still split about the deal (Trevor Manuel was reportedly against the deal from an
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economic standpoint34), the concerted efforts of opponents to the purchase had blocked the
deal progressing. Answering a question in Parliament, Modise was forced to acknowledge
that the deal had been put on hold as there was not sufficient ‘national consensus’ for the
matter to be pursued.35
The fact that substantial parliamentary debate stopped the purchase of the four corvettes is
important to bear in mind. As we discuss in section 5 below, Parliament was never
approached for approval for the Arms Deal, despite an explicit instruction that Cabinet
approach Parliament in the event that it pursued the Deal. As a result, there was no
Parliamentary debate, nor civil society involvement, regarding the wisdom of each item
purchased in the Arms Deal. Considering that only three years passed between the 1995
withdrawal of the corvette plan and the initiation of the Arms Deal in 1998, it is highly likely
that the Arms Deal as a whole, or at least major parts of it, would have been halted due to
popular pressure and a lack of Parliamentary support. We are firmly of the belief that the
Arms Deal was thus pursued without any notable public mandate or popular support, and was
thus conducted in an undemocratic fashion that was irrational in the context of South Africa’s
post-apartheid democratic framework.
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3. South Africa’s Post Apartheid Military Posture and Threat Assessment
Following the rejection of the purchase of the four corvettes, it was widely considered
necessary for a full and formal articulation of South Africa’s post-apartheid military posture
and the conduct of a rigorous threat assessment. The first formal document that addressed
these issues was the 60-page Defence White Paper.
The 60-page Defence White Paper was presented to Cabinet for consideration and approval
on 8 May 1995. The process of finalising it was arduous, although rewarding: the content was
opened for comment, with over 90 written submissions made, while the Joint Standing
Committee on Defence and the Portfolio Committee on Defence were to incorporate further
comments and give the White Paper its Parliamentary blessing.36
The White Paper clearly identified how security would be defined in post-apartheid South
Africa, and identified the country’s most pressing security threats:
‘In the new South Africa national security is no longer viewed as a predominantly
military and police problem. It has been broadened to incorporate political, economic,
social and environmental matters. At the heart of this new approach is a paramount
concern with the security of people...
At national level the objectives of security policy therefore encompass the
consolidation of democracy; the achievement of social justice, economic development
and a safe environment; and a substantial reduction in the level of crime, violence and
political instability. Stability and development are regarded as inextricably linked and
mutually reinforcing.
The Government of National Unity recognises that the greatest threats to the South
African people are socio-economic problems like poverty, unemployment, poor
education, the lack of housing and the absence of adequate social services, as well as
the high level of crime and violence.37’
Importantly, the White Paper argued that a broad concept of security did not suggest that the
military expand its roles into civilian domains, as had been done in certain Latin American
countries:
‘The new approach to security does not imply an expanded role for the armed forces.
The SANDF may be employed in a range of secondary roles as prescribed by law, but
its primary and essential function is service in defence of South Africa, for the
protection of its sovereignty and territorial integrity.
The SANDF therefore remains an important security instrument of last resort but it is
no longer the dominant security institution. The responsibility for ensuring the
security of South Africa's people is now shared by many government departments and
ultimately vests in Parliament....
36
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The functions and responsibilities of the SANDF shall be determined by the
Constitution and the Defence Act.
The primary role of the SANDF shall be to defend South Africa against external
military aggression. Deployment in an internal policing capacity shall be limited to
exceptional circumstances and subject to parliamentary approval and safeguards.’38
Admittedly, the Defence White Paper was ambivalent about the future size of the Defence
Force. In places, cuts were promoted as both necessary and desirable; the argument was even
made that a reduction in the size of the SANDF might promote region-wide disarmament. In
others, an important caveat was introduced: that South Africa would need to maintain a
‘modern’ and sophisticated ‘core-force’. To quote from the White Paper:
The absence of a foreseeable conventional military threat provides considerable space
to rationalise, redesign and ‘rightsize’ the SANDF.
The SANDF has to maintain a core defence capability because of the inherent
unpredictability of the future. Such capability cannot be created from scratch if the
need suddenly arises. The maintenance and development of weapons systems is
necessarily a long-term endeavour...
Given South Africa's relative military strength on the sub-continent, the adoption of a
defensive and non -threatening posture would contribute to building confidence and
positive relationships.
Further, reductions in South Africa's force levels and weapons holdings might
stimulate a broader process of disarmament in Southern Africa. This would release
resources for development and thereby promote stability. However, force reductions
should be kept within reasonable proportions if South Africa is to play an active
supportive role in the region.39
The Defence White Paper was effectively replaced by the 1998 Defence Review, the most
comprehensive analysis of South Africa’s defence needs in the post-apartheid period up until
that date. Upon its adoption by Parliament in 1998, the Defence Review became the official
policy of the Department of Defence. Importantly, the Defence Review once again amplified
the points discussed in the Defence White Paper:
‘The greatest threats to the security of the South African people are socio-economic
problems like poverty and unemployment, and high levels of crime and violence… The
government has adopted a narrow, conventional approach to defence. The primary
function of the SANDF is defence against external aggression. The other functions are
secondary…’40
The Defence Review also confirmed that ‘there is no foreseeable major external military
threat to South Africa in the short-to-medium term.’41 While this did not suggest that South
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Africa should not retain a military force, the Defence Review emphasised that the size and
content of the SANDF, and any future defence purchases, would be limited by South Africa’s
pressing socio-economic needs and would, additionally, be constrained by the need to
achieve cost-savings:
‘The Department of Defence accepts the national imperative of channelling the financial
resources of the state to the [Reconstruction and Development Program] in order to
alleviate socio-economic problems like poverty and unemployment. In the light of this
imperative, and in the absence of any foreseeable external military threat, the Defence
Review seeks to establish an affordable peace-time force.’42
Thus, both the Defence White Paper and the Defence Review, which established defence
policy, found that:
1. South Africa faced no ‘foreseeable external military threat’
2. South Africa’s greatest security threats were poverty and unemployment and the
social maladies that flowed from this
3. Defence spending in the post-apartheid era would have to be constrained by the need
for state resources to be directed towards socio-economic upliftment
In this context, pursuing the Arms Deal was clearly unwise and arguably irrational. It is hard
to see how either the Defence Review or Defence White Paper could be seen as an argument
for the Arms Deal, which became South Africa’s largest post-apartheid acquisition.
It should also be noted that many of the key decisions made during the Arms Deal selection
process (dealt with in Chapter 3) directly contradicted the imperative to be cognisant of
constraints on defence spending in the context of severe socio-economic need. As we will
show in detail in Chapter 3, in every contract bar the Light Utility Helicopter contract, the
most expensive offer was (irregularly) selected. We estimate that this increased the cost of
the Arms Deal by at least 50%, if not more. Thus, not only was the decision to pursue the
Arms Deal in contradiction of South Africa’s post-apartheid defence policy, the decision to
purchase the most expensive equipment on offer in all contracts bar one only strengthened
this contradiction.
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4. The Economic Context and the Potential Economic Cost of the Arms Deal
As the above section should make clear, it would have been irrational to pursue the Arms
Deal if there was any indication that it would have a negative impact on the economy, as this
would amplify South Africa’s greatest national security threats – poverty and unemployment.
This was an especially important consideration as the South African economy suffered a
number of severe setbacks in the period from 1996 to 1999.
Between 1996 and 1999, the economy’s performance was distressingly sluggish. South
Africa’s macroeconomic policy, the Growth, Employment and Redistribution Strategy
(GEAR) predicted that average annual growth would reach 4.2 per cent between 1996 and
1999, paving the way for a 6 per cent growth rate in the years subsequent to the transition to
GEAR; instead, growth was stifled at 2.4 per cent for the period.43 Most worryingly, the
economy’s performance deteriorated year-on-year: by 1999, the year in which the Arms Deal
was signed, growth had stuttered to 0.5 per cent on the back of the Asian Crisis and the
instability in the financial markets that flowed from this. Growth was hampered, most
pertinently, by the failed materialisation of private and particularly foreign investment in the
country. GEAR’s drafters predicted investor growth of 11.7 per cent by 1999, but by 1999
this figure remained at an obdurate 1.2 per cent.44
Between 1995 and 1999 unemployment (according to the official definition) rose from 1.8m
to 3.2m.45 The worst period for workers was from 1997 to 1998, in which roughly 700 000
jobs were shed from the economy.46 Such was the impact of these losses that the national
unemployment rate, by 1999, stood at a staggering 23.3 per cent of the adult population, at
least according to the official description of unemployment. And that was not the worst of the
figures. The unofficial – and arguably more accurate – definition of unemployment, which
included those who were so discouraged that they no longer even tried to look for work, had
reached 36.2 per cent by 1999.47
Levels of wage inequality – the difference between what those at the top and bottom earn –
increased during the period from 1996 to 1999. South Africa’s GINI co-efficient – designed
to illustrate levels of equality in a country, with ‘1’ being absolute inequality and ‘0’ being no
inequality – increased to 0.57 in 2000, up from 0.56 in 1995.48 The top quintile – 20 per cent
-- of South Africa’s earners earned 64.9 per cent of all the income in the economy by 1999
(slightly down from 65 per cent in 1995), while the lowest quintile (the poorest of the poor)
saw their share of the national income drop from 7.3 per cent to 6.1 per cent. More
pessimistic suggestions have been made -- for example, by the academics Leite and
McKinley of the United Nations Development Programme. South Africa’s GINI co-efficient
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had increased from 0.623 in 1993 to 0.648 in 1995, and to a staggering 0.673 in 2000: ‘an
overall increase of 8.1 per cent [in inequality] from 1993 to 2000’, according to their study.49
Following the Arms Deal’s announcement, it was often claimed that it would be of economic
benefit to South Africa as it would lead to significant job creation through offsets: this would
have arguably made the Arms Deal rational from an economic and thus strategic point of
view. While we deal with this claim in detail in the following chapter, it should be noted that
the Cabinet Sub-Committee in charge of the Arms Deal were made aware that, even in the
best case scenario, the economic impact of the Arms Deal would be negative. In the worst
case scenario, the Arms Deal was likely to have caused severe macroeconomic distress.
In August 1999, the Cabinet Sub-Committee in charge of the Arms Deal selection process
was presented with a report compiled by members of the Ministry of Finance and selected
individuals from the International Offers Negotiating Team, the latter of which had been
established upon the selection of preferred primary suppliers in the first phase of the Arms
Deal selection process. The report, known as the Affordability Report, presented detailed
information regarding the potential macroeconomic impact of the Arms Deal. The
Affordability Report made it clear to the Cabinet Sub-Committee that the economic impact of
the Arms Deal would be broadly negative.
The Affordability Report attempted to outline the cost of the Arms Deal and its potential
economic impact for Cabinet. To do this, the team made use of a predictive macroeconomic
model developed in 1997 by the Bureau for Economic Research (BER) based at Stellenbosch
University.50 Appropriate figures were then inserted into the model’s complex algorithms to
calculate the impact of the Arms Deal (with the cost projected at various iterations, ranging
from low to high). In particular, predictive data for the period from 2000 to 2008 as to the
performance of the economy was provided and then compared against a set of potential
scenarios that included the cost of the Arms Deal. The macroeconomic impact of the Arms
Deal was calculated with reference to two potential developments that could have altered the
impact of the deal: a rise or decrease in interest rates, and the success or failure of the offsets
programme.51 As one would expect, if national interest rates increased and offsets failed to
materialise, the Affordability Report predicted a substantial increase in the negative impact of
the Arms Deal. The twelve scenarios were then compared with a ‘baseline’ scenario, namely,
how the economy would have performed if the Arms Deal was excluded from the
calculations.
While each scenario makes interesting reading, it is the scenario that calculates the impact of
the highest-cost acquisition that is most appropriate for the current situation, as it details the
impact of a deal that is most equal to the size of the Arms Deal. The most expensive purchase
modelled for in the Affordability Report was a R25bn acquisition. However, it should be
noted upfront that this was smaller than the eventual Arms Deal. The R25bn level acquisition
was arrived at on the basis that we would purchase 12 Hawks and 9 Gripens from BAE; in
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reality, we ended up purchasing 24 Hawks and 26 Gripens. Judging from the Affordability
Report, the addition of these extra Hawk and Gripen aircraft would have increased the cost of
the Arms Deal to R36.482bn – an increase of over R11bn, or nearly 30 per cent. What this
suggests is that the models reproduced below – calculated as they were in the Affordability
Report on the basis of a R25bn purchase -- actually understate the potential impact of the
Arms Deal, as they do not include the full cost of what we actually bought.52
The following scenario outcomes were provided:
Table 3: Scenario 1 of purchase of R25bn equipment: offsets fulfilled and low impact on interest rates
(percentage deviation from baseline – baseline being performance of economy with Arms Deal excluded)53

GDP growth
Budget
deficit as %
of GDP
Current
account %
of GDP
Employmen
t (’000 jobs)

2000
0.6
-0.2

2001
-0.2
-0.4

2002
-0.3
-0.3

2003
-0.1
-0.3

2004
-0.3
-0.2

2005
-0.1
-0.2

2006
0
-0.1

2007
0.1
-0.1

2008
0.1
-0.1

-0.7

-0.4

-0.3

0.1

0.4

0.5

0.5

0.6

0.5

9

14

12

8

2

-5

-9

-12

-12

Table 4: Scenario 2 of purchase of R25bn equipment: offsets not fulfilled and low impact on interest rates
(percentage deviation from baseline in which baseline is macroeconomic performance without the Arms Deal)54

2000
GDP growth 0.1
Budget
-0.4
deficit as %
of GDP
Employmen 1
t (’000 jobs)

2001
-0.4
-0.6

2002
-0.4
-0.5

2003
-0.4
-0.6

2004
-0.4
-0.6

2005
-0.3
-0.6

2006
-0.2
-0.7

2007
-0.1
-0.9

2008
-0.1
-1

-4

-15

-31

-50

-72

-94

-116

-138

Table 5:Scenario 3 of purchase of R25bn equipment: offsets fulfilled but adverse impact on interest
55
(percentage deviation from baseline)

2000
GDP growth 0.5
Budget
-0.3
deficit as %
52

2001
-0.9
-0.8

2002
-0.6
-0.8

2003
-0.4
-1.0

2004
-0.4
-1.0

2005
-0.3
-1.0

2006
-0.1
-1.1

2007
-0.1
-1.3

2008
-0.1
-1.4

The figure of 30 per cent is derived by calculating the percentage that R11.118bn constituted of the
final estimate of R36.482bn
53
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of GDP
Employmen
t (’000 jobs)

9

4

-12

-32

-54

-78

-101

-123

-144

Table 6: Scenario 4 of purchase of R25bn equipment: offsets not fulfilled and adverse impact on interest
rates
(percentage deviation from baseline)56

2000
GDP growth 0.1
Budget
-0.5
deficit as %
of GDP
Employmen 1
t (’000 jobs)

2001
-1.1
-1

2002
-0.7
-1

2003
-0.6
-1.3

2004
-0.5
-1.4

2005
-0.5
-1.5

2006
-0.3
-1.8

2007
-0.3
-2.1

2008
-0.3
-2.4

-14

-39

-71

-107

-146

-186

-227

-270

The most striking conclusion that can be drawn from the above material is if offsets were
fulfilled and interest rates remained low, the impact of the Arms Deal on the economy was
broadly negative. Indeed, this is even acknowledged in the Affordability Report: ‘If the risks
do not materialise, the arms expenditure programme has a limited, though non-negligible
impact on the macroeconomy. This is true even for the highest (R25 billion) expenditure
level.’57 This is clear from the most optimistic scenario described above (scenario 1), where
the GDP growth contracts more than it expands in the period between 2000 and 2008.
It should also be noted that, while the Affordability Report did not consider the opportunity
cost associated with the Arms Deal, this was clearly substantial. As we discuss in detail in the
following chapter, a considerable number of jobs could have been created with the same
funds, while a number of notable national priorities could have been met (such as the
provision of low-cost housing) if funds spent on the Arms Deal were differently allocated.
Thus, the Cabinet sub-Committee in charge of the Arms Deal were made well aware, months
prior to final signatures being appended to the Arms Deal contracts, that the Arms Deal was
clearly irrational from an economic point of view. The Arms Deal would have had a broadly
negative impact, while the country and the economy could have benefited substantially if the
funds from the Deal were diverted towards socio-economic priorities. It is also germane to
note that the broadly negative impact of the Arms Deal on the economy would have further
exacerbated South Africa’s greatest security threats: poverty and unemployment. Thus, it is
clear that the Arms Deal sub-Committee pursued the Arms Deal despite clear evidence that it
could have substantially decreased South Africa’s national security by means of increasing
unemployment and poverty
Finally, it should also be noted that the pursuit of the Arms Deal was made additionally
irrational in the context of the adoption of GEAR. The guiding principle behind GEAR was
to make South Africa a viable investment destination by sending the right ‘signals’ to the
international market. These ‘signals’ were to be generated by the adoption of a conservative
macroeconomic approach. Central to this approach was to limit government spending, with a
directive to maintain South Africa’s deficit to only 3% despite pressing socio-economic need.
As we have discussed in brief above, and as was made clear by the Affordability Report
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presented to the Arms Deal Cabinet sub-Committee in August 1999 that we address in detail
in the following chapter, the Arms Deal could have substantially increased the current
account deficit, meaning that other areas of state expenditure would have to be reduced in
order to accommodate this increase. A redirection of state expenditure away from local
spending towards an import-heavy acquisition would undoubtedly have had further negative
ramifications for the South African economy and severely restricted the State’s flexibility in
responding to the country’s greatest security threats: unemployment and poverty.
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5. The 1998 Defence Review and the Failure of Cabinet to Seek Necessary
Parliamentary Approval for the Arms Deal
It has often been claimed that the Arms Deal was mandated by Parliament by virtue of the
adoption of the 1998 Defence Review. This argument was repeated by multiple state
witnesses before the Seriti Commission, which the Commission appears to have agreed with.
However, this claim is patently untrue.
Admittedly, the 1998 Defence Review did provide for a new ‘core-force’ structure for postapartheid South Africa. In total, the Defence Review outlined four different force design
options Two options were recommended, albeit with limitations. The first was the largest and
most expensive option of the two, which the Defence Review claimed ‘should remain the
vision of the Department [of Defence].’ However, it was acknowledged that the second
option, a slightly smaller force design, was the most realistic at the time: ‘due to financial
constraints and other national priorities, Option 1 will form an acceptable growth-core for the
maintenance of military capabilities and skills.’58 Importantly, this option included all those
items that would eventually become the Arms Deal shopping list, including four corvettes,
four submarines, 32 light and 16 medium fighter jets, and a number of Light Utility
Helicopters.59 154 Main Battle Tanks were also recommended, but subject to a caveat: South
Africa already had considerably more tanks than this, but they were only due for replacement
in 2009 (explaining why, in the early announcements about the Arms Deal, tanks were
included in a potential shopping list).
However, the Defence Review clearly indicated that it was considered unwise to pursue
either force design option in the short to medium term because of budgetary constraints and
the need to divert funds towards socio-economic need:
It has become apparent that national priorities and budgetary restrictions place
constraints on defence expenditure. This means that the achievement of a sustainable
force design of the magnitude envisaged in the Defence Review will not be possible
in the short-to medium-term…’60
Most importantly, the Defence Review stipulated that its approval should not be considered
as a blank cheque to pursue the Arms Deal:
The approval of a force design by the parliamentary defence committee, Cabinet or
Parliament does not constitute blanket approval for all implied capital projects or an
immutable contract in terms of the exact numbers and types of equipment. At best, it
constitutes approval in principal for the maintenance of the specified capabilities at an
approximate level…61
This point was amplified by Professor Laurie Nathan in a 2001 article in the Sunday
Independent. Nathan was deeply immersed in the process of writing the Defence White Paper
and the subsequent Defence Review, partially due to his deployment to the process by
Deputy Minister of Defence, Ronnie Kasrils. In both instances, Nathan served as a lead
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author and played a key role in articulating South Africa’s post-apartheid defence policy. It is
useful to quote at length from his article, not least because his role in the Defence Review
process suggests that Nathan was keenly aware of both its content and intended impact:
‘In Tony Yengeni’s statement on the allegations regarding his involvement in the
arms procurement deal, he asserts in passing that parliament approved the defence
review and thereby approved the decision to purchase military equipment. This
assertion has been made frequently over the past year. It is fundamentally and
demonstrably inaccurate...
The defence review of 1996 to 1998 contains a “force design” that lists the type and
quantity of military hardware deemed necessary for the South African National
Defence Force to fulfil its functions. The list includes submarines, corvettes and the
other weapons systems that form part of the procurement package.
However, the review described the design as a “vision” that could change over time.
The final details concerning the type and quantity of weaponry to be acquired would
“inevitably deviate from the vision” and “such deviations will be subject to
Parliamentary oversight.”
Given these qualifications, parliamentary approval of the defence review in 1998
cannot be construed as a mandate to buy weapons.
Parliament was not asked to sanction the Arms Deal at the time of the review or
subsequently. It has exercised its oversight function only in relation to the charges of
alleged corruption surrounding the deal...
The arms package is inconsistent with national policy on security and defence as
endorsed by the cabinet and parliament. The package is more likely to reduce than
enhance security. This is undoubtedly true for millions of people in terms of human
security.’62
This clearly indicates that the approval of the Defence Review did not entail an approval for
the Arms Deal. Instead, it was arguably envisaged that any future defence purchases as
predicted by the core-force design would be tabled before Parliament for approval. This was
never done, meaning that the Arms Deal never received Parliamentary approval.
Thus, Cabinet and the Ministry of Defence had no Parliamentary mandate to pursue the Arms
Deal. The Arms Deal was thus both undemocratic and arguably irrational considering South
Africa’s democratic political framework.
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6. Lobbying Efforts and the Development of Networks of Enrichment Linked to the
Arms Deal, 1994 to 1999
It should be noted that, in the period from 1995 onwards, a number of influential individuals
established businesses and contacts that would allow them to benefit financially if the Arms
Deal was pursued. While we cannot make any definitive claim, the creation of this network
may provide an insight into a major motivation to pursue the Arms Deal, which, as we have
discussed above, was patently irrational.
It was Joe Modise who made the first moves, gaining stakes in controversial companies along
with a network of his choice appointees. In 1995, Modise participated in his first defencerelated company by the name of Marvotech (part of the larger Marvol Group) with his
Russian partner, Mark Voloshin.63 Marvotech was involved in defence-related activities, and
placed its stock in a programme to upgrade the engines of the Air Force’s existing stock of
Cheetah and Mirage airplanes, replacing them with engines from the new MiG-29 aircraft.
How they got the technology to do so involves a singular story. According to groundbreaking
investigative reporting published in the Moscow Times and Mail & Guardian, Voloshin had
entered into a deal with the apartheid state during the arms embargo to lease the engine
upgrades to South Africa for testing. The deal had the alleged blessing of the Russian state at
the time, but not for what followed. In total, roughly $80m worth of technology and
equipment had been shipped to South Africa, but it was not supposed to be fitted to the planes
– the engines were merely to be tested. However, South Africa fitted the engines at the
expense of the Russians, and refused to pay, while Voloshin moved from Russia to his new
home in South Africa. As the Russians were reluctant to acknowledge that they had broken
the arms embargo, no action was taken.64
Nevertheless, the upgrades would have given the Cheetahs and Mirages a new lease of life:
one of the reasons that the Air Force had considered scrapping them was their slow speed.
With access to this technology, what was needed was cheap access to a ready supply of
second-hand planes. If the Arms Deal was pursued and new aircraft bought, Marvol would
likely have been able to pick up the Cheetahs and Mirages on the cheap, upgrad them and
sold them on to other countries; or, at the very least, assisted Armscor with upgrading the
planes so that they could be sold on by South Africa. Indeed, after the Arms Deal was
completed, Marvol (along with another set of companies boasting politically connected
individuals) did upgrade the planes, while Armscor offered Ecuador, amongst other countries,
an opportunity to purchase the craft (see Chapter Four).65
Marvotech also had a number of other politically connected individuals on its board, many of
whom were alleged to form what the Mail & Guardian would call ‘Modise’s greasy
brotherhood’.66 In key instances, Modise would appoint the members of the brotherhood to
positions within Armscor or the Department of Defence. Another director in the company
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was Alfred Nzo, then Minister of Foreign Affairs.67 Also present in the broader company
structure through a Marvol subsidiary named Liselo was Fana Hlongwane, Joe Modise’s
Special Advisor from 1995 onwards, later accused of being the main bag man distributing
illegal funds from BAE. Hlongwane was a colourful character, also known by the nickname
‘Styles’, to whom Modise had acted as a patron. Indeed, Hlongwane was appointed to the
board of Denel in 1998 after serving as Modise’s right-hand man during the Defence Review
process.68 Llew Swan, too, was a director of Marvol, although it is uncertain when he was
appointed. Swan, who would later be accused of receiving a discount on a luxury vehicle
from an Arms Deal-related company, was appointed to Armscor by Joe Modise in 1998 after
he had ‘fallen out’ with another defence company, Reunert. During the Arms Deal, Swan was
a key figure in the selection process, serving on some of the most important decision-making
bodies, including the International Offers Negotiating Team, the Strategic Offers Committee
(SOFCOM) and the Project Control Boards for the Naval (submarine and corvette) and Air
Force programmes.69
Rounding out Modise’s network were Tony Ellingford, Major-General Ian Deetlefs and Ron
Haywood. Neither of these three would appear in Marvol, but all would later get involved
through a complex set of shareholdings and directorships with Joe Modise in a company
called Conlog that was to slated to receive a considerable amount of money from BAE’s
offset programmes.70 Haywood, a highly decorated Air Force pilot who had made his name
during the apartheid period, had first met Modise (along with Ian Deetlefs) in the early 1990s,
as he was later to recall in an interview in the defence magazine Salvo. As a result of the
‘early rapport’ they developed with Modise, they were appointed to key positions: Haywood
as the Chairman of Armscor, and Deetlefs a board member of Denel, the South African
parastatal that was responsible for arms manufacturing. As Haywood noted:
‘When I was at the chamber of business in the early 1990's, I was appointed a member
of the Part Time Forces Council.
With our strong business background, we saw ourselves playing an important
bridging role between the former liberation army and the then South African Defence
Force. A meeting was arranged at the historical Old Fort in Johannesburg where Ian
Deetlefs, who was the chairperson of the Part Time Forces and the Part Time Force
Council met a delegation of high ranking officials of MK.
Among those who were there was Commander Joe Modise and Ronnie Kasrils. We
had a very fruitful discussion which resulted with the formation of a solid rapport
between the two groups. Of course, at the time we were not aware that that encounter
was to lead to two of us (Deetlefs and myself) being invited to chair the boards of
Denel and Armscor respectively.
This happened when, about a year after the installation of a democratic government and with Mr Modise now a minister - I got a call inviting me to consider sitting on the
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board of Armscor. Similarly, Deetlefs was invited to join Denel. For me, it was a case
of the past feeding into the future.71
Haywood, incidentally, was also later accused of receiving a discounted luxury vehicle from
an Arms Deal company via the same means as Tony Yengeni and Llew Swan.
Modise was also involved in a different network of businesses and friends though a body
called the Defence Industry Interest Group of South Africa (DIIGSA), of which Modise was
a patron. Formed in 1995, DIIGSA was an early home for many businesses and businessmen
– predominantly empowerment figures – who had tried to break the hold white business had
over the defence industry.72 It was here, according to Ferial Haffajee, that a group she
referred to as ‘MK Inc.’ was formed and started its own lobbying.73 Amongst the members of
‘MK Inc’ were Futuristic Business Solutions (FBS). Its key shareholders were Lambert
Moloi, a relative of Joe Modise [Joe Modise’s family has, subsequently denied this – but has
acknowledged that the Moloi family was close to the Modise family74] and a former General
in MK; Yusuf Mahomed (later a shareholder in a company that would receive a large part of
the Cell-C mobile operator contract); Tshepo Molai, another relative of Joe Modise [again,
also subsequently denied by the Modise family]; and Ian Elvis Pierce,75 who was alleged to
have facilitated a bribe for Chippy Shaik, from another Arms Deal contractor.76 Together,
these four were to make a fortune from the Arms Deal through Futuristic Business Solutions:
it has been estimated that FBS would receive 70 sub-contracts that would earn it an estimated
R750m, making it responsible for handling roughly R1bn in goods and services flowing from
the Arms Deal.77
FBS also had a close working relationship with perhaps the most infamous member of MK
Inc: Schabir Shaik. FBS would eventually gain a stake in a company owned by Shaik that
received a massive contract from the Arms Deal, while Shaik would eventually be found
guilty on two different counts in relation to the Arms Deal, including soliciting a bribe for his
close friend and South Africa’s current President, Jacob Zuma. Beyond Zuma, Shaik also had
important familial connections. Two of his brothers would play central roles in the Arms
Deal saga: ‘Chippy’ Shaik, who was central to the Arms Deal selection process as the Chief
of Acquisitions, and Mo Shaik, the current head of South Africa’s Secret Service.
Importantly, Chippy Shaik was involved in far more than just the Arms Deal: he was also a
participant in the Defence Review process, appointed as a result of his connections to the MK
in exile.
At the same time as Chippy Shaik was busy discussing South Africa’s future force design,
Schabir Shaik was setting up his own companies that would benefit from the Arms Deal. As
early as September 1995, Shaik had a meeting with Jean-Marc Pizano, the representative of a
company by the name of Advanced Technology and Engineering (ATE), to discuss a
71

‘Personal Profile: Ron Haywood (Former Chairman of Armscor)’, Salvo, Issue 1 of 2001
‘Arms and empowerment: cadres cash in’, Financial Mail, 4 May 2001
73
Ibid. DIIGSA was later merged with two other major lobbying groups representing the Defence
Industry and incorporated into a new group known as the South African Aerospace, Maritime and Defence
Industries Association, or AMD. See: ‘BEE and Exports Top Association Agenda’, Engineering News, 18
January 2002
74
https://www.dailymaverick.co.za/article/2017-10-16-letter-to-the-editor-feinsteins-article-besmirchesthe-legacy-of-joe-modise/#.WgAxp9Bl9dg
75
“German firm in R1.2m lobby agreement”, Mail &Guardian, 12 April 2001
76
‘Arms Deal: the men behind the money’, Mail & Guardian, 9 February 2007
77
‘A deal that just won’t go away’, TradersAfrica, Issue 7, July–October 2001
72

41
potential joint venture between Shaik’s business interests and ATE.78 Although no
arrangement was ever agreed to, ATE was to remain somewhat controversial, as it was to
receive some important post-Arms Deal contracts79, and included both Richard Charter and
Diliza Mji on its board.80 Charter was later accused of facilitating bribes from BAE to a
number of politically important individuals, while Diliza Mji was a highly connected ANC
politician from KwaZulu-Natal who was later to go into business with the brother of Thabo
Mbeki, Moeletsi Mbeki – a set of relationships we discuss further in Chapter 3.
Schabir Shaik was, however, able to establish another set of profitable relationships. During
his meetings with ATE’s Pizano, he was introduced to Pierre Moynot, a representative of the
French multinational arms producer, Thomson-CSF (later renamed Thales).81 Moynot
claimed to have attended the meeting with Shaik and Pizano to explore the idea of combining
four companies -- ATE, Shaik’s own companies, Thomson-CSF and Plessey -- in a giant
joint venture to begin positioning for the corvette deal.82 Although Plessey and ATE were to
fall away, Shaik was able to establish a close working relationship with Thomson-CSF.83 The
result, as we will see in the following chapter, was that he was accorded a share in a company
by the name of African Defence Systems, which was eventually to receive a massive contract
flowing from the Arms Deal’s corvette contract decision.84
But what is intriguing was the timing behind the meetings. It would be understandable if
Shaik and Pizano and Moynot had met earlier in 1995, when the first corvette contract was
still under discussion – until it was scrapped as a result of public pressure. But the meeting
occurred in September 1995, and faxes continued to be relayed between Pizano and Shaik
until the following year,85 while Shaik and Thomson-CSF, too, would continue discussing
their future relationship from September 1995 onwards. This suggests that Schabir Shaik,
with his inside track through political and familial connections, may have strongly suspected
that a corvette deal was going to happen regardless of what emerged from the Defence
Review or any other formal process. Perhaps the confidence in a future corvette deal was
based purely on the publicly stated facts of the matter: that South Africa needed new
weapons, sooner or later, and the corvette deal would be an inevitability. But, as we discussed
at length above, it could not have been taken for granted, at least based on the information in
the public realm, that the corvette deal would definitely have happened: only a few months
78

Testimony of Johan Van Der Walt in The High Court of South Africa (Durban and Coastal Local
Division) in the Matter of the State vs. Schabir Shaik (et al.), Case Number CC27/04, 22 October 2004, attached
as Annex C; Testimony of Pierre Moynot in The High Court of South Africa (Durban and Coastal Local
Division) in the Matter of the State vs. Schabir Shaik (et al.), Case Number CC27/04, 11 March 2005, Attached
as Annex D
79
South African Defence Industry Directory, 2006, available for download from www.ate-aerospacegroup.com; ‘Fact-File: Denel CSH2/AH2 Rooivalk Attack Helicopter’, DefenceWeb, 5 November 2008; ‘ATE
In World-First With BAE’, Engineering News, 24 February 2004
80
According to records filed with Companies and Intellectual Properties Registration Office,
www.cipro.gov.za
81
Testimony of Pierre Moynot in The High Court of South Africa (Durban and Coastal Local Division)
in the Matter of the State vs. Schabir Shaik (et al.), Case Number CC27/04, 11 March 2005. Attached as Annex
D.
82
Ibid
83
See: Squires, J. 2005. Judgment in the High Court of South Africa (Durban and Coastal Local
Division) in the Matter Between The State and Schabir Shaik et al., Case no. CC27/04, 31 March.
84
Ibid
85
Testimony of Pierre Moynot in The High Court of South Africa (Durban and Coastal Local Division)
in the Matter of the State vs. Schabir Shaik (et al.), Case Number CC27/04, 11 March 2005. Attached as Annex
D.

42
earlier, the public had indicated its distaste for the idea, and would continue to do so until the
RDP had made some proper headway. The simple inference, it would seem, was that a
number of politically connected individuals, from Schabir Shaik to Joe Modise, were
extremely confident that an Arms Deal would happen, even if the Defence Review attempted
to limit it.
MK Inc. and Modise’s ‘greasy brotherhood’ were not acting within a vacuum in preparing
and pushing for the Arms Deal: in this, they were ably supported by international armaments
companies and their teams of lobbyists. The salient company in this regard was BAE, which
drew on the support of the wider British government infrastructure. The British defence
industry, usually represented by the Defence Export Services Organisation (DESO) had
started to make contact with key South African figures from as early as 1993; although there
were rumours that Modise had been engaging with them from 1991 onwards. In 1994, as we
saw earlier, when the corvettes contract was still under discussion, the French and British
navies had literally raced to become the first naval visitors to South Africa. Such public stunts
reached a low point in September 1994, when Nelson Mandela received the UK’s Prime
Minister John Major for the first ever official visit between the UK and the New South
Africa. Major, it was claimed by newspaper reports, was clutching a letter addressed to
Mandela lobbying for the UK arms industry, which had identified South Africa as a potential
new purchaser of arms.86
The UK defence industry and government went further than just letter writings and displays
of public affection. Also on the cards was the possibility of joint partnership support. Indeed,
the day after economic sanctions were lifted on 24 September 1993 at the request of Nelson
Mandela, a joint deal between South Africa’s Menchem and the UK’s Alvis was signed.
According to the deal, Alvis would license the designs of a series of light-armoured vehicles
built by Menchem and build them for resale. Intriguingly, the UK Minister of Defence
explained that the deal was understood by the ANC, and that the UK had been speaking to the
ANC ‘in anticipation of the arms embargo being lifted’.87 Two months later, it was rumoured,
although later denied, that South Africa was looking for a similar deal to license BAE’s
Hawk aircraft for sale in South Africa.88 Also on the table was the offer of the UK to help
market the SADF’s attack helicopter, the Rooivalk, internationally.
In March 1996 a major breakthrough occurred in South Africa and the UK’s relationship,
when the signing of a military pact that made considerable space for future joint ventures was
announced. Speaking at the signing of the memorandum, Joe Modise made it clear that the
memorandum, and the joint venture partnerships, were all being entered into not only to assist
the local defence industry, but with an eye on what would eventually become the Arms Deal.
Prefacing the signing with a discussion of how South Africa was in the process of replacing
its various fleets and had struggled to maintain existing equipment affordably (even though
the Defence Review was still on-going), Modise explained that ‘to enhance and effectively
manage such a process, my ministry has found it prudent to establish, develop and service a
mutually advantageous framework of co-operation with friends of South Africa such as
Britain.’89
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More ethically questionable approaches were also taken. From as early as 1996, as mentioned
above, BAE made use of a lobbyist by the name of Richard Charter, who would later be
accused of being a key recipient and potential distributor of corrupt funds from BAE to
various South African politicians. Charter had set up his lobbying enterprise a year previously
under the name of Osprey Aerospace. As we will see in considerably more detail later, he had
established connections in the ANC in order to discuss potentially ‘charitable’ donations to
the organisation or its allies. In 1996, Charter hatched the idea of helping the ANC to set up a
scholarship fund to progress the setting up of the ANC’s archives at Fort Hare University.
Although the high-profile arrangement only got off the ground in 1998, Charter was assured
of a personal meeting with Mandela and Thabo Mbeki.90
Whether the meeting took place remains unclear, but indications are that, by 1997, BAE and
the UK’s Defence Export Services Organisation (a UK government branch that promoted
British exports, most often those of its defence industry) had been having close discussions
with a number of South African politicians. In January 1997, months before Cabinet and
Parliament would approve the Defence Review, DESO had arranged to brief the Department
of Defence. On the table was a package deal for various UK suppliers to provide South
Africa with all the weapons systems that would be needed: submarines, corvettes and fighter
jets.91 It was even rumoured that DESO had floated the idea of South Africa paying for all the
weapons in gold: an unsurprising offer, considering that the UK had accepted payments in oil
from Saudi Arabia in the controversial Al Yamamah weapons deal. While the deal was
rejected outright by an unimpressed uniformed component in the SANDF, the DESO visit
highlighted a worrying trend for HD Esterhuyse, a senior official present at the time. In an
interview he gave to investigators in 2001, he noted that:
[DESO was] clear in discussions with other government officials and the Minister [Modise]… At that
stage we were already concerned about the actions of DESO and British companies regarding South
African politicians and Parliamentarians.92

It would be unfair to single out the UK in its marketing endeavours. A number of other
international companies attempted to make headway into the country, using whatever means
or contacts they had at their disposal. Rewind to the original corvette deal hatched (and
rejected) in 1994–95. At the time the deal was being discussed, the two favoured bidders
were the Spanish and British, although by May 1995, the Spanish option was the stated
preference of the Navy. In early 1995, however, Thabo Mbeki, who had recently been
installed as Deputy President, travelled to Germany. During a meeting with the German
Foreign Minister, he claimed that the ‘race is still open’ for the corvette deal.93 It provoked
the outrage of the Spanish and British bidders, and attracted severe criticism in the media. For
many, it was curious, as, when the Arms Deal eventually did take place, it was Germany that
emerged as the successful bidder (under very curious circumstances).
Why Mbeki intervened at that time has remained somewhat of a mystery. He later claimed
that he had scrapped the tender process for the corvettes after receiving information that the
Spanish and British selections might have been tainted. However, the suspicion among some
insiders remained that lobbying was a decisive factor, as described when Admiral ‘Chubby’
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Howell was interviewed by investigators compiling a review of the Arms Deal (the Joint
Investigation Report, discussed in detail later). During his interview, he recalled how he had
met with FW de Klerk in 1995, who grilled him about why the German bid had been rejected.
For Howell, it was clear that De Klerk had already discussed the matter with a different
bidder:
With the selection of the technical side of it, in other words, the Navy saying, let us go
back to the original, when we went in May 1995 to the Cabinet for the British or the
Spanish, recommending the Spanish one, well, there was certainly not political
interference, there was interference for sure. Because we did a presentation before we
went to Cabinet, two, the two of them, deputy presidents, because we had two at that
stage, remember. We did one to Mr. Mandela and we did one to Mr. De Klerk. And
the questions that Mr De Klerk asked us, it was very obvious that somebody else had
got to him. One of the competitors, because he was saying, why are you going to
build a Spanish ship with inferior steel? And we said, well, beg your pardon, but what
do you mean? It is all going to be with Iscor steel. At that stage the contract said that
you had to buy South African steel to build the ship. So obviously one of the other
competitors has got to FW De Klerk and said to him, “don’t be stupid, don’t buy
Spanish. They are going to build it with inferior steel.” So … we were aware of that
sort of thing. Which we then had to counter and we had to tell the politicians and
people, saying people, please do not listen to other people...94
This was news to Dave Stewart, to whom we put Howell’s allegations in 2011. Stewart
served as the Director General in the Vice Presidency during De Klerk’s period in office and
currently works for the FW De Klerk Foundation. Stewart recalled that ‘De Klerk never
supported the German bid. His approach was that he would go along with the
recommendation of the military people at the time, who were the people who really knew
what the Navy needed. And that approach was to favour the Spanish bidder.’95
Thus, by 1998, when the Arms Deal was pursued, there existed a substantial network of
individuals and companies, including many linked to the Minister of Defence and other
influential persons, who would have benefited substantially from the Arms Deal. This created
an environment fraught with potential conflicts of interest, and arguably taints the decision to
undertake the Arms Deal.
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7. Payment of Commissions and Inducements in the Earliest Stages of the Arms
Procurement Process and the Implications for the Probity of the Initiation of the
Arms Deal
As noted above, the period during which the Arms Deal was formulated and pursued –
roughly between 1994 and 1997/1998 – was a period in which there were a number of
politically connected individuals who had positioned themselves in a way that would allow
them to benefit if an Arms Deal took place. But new details emerging during the Seriti
Commission indicates that, in fact, there were considerable payments made to key decision
makers and influential individuals to change the course of the South African Arms Deal.
These claims emerge from an absolutely shocking document, which we refer to as the
German Police Report. We attach it here as Annex HHH. This document, dated November
2007, appears to have been drawn up by a female German police officer by the name of
Lioba Borowski. In emails to Advocate William Downer in which the document was
transmitted, Borowski confirmed that she was a detective chief superintendent with the
German police in Dusseldorf. The German Police Report served as an unofficial summary, by
Borowski, of information and inferences based on, amongst other things, evidence seized on
raids on the properties of ThyssenKrupp in 2006. These raids uncovered a host of key
documentation, including voluminous contemporaneous memoranda and notes kept by a key
ThyssenKrupp executive, Christoph Hoenings.96 The raids had taken place following a tax
investigation into ThyssenKrupp that showed that the company had made payments,
classified as ‘Useful Expenditures’ to a number of companies on the South African deal.
‘Useful Expenditures’ was used, prior to 2000, as a euphemism for commissions or bribes in
Germany, which, until late 1999, were tax deductible.
We pause to note that the filings of Corruption Watch and R2K challenging the Seriti
Commission prove – to our mind persuasively – that the Commission entirely failed to even
consider the content of the letter; it also entirely failed to properly investigate the claims
therein. We also pause to note that a large amount of the content of the German Police Report
was subsequently reproduced in Mutual Legal Assistance Requests filed by German
authorities in Switzerland, which has lent considerable credence to the material contained
within the German Police Report. We should also note that we return to the German Police
Report in detail later in reference to payments made during the course of the Arms Deal
selection process and thereafter to ensure the specific success of the German Frigate
Consortium.
Key to understanding the German police report’s description of the early payments is the
early history of the original corvette transaction. As noted previously in this section, by early
1995, South Africa had reached an advanced stage in the selection process to buy naval
corvettes. Reports indicate that South Africa had narrowed down the selection choices to
between Spanish and British bidders. At this stage, German companies, which had bid to
supply the corvette, were out of the running.
The German Police Report shows that ThyssenKrupp reached out to Tony Georgiades to get
them back in the running. Georgiades would later receive huge commission payments from
Arms Deal bidders for both the corvette and submarine contracts, which is described in more
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detail later. Georgiades was close to apartheid’s mandarins – he has long been alleged to have
been one of apartheid’s leading oil sanctions busters. He was particularly close to FW De
Klerk; De Klerk would eventually marry Georgiades’ ex-wife. Media reports indicate that,
subsequent to 1994, Georgiades had also been able to develop a cordial and close relationship
wtih, amongst others, Thabo Mbeki.97
As the German Police Report indicates, Georgiades was brought in to ensure that the corvette
contract was reopened. History shows that this attempt was successful, and, indeed,
eventually led to the package structure of the Arms Deal. To quote in full from the German
Police Report:
Consultancy Agreements with Mallar Ltd
The first agreement with MALLAR Inc. has been signed as far back as 26th April
1995. In late December 1994 GFC had failed to qualify to enter the next round of the
tender process.
By than [sic] BAZAN of Spain and YARROW of Scotland had been chosen to be the
two offers to enter the next round. In the end BAZAN had been selected as preferred
bidder for the corvette contract.
In January 1995 the then Vice President Thabo MBEKI came to visit Germany After a
telephone call with President Nelson MANDELA he was quoted to have uttered that
‘We will put it on the table again’ and ‘that there is still hope for you’ (i.e. GFC).
About that time probably the first contact to Antony (Toni) Vassos GEORGIADIS was
made.
It is not known who led the initiative for such a contact and how GFC or rather TRT
learned about his existence and the services he later performed. But it is known that
GEORGIADIS had a close friendship with the than [sic] Vice President Willem de
KLERK of South Africa who later married GEORGADIS’ wife in 1998.
He obviously had close connections to Thabo MBEKI.
GEORGIADIS helped [Chistoph] HOENINGS [a senior TRT executive] by advising
him how to present the German offer in a more appropriate way to the South African
decision makers.
This led to a first consultancy agreement between MALLAR Inc. and TRT [Thyssen]
in April 1995 over the sum of 22m US $.
Tony GEORGIADIS signed this agreement on behalf of MALLAR Inc.
The signatories on behalf of TRT were HOENINGS and KOOPMAN.
GEORGIADIS and HOENINGS met in London to arrange/sign this agreement.
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On the 17th of May 1995 GEORGIADIS sent a facsimile to HOENINGS saying:
‘Step One: We’ve Done It.’
About that time the first tender most probably had been cancelled.
In May 1996 two new consultancy agreements had been signed by GEORGIADIS (for
MALLAR Inc.) and HOENINGS and KOOPMAN (for TRT). The first agreement dated
28th May 1996 contains a commission of 17m US $.
The second one dated 29th May 1996 contains a commission of another 5m US $.
Both contracts were intended to be valid for 12 months from the effective date 28th
and 29th May 1996.
The contracts contain the clause that in the event that the ‘quoted price should not be
realized during contract negotiations, but if a considerable price reduction should
have to be granted by TRT in order to secure the contract or if the supply offered by
TRT should be decreased considerably, M (=Mallar Inc.) and TRT shall find a mutual
agreement on a reduction of the commission amount.’ I consider this inter alia as
proof that the commission was not so much a fixed sum but a percentage of the
purchase price intended to gain.98
During this early period, ThyssenKrup established a close and arguably corrupt relationship
with Tony Yengeni, dating from at least August 1995, if not before. According to the German
Police Report, Yengeni, who was later convicted for fraud for lying to Parliament about
receiving discounts on luxury vehicles from an Arms Deal contractor, entered into extremely
lucrative consultancy agreements with ThyssenKrupp, and that he did so directly and without
camouflage:
During the June 2006 search of TRT an agreement between YENGENI and
HOENINGS dated 11th August 1995 has been seized.
According to that document, YENGENI was promised a commission of 2.5m DM.
In fact I could prove that the agreement has been signed one month later on the 11th
of October 1995 during a South African journey of HOENINGS, K.-J. MULLER and
KOOPMAN.
YENGENI and HOENINGS were the signatories of the agreement.
HOENINGS, KOOPMAN and GEORGIADES at this time took part in a meeting in
Cape Town during which the agreement was most likely arranged.
On his return to Germany HOENINGS arranged a provision for the promised
commission of 2.5m DM. This provision had been entered into the accounts of TRT on
the 28th September 1995 and was disbanded on the 30th of September 1997 in
connection with the intention to lower Thyssen’s obligations. Since than [sic] no trace
of a new provision can be found in the accounts so that the YENGENI commission
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could perhaps be part of the money paid to MALLAR Inc. It is unlikely that TRT did
not pay YENGENI the promised commission at all.
Although we have clear evidence of corruption in connection with YENGENI we
cannot prosecute this fact. Although the MALLAR Inc. contract due to the last
prolongation in April 1999 and payments to MALLAR Inc. do not qualify for a
statutory limitation we still need an action by YENGENI after the 19th of February
1999. But by that time YENGENI seems not to have been any longer in the position to
influence the South African decision on the corvette contract.
Nevertheless the facts of the YENGENI case show that employees of TRT contrary to
their defender’s statements did have direct contact to and themselves arranged
bribery agreements with South African officials. Before the change of legislation TRT
would have been able to deduct the bribe for YENGENI from their company’s tax
obligations. This explains why they did not disguise the provision and why the
agreement was made directly with YENGENI without camouflage.
YENGENI himself claimed in front of HOENINGS that he had been responsible for
the cancellation of the first tender in 1995. As chairman of the Joint Standing
Committee of Defence and chief whip of the ANC he could perform strong influence
on decisions relevant for GFC.
HOENINGS obviously gained information in August/September 1995 that YENGENI
had been named as a possible successor of MODISE in the cause of an expected
cabinet reshuffle. This fact makes clear why ten days later the agreement was signed.
We also seized correspondence between HOENINGS and GEORGIADIS about travel
costs for YENGENI for a flight from South Africa to Germany, Switzerland and
London. These documents reveal that GEORGIADIS booked a flight for YENGENI in
October 1996 for the 30th October 1996. According to the booking confirmation
YENGENI has visited Hamburg (seat of B+V), Zurich and/or Geneva and London on
the 1st November 1996.
The booking confirmation is addressed to Tony GEORGIADIS and was sent to the fax
number of ALANDIS Ltd.
Under the letterhead of ALANDIS Ltd. GEORGIADIS sent on the 4th November 1996
the invoice from World Wide Travel to HOENINGS with the remark: “The attached
for your “confidential” file (in case he ever denies having come!).”
On the 5th of November 1996 GEORGIADIS sent another fax under the letterhead of
ALANDIS Ltd. to HOENINGS. The fax contained an invoice from MALLAR Inc. dated
5th November 1996 over 16,574.00 US $ “comprising Progress Air re. Cape TownLansaria-Cape Town and TY’s airfairs of last week.”
The costs for YENGENI’s flight had been 16,944.00 ZAR.
In the invoice’s sum there obviously were also payments for other services by
Progress Air included.
The demanded sum had been paid by TRT on the 8th of November 1996...
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GEORGIADIS took part in the meeting between YENGENI and HOENINGS on 1st
November 1996.
GEORGIADIS also took part in several other meetings with YENGENI...99
Yengeni’s relationship with Georgiades and ThyssenKrupp, and the existence of the
consultancy agreement, has profound implications for the legality and rationality of the Arms
Deal. Defenders of the Arms Deal have long claimed that the Deal was approved by
Parliament. Putting aside that this is clearly incorrect (as discussed above), the existence of
payments to Yengeni further undermines this argument. This is because, from 9 September
1994 to November 1998, Yengeni chaired Parliament’s Joint Standing Committee on
Defence (from November 1998 onwards, he served as the ANC’s Chief Whip, another
influential position).100 The Joint Standing Committee on Defence was the Parliamentary
body that was empowered to oversee all matters related to defence – including, amongst other
things, the formulation and passing of the 1997 Defence Review and monitoring the Arms
Deal.
In other words, the single most important Parliamentary body overseeing the formation of
defence policy that led to the Arms Deal, and which was supposed to, once the Deal was
initiated, monitor its progress, was chaired by an individual who was, simultaneously, acting
as a paid consultant to ThyssenKrupp. It is hard to believe that, under these circumstances,
the deliberations of the Joint Standing Committe on Defence, and its monitoring of the
processes that led to and included the Arms Deal, were not irredeemably tainted.
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Chapter 2: Irregularities in the Selection Process and Allegations
of Corruption
Summary of Key Points
1. The selection process for three of the four primary contracts in the Arms Deal, and at
least four subcontracts of which we have knowledge, were subject to gross
manipulation by South African officials. The contracts afflicted with gross
manipulation and major irregularities were:
1.1 . The LIFT/ALFA contracts, in which;
1.1.1 The Minister of Defence, Joe Modise, intervened to change the SAAF’s
operational structure from a two-tier (trainer to fighter) to a three-tier (trainer to
sub-sonic trainer to supersonic fighter) training and fighting deployment. This was
done shortly after the BAE Gripen received a lower score than the Daimler-Benz
AT2000 following an evaluation of RFI responses under the two-tier system. The
three-tier training structure ultimately benefited BAE as it allowed BAE to submit
both Hawk and Gripen aircraft for consideration under the SDP process;
1.1.2 The three-tier system was adopted despite all suppliers confirming that pilots
could move directly from the Astra Pilatus in the SAAF’s possession to using
ALFAs. The middle-tier included at the insistence of Joe Modise was thus
unnecessary and illogical;
1.1.3 The Gripen won the SOFCOM evaluation largely on the basis of the fact that it
was claimed that its competitors had failed to submit adequate financing
information despite ‘repeated requests.’ Financing accounted for 33% of the total
score awarded by SOFCOM. Members of the Department of Finance, as well as
representatives of Dassault and Daimler-Benz, could not recall any attempt being
made to request this information;
1.1.4 The Hawk won its SOFCOM evaluation only after the Minister of Defence, Joe
Modise, intervened to ensure that the LIFT contract was evaluated with cost
excluded as a criterion. This directly benefited BAE as it allowed the Hawk to win
the SOFCOM evaluation despite its much higher cost its competitors;
1.1.5 The Secretary of Defence, General Pierre Steyn, resigned in protest at the decision
to exclude cost as a criterion;
1.1.6 The BAE Hawk offer also received a large score for its NIP program, which
helped it win the SOFCOM evaluation. However, in July 1999, the DTI confirmed
that it had miscalculated the offset benefits offered by BAE under the Hawk
contract. The DTI had informed Cabinet that the offset offer was R10bn, when it
was actually R1.5bn. The Hawk was thus selected on the basis of egregiously
wrong information, while Cabinet took no action to request a re-evaluation despite
this finding;
1.1.7 A further review by the DTI found that the two major projects that formed the
BAE Hawk NIP offer were likely never to materialise;
1.1.8 The International Offers Negotiating Team found that the purchase of Hawk and
Gripen aircraft was likely to carry great financial risk and cost more than initially
budgeted. The IONT recommended either deferring the purchase of the Gripen or
requesting that offset obligations forming part of the Gripen bid be delivered
early. Cabinet ignored these suggestions and ordered the IONT to continue
negotiating;
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1.1.9

BAE offered to resolve the impasse by suggesting that the aircraft be bought in
tranches. The offer was investigated by the IONT and Affordability Team, who
highlighted that the tranching system was illogical and carried substantial
potential risks. Despite this, Cabinet opted for the tranching approach;
1.1.10 To resolve further issues of affordability, it was decided to reduce the number of
Light Utility Helicopters purchased from 40 to 30. This despite the fact that the
purchase of LUH was arguably more rational than the purchase of the Hawk,
which the SAAF had already discovered was unnecessary;
1.1.11 Again to resolve issues of affordability, it was decided to delay the purchase of
certain elements of the acquisition. These costs would not become part of the
official cost of the Arms Deal contracts, but would eventually have to be covered
from the DoD budget.
1.2 The corvette contract, in which;
1.2.1 SOFCOM continued to evaluate the offer of all bidders despite none of the
bidders conforming to the minimum bidding requirements by failing to submit the
required financing information in their RFOs. This was highly irregular. If bidders
failed to submit the requisite information, the bidders were either supposed to be
disqualified or the bid process started anew with new requests for offers;
1.2.2 The German Frigate Consortium failed to confirm to minimum bidding
requirements by failing to submit the required Defence Industrial Participation
information in their RFO. Despite this, the GFC continued to be evaluated when it
should have been disqualified from the bidding altogether;
1.2.3 The decision to allow the GFC to remain in the evaluation was taken exclusively
by Llew Swan and Chippy Shaik and was not discussed with other members of
SOFCOM;
1.2.4 All bidders, excepting Bazan, failed to conform to minimum bidding requirements
by failing to submit the required technical information in their RFOs. Bazan
should thus have remained as the lone bidder in the evaluation process, or the
process started anew. However, the decision was made to allow all bidders to
continue despite this failing;
1.2.5 The German Frigate Consortium emerged as the winner of the SOFCOM
evaluation process largely due to the combined score it received for its NIP and
DIP proposals;
1.2.6 A series of ‘calculation errors’ in the DIP evaluation meant that the German
Frigate Consortium received a DIP score that was larger than its ‘true value’. This
clearly benefited the German Frigate Consortium over all other bidders;
1.2.7 The German Frigate Consortium received an NIP score nearly twice the value of
its nearest competitor, Bazan, despite both bidders offering virtually the same
Rand value of NIP commitments. GFC’s NIP score was boosted by the
application of favourable multipliers, for which the Auditor General’s office could
find no documented benchmarks;
1.2.8 Scores for NIP and DIP commitments were calculated by adding the evaluation
scores both domains following SOFCOM’s analysis. This was done despite
Armscor’s legal services stating that the combined NIP and DIP scores should be
calculated by adding together the Rand amounts offered. By adding scores rather
than Rand amounts, GFC’s combined DIP and NIP score was valued much higher
than its competitors. If the scores were derived from adding rand values, Bazan
would have won the offset domain in the SOFCOM evaluation;
1.2.9 Our calculations indicate that when all the errors referred to above were corrected,
Bazan emerged as the true best bidder, with GFC being relegated to second place
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1.3 The submarine contract, in which;
1.3.1 A series of calculation errors and oversights significantly inflated the NIP score
granted to the German Submarine Consortium (GSC). At the same time, GSC’s
competitor, DCN, had its NIP and DIP scores halved as it had submitted similar
business plans in its bid for the corvette contract. The Auditor General’s office
believed that this was unfair as it would have been simple to request clarification
from DCN. The decision was also made without due process being followed, with
only one document found recording the decision: a note attached to an evaluation
sheet that indicated that the halving of DCN’s DIP score was ordered by Chippy
Shaik;
1.3.2 When the errors in the calculation of DIP and NIP scores were corrected by the
Auditor General’s office, GSC came in second place while DCN was in first
place. Only GSC’s scores had been inflated due to errors; in all other cases,
bidders scores either remained the same or were reduced;
1.3.3 The decision was made to allow GSC to proceed in the SOFCOM evaluation
despite the fact that GSC failed to meet the minimum bidding standards by failing
to submit the required information regarding its DIP commitments. GSC should
have been disqualified or the entire evaluation process started anew;
1.3.4 GSC’s NIP offer was given a score substantially larger than its competitors,
despite the fact that its largest offer – a steel mill in the Coega development zone –
was found by independent economists contracted by the IONT, to be an
unsustainable business proposition that could never come to fruition;
1.3.5 GSC won the technical evaluation largely due to it quoting a cost for its Logistics
Support Segment that was so low as to be unbelievable. The scores awarded for
the evaluation of the Logistics Support Segment was found by the AuditorGeneral’s office to have a disproportionate impact on the technical evaluation as it
was accorded a weighting of 67.5%. GSC’s price was so low it allowed GSC to
win the evaluation of this domain, despite all evaluators concurring that it seemed
too low to believe. When the Auditor-General’s Office recalculated the scores in
the technical evaluation by using a more equitable weighting system, GSC was
relegated from first to second position;
1.3.6 A series of errors in the calculation of scores for the evaluation of the financing
domain led GSC to receive an inflated score for its financing proposals. All other
bidders either had their scores unaltered or reduced. When the errors were
corrected by the Auditor-General’s Office, GSC was relegated from first to third
position in the financing evaluation;
1.3.7 The Auditor General’s Office found that the evaluation sheets used in the
evaluation of the financing segment were corrected with Tippex, despite this being
explicitly forbidden by acquisition regulations. The Auditor General’s Office
stated that this meant that the scores could have been unduly edited and
manipulated;
1.3.8 It was found that DCN was the true best bidder, while GSC was only the third best
bid when the Auditor General’s Office recalculated the scores in the submarine
contract after correcting for the various errors and irregularities,
1.4 The sub-contract for the supply of engines to be used in the Light Utility
Helicopters, in which;
1.4.1 The primary contractor, Agusta, favoured the use of Pratt & Whitney engines.
Armscor preferred the use of Turbomeca engines, despite Agusta confirming that
the Pratt & Whitney engines were cheaper, more technically suitable, and offered
a better industrial participation package;

53
1.4.2

The Pratt & Whitney and Turbomeca engines were re-evaluated in four separate
reviews. It was only in the last review in which Turbomeca was nominated the
best bidder. This was only possible as the NIP and DIP value system was
significantly modified, benefitting Turbomeca;
1.4.3 A Helicopter Control Board meeting could not make a final decision as to the best
bidder and recommended both options be presented to Cabinet. However, Cabinet
was not informed of this indecision, as a later meeting merely reflected that
Turbomeca was the best option. The meeting was chaired by Chippy Shaik;
1.4.4 A representative of Pratt & Whitney lodged a formal complaint about
irregularities in the evaluation process. These complaints appear to have a basis as
later documents discovered by the Auditor General’s Office indicated an
irregularly close relationship between Turbomeca and Denel;
1.5 The sub-contract for the supply of gearboxes to be used in the corvettes, in
which;
1.5.1 The primary contractor, the German Frigate Consortium, had reached the final
stages of appointing MAAG as the preferred supplier. Representatives from
Armscor preferred the use of RENK as the preferred supplier and requested GFC
consider this;
1.5.2 Armscor’s Johan Van Dyk wrote a memorandum to Chippy Shaik and Llew Swan
requesting that RENK be selected as the preferred supplier due to the business it
would generate for the South African company, Gear Ratio. A note on the
document handed to Shaik and Swan indicated that the decision would be
approved by the Project Control Board shortly thereafter. Reaching a unilateral
decision prior to the sitting of the Project Control Board was highly suspicious
and clearly irregular;
1.5.3 An October 1999 Project Control Board meeting confirmed the selection of
RENK as the preferred supplier, despite MAAG agreeing to reviewed DIP
commitments that would provide additional business for South African business;
1.5.4 At the same meeting, it was noted that Gear Ratio had been bought by Vickers
UK. This means that the strategic imperative of ensuring business flowed to South
African companies no longer applied and that the selection of RENK was
unjustified
1.6 The sub-contract for the supply of the Information Management Suite (IMS) to
be used in the corvette combat suite, in which;
1.6.1 Thomson-CSF and ADS acted as the main tender board for the evaluation of the
IMS supplier, despite Thomson-CSF also being the owner of Detexis, a French
company that Thomson-CSF suggested for the IMS;
1.6.2 Thomson-CSF and ADS, however, had to receive final approval for their selection
from the corvette Project Control Board;
1.6.3 The State (in particular the corvette Joint Project Team), had nominated C2I2 as
the candidate supplier to provide the IMS as C2I2 offered a technically suitable
solution, was South African owned, and had received considerable skill and
technology retention funding from the South African government;
1.6.4 GFC secured the selection of the Detexis system by claiming that the product
offered by C2I2 was risky, thus attracting a risk abatement fee. Without the risk
fee, C2I2 would have won the evaluation.
1.6.5 The decision to add a risk premium to the C2I2 product was unjustified as the Joint
Project Team had conducted its own evaluation of the product. The ‘Report on the
Diacerto Bus’ concluded that it was the Detexis system that carried significant
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risks, while both Thomson and GFC had confided to the Joint Project Team that
the C2I2 ‘IMS is a superior product.’
1.6.6 The risk fee attached to C2I2 product could have been abated if the State had
categorised the system as a Category C product, for which the State would have
shared the costs of any non-delivery or product failure. Instead, the C2I2 product
was rated a Category B product despite the Joint Project Team identifying that the
Detexis system was equally if not more risky that C2I2’s product;
1.6.7 There is an insufficient audit trail to identify who in the State categorised C2I2 s
system as a Category B product. Later testimony by officials claimed that an
extraordinary and unminuted meeting was held by the Project Control Board to
confirm the decision. This would have been highly unusual as the meeting did not
constitute a quorum, was not minuted and not reflected in any other minutes. In
addition, it was claimed that the Report on the Diacerto Bus was not forwarded
from the Joint Project Team to the Project Control Board, which would have
unfairly prejudiced C2I2. The claims to the contrary by Rear Admiral Johnny
Kamerman and Chippy Shaik were found by the Office of the Auditor General to
be false.
1.6.8 A May 1999 briefing by Chippy Shaik to the Cabinet sub-Committee overseeing
the Arms Deal claimed the C2I2 product was risky. This could not have been
reliably relayed as the ‘Report on the Diacerto Bus’ had not yet been compiled
and C2I2’s system evaluated by the Joint Project Team. This indicates that the
decision to irregularly categorise C2I2’s product as risky was made long before
any meaningful technical evaluation was completed and potentially with
suspicious motives
1.7 The sub-contract for the supply of the System Management System (SMS) to be
used in the corvette combat suite, in which;
1.7.1 Thomson-CSF and African Defence Systems acted as the tender board, despite
African Defence Systems submitting its own product to be used as the SMS;
1.7.2 African Defence Systems was listed as the original candidate supplier for the
SMS. African Defence Systems submitted a grossly inflated bid for the supply of
the SMS as it seemed to believe that it was a foregone conclusion;
1.7.3 The Joint Project Team requested a competitive bid be tendered. C2I2 was required
to tender its bid within only a few days, even though African Defence Systems
had over two months to compile their bid;
1.7.4 C2I2 offered its SMS product at a price considerably less than African Defence
Systems. However, Thomson-CSF and ADS added a series of costs (handling and
integration fees as well as a warranty) that increased the cost of the C2I2 system. It
is unclear whether or not this was justified;
1.7.5 African Defence Systems was allowed to resubmit its bid following C2I2’s
competitive offer. African Defence Systems offered its SMS at a new cost only
fractionally less than C2I2’s bid after the application of fees to C2I2’s bid. This
suggests that African Defence Systems was allowed to review C2I2’s bid
documents, which would be believable as Thomson-CSF and ADS acted as the
tender board. This significantly prejudiced C2I2;
1.7.6 C2I2’s bid price was further increased by the demand made by Thomson-CSF and
ADS that C2I2 make use of ADS frame housings for the SMS system. The frame
housings were significantly more expensive than C2I2’s own frame housings. If
C2I2 had been allowed to use its own frames, it would have won the competitive
bid.
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2. All the primary contracts signed in the Arms Deal have been tainted with corruption
and other criminal conduct. The contracts tainted with corruption are;
2.1 The LIFT/ALFA contract, in relation to which;
2.1.1 Joe Modise, along with his business partners Major-General Ian Deetlefs (then
head of Denel) and Ron Haywood (head of Armscor), acquired shares in Conlog
in a manner that earned all parties significant income. Conlog was due to receive
lucrative business via BAE/Saab’s NIP program. This meant that not only did
Modise, Haywood and Deetlefs act on confidential information for their pecuniary
gain, but would also stand to benefit financially should BAE/Saab win the
LIFT/ALFA contract and incur NIP obligations;
2.1.2 Joe Modise was reported to have been thoroughly investigated by members of
South African law enforcement, who were said to have uncovered a substantial
money trail linking payments from BAE/Saab to Joe Modise;
2.1.3 BAE made use of a highly secretive payment system operating from the British
Virgin Islands by which covert and overt agents in South Africa were paid for
‘consulting’ work by the BAE controlled Red Diamond Trading;
2.1.4 In total, BAE, via Red Diamond Trading, transferred £115 to various agents for
work on the South African deal. Amongst the largest recipients of funds from Red
Diamond Trading were Fana Hlongwane (the special advisor to Joe Modise),
Kayswell Services (majority owned by Rhodesian sanctions-buster John
Bredenkamp), Huderfield Enterprises (majority owned by the now-deceased
Richard Charter, who was also employed as an overt advisor to BAE via his
company Osprey Aerospace). None of these recipients could provide evidence to
investigators of meaningful work done to justify such large payments;
2.1.5 BAE signed a further consulting agreement with Fana Hlongwane via BAE/Saab’s
South African vehicle, SANIP. In 2011, a documentary by Sweden’s TV4
highlighted the relationship between SANIP and Hlongwane. Saab claimed that
the company was run by BAE for the period in which Hlongwane was a
consultant. SAAB also confirmed that the amounts were paid to Hlongwane via
SANIP and that this may be tantamount to bribery;
2.1.6 Despite SAAB distancing itself from Fana Hlongwane and SANIP in 2011, it
emerged in May 2017 that SAAB had, in fact, entered into a separate consultancy
agreement directly with Hlongwane Consulting. The consultancy agreement ran
from October 2003 to December 2004. Hlongwane Consulting was due to receive
€270 000 in total from the agreement, made up of monthly payments of €18 000.
The agreement paid Hlongwane Consulting for vaguely worded advice on
political, economic and security policy.
2.1.7 In October 2017, further evidence emerged that Saab had contracted directly with
another entity related to the Arms Deal: Mayekiso Labour and Community
Services. This company was owned by Moses Mayekiso, a former leading light in
NUMSA. As discussed below, Mayekiso was part of NUMSA when the union
allegedly received money from a Swedish Union linked to Saab, IF Metall, to
support the Arms Deal. Mayekiso was contracted in January 2000, only weeks
after the Arms Deal was signed. Mayekiso was due to receive 5 million kronor,
equal to just under R4m from the contract.
2.1.8 SANIP financial statements released by Saab indicate that one Viktor Verichenko,
as sole director of Veriytech CC, was granted a loan of R750 000 by SANIP on
extremely favourable terms. The loan was written off two years later without any
repayments being made. Viktor Verichenko was close to Chippy Shaik, including
acting as Shaik’s PhD supervisor. Shaik’s PhD was later invalidated after it was
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discovered that the PhD had plagiarised extensively from the work of Verichenko
himself;
2.1.9 BAE intended to pay a further $10m to Fana Hlongwane, which never
materialized. The payment was to be effected with the help of Count Alfons
Mensdorff-Pouilly, a BAE agent working on contracts in Eastern Europe.
Mensdorff-Pouilly is currently on trial in Austria on charges of money laundering
related to his role as an agent for BAE;
2.1.10 BAE, via Red Diamond Trading, intended to distribute funds to Stella Sigcau, a
member of the Cabinet sub-Committee overseeing the Arms Deal, via the
intermediary company Arstow. According to SFO documents, these funds were
transferred although the amounts were not stated. SFO investigators privately
confirmed to the witnesses that the SFO had found a substantial trail of funds
being made available to Stella Sigcau by BAE in cash and kind. SFO investigators
specifically noted that BAE had paid for the school fees of Stella Sigcau’s
daughter at a top British school. This claim has been vindicated by documents
submitted by Col Johan Du Plooy to the Seriti Commission, which appears to
have ignored them. The documents include letters and memos proving that BAE
Systems paid for the UK costs of Stella Sigcau, and that Sigcau was particularly
surpportive of the bid;
2.1.11 BAE entered into two separate plea bargain agreements with the US Department
of Justice and US Department of State in 2010 and 2011 respectively. Reading
both plea bargain agreements together, BAE confirmed that they had paid large
sums to consultants on the South African deal, and that these payments ‘would be
used to ensure BAES was favored in foreign government decisions regarding the
sale of defense articles.’
2.1.12 An agreement was entered into between the National Union of Mineworkers of
South Africa (NUMSA) and both Saab and the Swedish union IF Metall. The
agreement stipulated that NUMSA would provide political support for the Gripen
purchase in return for Saab and IF Metall’s investment in a NUMSA training
school (valued at roughly R10m). The agreement was not approved by NUMSA’s
leadership, but was instead signed by Moses Mayekiso, the former national
chairperson of NUMSA. At the time he appended his signature to the agreement,
Mayekiso had resigned from NUMSA. NUMSA resolved to investigate the deal
following allegations of wrongdoing. Upon visiting Sweden, NUMSA
investigators were given a copy of the agreement. NUMSA investigators
confirmed to Swedish TV in November 2012 that the agreement specifically
linked funding for the training school to NUMSA’s political support for the Arms
Deal. In addition, NUMSA investigators were perturbed to find that a clause in the
contract was missing from documents provided to them; these were similarly
redacted in copies of the agreement later provided to NUMSA’s steering
committee. The fact that clauses in the agreement were missing raised suspicions
that an added allegation was true, namely, that an additional R40m had been paid
by BAE/Saab to South African decision-makers and individuals of influence and
that these funds had been routed via IF Metall and NUMSA.
2.2 The corvette contract, in relation to which;
2.2.1 Thomson-CSF and Nkobi Holdings entered into a relationship in which both
parties gained differential shares in African Defence Systems. Nkobi Holdings
was owned by Schabir Shaik, the brother of Chief of Acquisitions, Chippy Shaik.
Chippy Shaik participated in meetings in which the selection of ThomsonCSF/African Defence Systems to provide the corvette combat suite were
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approved. According to the court’s accepted version of events, Thomson-CSF
were convinced of the need to include Nkobi as a shareholder in African Defence
Systems after the direct intervention of Jacob Zuma as well as Chippy Shaik;
2.2.2 Schabir Shaik arranged for a payment of R500 000 a year from Thomson-CSF to
the benefit of Jacob Zuma. In return for the R500 000, Zuma agreed to protect
Thomson-CSF from the then unfolding investigations into the Arms Deal. He also
agreed to support the business interests of Thomson-CSF going forward. Schabir
Shaik was found guilty of soliciting the bribe; the courts, too, found that the bribe
had been paid and that Zuma had signalled his acknowledgment of the bribe.
According to the fixer Ajay Sooklal, who testified in an arbitration proceeding
related to unpaid fees he claimed were owed to him by the company, Jacob Zuma
was told to use the code word ‘Eiffel Tower’ to signal his acceptance of the bribe.
Zuma allegedly did so, according to Sooklal, using the now infamous phrase ‘I see
the Eiffel Tower lights are shining today’ in a meeting in March 2000 between
Zuma, Shaik and Thomson-CSF executive Alain Thetard.
2.2.3 Thomson-CSF were alerted by French intelligence services to the fact that Nkobi
Holdings were considered politically unpalatable to a number of high profile
South African government officials. Thomson-CSF thus sought and achieved at
least one meeting with Thabo Mbeki, where it is alleged such matters were
discussed. It should be noted that 20% of the shares in ADS were also given to
Futuristic Business Solutions as part of a black empowerment transaction.
Futuristic Business Solutions was owned and directed by relatives of Joe Modise
and was reported to have little to no capacity to conduct work related to the
defence trade.
2.2.4 Investigators in Germany probed the payment of $25m in bribes from
ThyssenKrupp (a member of the German Frigate Consortium) to South African
officials. Documents drawn up by the investigators indicated that $22m was paid
to a company owned by Tony Georgiades, who was known to be close to former
Deputy President FW De Klerk and a number of high-level ANC politicians. The
funds were paid to a company by the name of Mallar Inc in Liberia, from where it
was suspected that funds were transferred onwards to South African officials and
people of influence;
2.2.5 Among documents uncovered by the German investigators were two separate sets
of minutes written by an executive of ThyssenKrupp (Chistoph Hoenings). The
minutes indicate that ThyssenKrupp negotiated the payment of a $3m bribe to
Chippy Shaik, and that this payment was executed by ThyssenKrupp.
2.2.5.1 Documents submitted by Col. Johan Du Plooy to the Seriti Commission of
Inquiry, and ignored by the Commission, provide further details of payments
made by ThyssenKrupp to win the corvette contract. These include substantive
new details about payments to South African officials including Vice-Admiral
Robert Simpson-Anderson and to Futuristic Business Solutions. Further
compelling detail was also provided about the means by which Chippy Shaik
solicited a payment from ThyssenKrupp and how the payment was made via a
highly secretive banking arrangement in the UK.
2.2.6 A raft of South African government officials and individuals of influence were
provided with discounts on luxury vehicles by Daimler Chrysler Aerospace, a
subsidiary of EADS. EADS was bidding for sub-contracts in the corvette deal.
The individuals who received discounts included: Tony Yengeni (chair of the
Joint Standing Committee on Defence), Siphiwe Nyanda (chief of the SANDF),
Llew Swan (a participant in the SOFCOM evaluation process and later
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negotiations phase who sat on the Corvette Project Control Board, who had earlier
been appointed to the board of Armscor by Joe Modise) and Vanan Pillay (a DTI
official who formed part of the IONT team);
2.3 The submarine contract, in relation to which;
2.3.1 Ferrostaal (a member of the German Submarine Consortium) were found to have
paid €16.5m to two companies controlled by Tony Georgiades. Investigators from
Debevoise & Plimpton who were appointed by Ferrostaal to undertake an internal
review of the company’s criminal liability were told by senior Ferrostaal
executives that Georgiades was paid as he provided a conduit to South African
officials, politicians and other individuals of influence. These contacts were
claimed to be ‘decisive’ in securing the contract for the German Submarine
Consortium;
2.3.2 Ferrostaal were found to have paid €16.5m to Tony Ellingford between 2000 and
2003. Ellingford was appointed as Ferrostaal executives wanted to employ an
individual with ‘political connections’ that could be used to secure the submarine
contract. Ellingford was recommended to Ferrostaal by Jeremy Mathers (see point
2.3.3 below) who, in turn, was acting on the advice of Llew Swan. Ellingford was
particularly close to Defence Minister Joe Modise. Ellingford served as a trustee
for the Letaba Trust, Modise’s major listed asset;
2.3.3 Ferrostaal were found to have entered into a consultancy agreement with Jeremy
Mathers to secure advice relating to the submarine contract. Mathers was
employed by the DoD as a permanent force member until January 1998, where
after he entered the reserve force in 2000. Mathers was found to have been
actively involved in assisting the DoD develop the value system to be used in the
selection process for the submarines. Mathers was contracted shortly after leaving
the DoD as a permanent employee and was paid an estimated €1 million for his
services;
2.3.4 Llew Swan was found to be providing consulting services to Ferrostaal indirectly
via his company Moist CC only three months after the final Arms Deal contracts
were signed (Swan resigned a week prior to the signing of the contracts);
2.3.5 Ferrostaal were found to have entered into a range of business deals with Chippy
Shaik following the signing of the submarine contracts in 1999. The deals
included a joint-venture in a mine in Mozambique in which Ferrostaal invested
$1.5m. Other directors attached to the joint venture (via Enable Mining, of which
Chippy Shaik was a director) were Julekha Mohamed, Yunis Shaik and Rafique
Bagus;
2.3.6 Chippy Shaik has actively intervened with members of the SASUBCLUB to
ensure that African Defence Systems secured subcontracts from the submarine
deal. Chippy Shaik also sat in on meetings relating to the award of the submarine
combat suite. Shaik chaired a Project Control Board meeting in which GSC were
forced to invite a competitive quote from African Defence Systems, even though
GSC had indicated their preference for STN Atlas. When STN Atlas was found to
be the cheaper system, Llew Swan and Chippy Shaik ‘engaged’ GSC to achieve
greater ‘visibility’ as to the cost calculations. African Defence Systems was
partially owned by Schabir Shaik, Chippy Shaik’s brother, as well as Futuristic
Business Solutions, directed and owned by relatives of Joe Modise;
2.3.7 Futuristic Business Solutions established a joint venture with Logtek (called
Applied Logistics Engineering, or ALE) with a view to securing contracts in the
submarine contract. ALE were able to sign cooperation agreements with both
GSC and GFC with the aim of entering into subcontracts related to logistics
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services. Suspiciously, FBS were granted 70% of the shares in ALE while only
being contractually obliged to perform 10% of the work. This may suggest that
FBS was included due to their political connections.
2.4 The Light Utility Helicopter contract, in relation to which;
2.4.1 Representatives of Bell Helicopters claimed that they were informed by Chippy
Shaik that they could only win the contact if they contracted Futuristic Business
Solutions as a consultant. Bell Helicopters refused to do so;
2.4.2 It was found by Scorpions investigators that the winning contractor, Agusta SpA,
had entered into contracts with Futuristic Business Solutions only three weeks
after the signing of the final contracts between the South African government and
Agusta. On the 19th of January 2000, FBS were contracted for the supply of
integrated logistic support services to Agusta with a contract value of R17m. This
despite the fact that the business capacity of FBS was reported to be almost nonexistent.
3. In addition to the many irregularities pointed to above, we believe that it is possible
that multiple contracts in the Arms Deal were unconstitutional, in that the contracts
were awarded on a non-competitive basis. This includes:
3.1 The ALFA contract, which was awarded despite only one bidder submitting financial
information that would have had a direct impact on the effective price of the contract;
3.2 The LIFT contract that was evaluated with cost excluded as a criteria;
3.3 The Light Utility Helicopter contract, which was not subject to fresh competition
upon the decision to reduce the number to be acquired from 60 to 30 despite the nonlinearity of unit price;
3.4 The submarine contract, which was not subject to fresh competition upon the decision
to reduce the number to be acquired from 4 to 3 despite the non-linearity of the unit
price;
4. Our calculations suggest that the total value of the questionable direct payments in the
Arms Deal equalled R2 242 765 215.40 (R2.242 billion). In addition, we estimate the
total value of undue benefits accrued by individuals and companies through the Arms
Deal to equal R3 461 783 513.47 (R3.461 billion)
5. We believe that there is indicative evidence that money from the Arms Deal, or from
Arms Deal-related entities, may have been paid to the ANC. This is based on:
5.1 A high-level source who relayed to Andrew Feinstein that investigations into the
Arms Deal would not be allowed to take place because illicit funding from the Arms
Deal had funded the ANC’s 1999 election;
5.2 Court records emanating from Schabir Shaik’s corruption trial, which indicated that
Shaik was actively paying money, described at times as ‘dividends’, to the ANC;
5.3 The testimony of Ajay Sooklal, an advocate a ‘fixer’ employed by Thales to assist it
avoid prosecution in South Arica, in which Sooklal alleges that Thales made a €1m
donation to the ANC in 2006
6. The allegations of corruption in the Arms Deal have never been properly investigated,
and, in fact, have been actively undermined through political pressure or designed
incompetence. This supports the thesis that the Arms Deal is corrupt, as there is no
other reason why it would not have been investigated to date. It also undermines the
arguments of Arms Deal defenders, who point to the lack of effective prosecution
(ignoring, of course, the convictions of Tony Yengeni and Schabir Shaik) as evidence
that there was no wrongdoing in the Arms Deal. Instances of political interference
include:
6.1 The pressure brought to bear by senior ANC members on the Standing Committee on
Public Accounts to prevent a full and unfettered investigation of the Arms Deal that
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would include the so-called Heath Unit. The pressure placed on the ANC component
of Scopa led Andrew Feinstein to resign in protest;
6.2 The Joint Investigation Report, drafts of which were provided under an old apartheid
law to members of the Ministerial sub-Committee overseeing the Arms Deal prior to
publication – this despite the fact that the Joint Investigation Report was investigating,
inter alia, their conduct. The release of drafts of the Auditor-General’s report in 2005
confirmed that large sections of the report, which showed massive irregularities in the
selection processes in the Arms Deal, had been excised, and that paragraphs clearing
the sub-Committee of wrongdoing were added in after the report had been showed to
senior politicians;
6.3 The decision by DIPCI/Hawks, following the closure of the Scorpions, to assign a
single full-time investigator to the Arms Deal, and, thereafter, to close the
investigation on flimsy and unsupported grounds;
6.4 The Seriti Commission of Inquiry, which is currently under challenge by Corruption
Watch and R2K for failing to meaningfully and fully investigate the Arms Deal.
7. We are of the firm belief that the evidence presented in this chapter illustrates that all
primary contracts entered into in the Arms Deal were tainted by corruption that would
allow for the South African government to levy fines on the primary contractors as
well as contemplate contract cancellation. However, fines and contract cancellations
can only be undertaken, according to the underlying sales agreements between the
South African government and the primary contractors, following successful
convictions of individuals or entities shown to be related to the primary contractors.
As such, we recommend that full and unfettered criminal investigations be instituted
against a range of individuals and entities with the aim of securing speedy
convictions. The individuals and entities we believe should be subject to investigation
are:
7.1 BAE Systems UK
7.2 BAE Systems South Africa
7.3 SAAB
7.4 South African National Industrial Participation (SANIP)
7.5 Fana Hlongwane
7.6 Hlongwane Consulting
7.7 Ngwane Aerospace
7.8 Shamin ‘Chippy’ Shaik
7.9 Ian Elvis Pearce
7.10
John Bredenkamp
7.11
Estate of Joe Modise
7.12
Major-General Ian Deetlefs
7.13
Ron Haywood
7.14
Estate of Richard Charter
7.15
Diliza Mji
7.16
Advanced Technologies Engineering
7.17
Kayswell Services
7.18
Osprey Aerospace
7.19
Huderfield Enterprises
7.20
FTNSA Consulting
7.21
Estate of Stella Sigcau
7.22
Veriytech CC
7.23
NUMSA
7.24
Moses Mayekiso
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7.25
7.26
7.27
7.28
7.29
7.30
7.31
7.32
7.33
7.34
7.35
7.36
7.37
7.38
7.39
7.40
7.41
7.42
7.43
7.44
7.45
7.46
7.47
7.48
7.49
7.50
7.51
7.52

African National Congress
Ferrostaal
German Submarine Consortium
Ferrisa
TAN Mining
Enable Mining
Tony Georgiades
Mallar Inc
Allandis
Jeremy Mathers
Llewellyn ‘Llew’ Swan
Futuristic Business Solutions
Applied Logistics Engineering
Keith Mokoape
Agusta SPA
ThyssenKrupp
German Frigate Consortium
Thomson/Thales
Vice-Admiral Robert Simpson-Anderson
Jacob Zuma
Pierre Moynot
Jean-Paul Perrier
Daimler Chrysler Aerospace/EADS
Siphiwe Nyanda
Vanan Pillay
Turbomeca Africa
Advanced Technologies Engineering
Gear Ratio/Vickers OMC
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Introduction
We are firmly of the belief that the selection of three of the four primary contractors in the
Arms Deal were done in an irregular manner. In particular, we point to gross procedural
irregularities that impacted on the selection of the preferred contractors for the ALFA/LIFT
component(s), the submarine and corvette contracts. Importantly, these irregularities were not
of equal benefit to all bidders: universally, irregularities and interventions had the impact of
preferring a particular bidder over all others in the selection process. We believe that the
unidirectional nature of these irregularities was motivated by corruption.
In reference to each contract, we provide evidence of extensive networks of corruption linked
to senior Department of Defence individuals as well as individuals from other arms of
government who had oversight over the Arms Deal selection process who received
inappropriate benefits from companies associated with the winning bidders. Note that while
we present allegations of corruption regarding the selection of the preferred bidder in the
Light Utility Helicopter contract, we do not have evidence to point to procedural irregularities
in the selection process for this contract.
We are also of the opinion that the State was also actively involved in the selection of
subcontractors (or secondary contractors), despite repeated post-hoc denials by members of
the Cabinet sub-Committee responsible for the Arms Deal. We highlight three instances
where the selection of subcontractors was subject to procedural irregularities similar to those
that afflicted the selection of primary contractors. In at least one instance, we can point to
clear and court-proven corruption to explain the irregularity.
The following chapter is separated into seven sections. The first four sections examine
procedural irregularities that impacted on the selection of primary contractors in each of the
four Arms Deal purchases, as well as allegations of corruption that have emerged subsequent
to the selection process. The contracts are dealt with in the following order:
1.
2.
3.
4.

LIFT/ALFA
Corvettes (Ship Platform and Combat Suite)
Submarines
Light Utility Helicopters

The fifth section examines irregularities in the selection of subcontractors in two separate
instances. These are the selection of Turbomeca over Pratt & Whitney to supply engines to be
used in the selected Light Utility Helicopters, and the selection of RENK instead of MAAG
to provide gearboxes to be fitted in the selected corvettes.
The sixth section addresses the question of whether the Arms Deal was understood by senior
members of the African National Congress as a means of receiving party funding from the
selected bidders.
The seventh section focuses on Andrew Feinstein’s experience in attempting to investigate
the Arms Deal while serving in Parliament. It serves as a broader discussion of the multiple
successful actions undertaken by the ANC to shut down any meaningful investigation into the
Arms Deal.

63
The eighth section addresses new information brought to light through the leaked testimony
of Ajay Sooklal, a ‘fixer’ employed by an Thales to stop investigations into the Arms Deal.
Sooklal has alleged that he was actively involved in multinational efforts to do so. This has
thrown new light on the failure of the Arms Deal to be properly investigated.
Sooklal has also made damning allegations related to Zuma and the Seriti Commission of
Inquiry. Sooklal alleges that Zuma summoned Sooklal to a meeting where Zuma directly
asked Sooklal not to testify before the Seriti Commission. Sooklal, in the end, did not testify
before the Commission, but sought to provide the evidence to the Commission at the last
minute. Sooklal claims this attempt was rebuffed, which, if true, is further proof that the
Seriti Commission failed to properly undertake its duty to fully and fairly investigate the
Arms Deal.
The ninth and final section of this chapter raises the question about whether key contracts in
the Arms Deal were unconstitutional. In particular, this section points to the fact that the
majority of the contracts in the Deal were concluded without proper competition in violation
of the Constitutional imperative that
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1.1 Irregularities in the selection of the Hawk and Gripen aircraft
The selection of Hawk and Gripen aircraft as the preferred suppliers of Lead-in Fighter
Trainers (LIFT) and Advanced Light Fighter Aircraft (ALFA) was beset by numerous
procedural irregularities and the repeated intervention of acquisition staff to the benefit of
BAE/SAAB.
The origin of the purchase of Gripens and Hawks can be traced to 1994. In 1994, the South
African Air Force started to investigate a plan to re-equip its aging complement of jet
fighters. It is important to note that the SAAF had long used, and would continue to use, a
three-tiered system. According to this system, pilots would first train on the newly acquired
Pilatus Astra Trainer, after which they would move to train on the slightly faster and more
sophisticated Impala MKI and MKII aircraft. After completing these two phases of training,
pilots would be moved on to the third ‘tier’, namely the supersonic Cheetah jet fighter that
would be used in actual combat situations.101
As of 1994, it was only considered necessary to replace a single ‘tier’ of this system: the
Impala trainers as the weaponry used in the other two tiers were considered to have a
considerable operational life-span remaining. The SAAF had 50 Cheetahs that would be
operational until at least 2012, with the possibility of further upgrades to extend their life,
while the Pilatus Astra trainers had only recently been acquired. These needs were codified in
1995 by the completion of a ‘staff target’, which outlined the military and technical needs of
the SAAF at the time, specifying that only the Impala trainers had to be replaced in the short
to medium term. Equally important was a central stipulation of the ‘staff target’: the aircraft
bought had to be able to fulfil two roles, the first as a trainer that pilots could use to get ready
for the supersonic Cheetahs, and the second as a fighter that could be used in combat
situations. This would have allowed two roles (training and fighting) to be fulfilled by one jet
– a workable system that would have noticeably decreased acquisition and life-cycle costs for
the SAAF.102
With these needs elaborated, the SAAF embarked on a Request for Information process. Of
the potential bidders contacted to ask for information, a total of 23 responded, including
BAE, offering both the Hawk and the Gripen aircraft. Both were dismal failures in this
process, failing to make it onto the shortlist of four potential suppliers. The Hawk, it was
argued, did not meet all the operational requirements of the SAAF, while the Gripen was
rejected as ‘unaffordable’. BAE, despite submitting two separate aircraft, were thus
completely out of the loop at this stage, neither of their offerings considered to be suitable for
the SAAF’s needs. 103
BAE responded by launching an intensive lobbying process to secure contracts for BAE in
the Arms Deal. The first ‘arm’ of this process was undertaken by the Defence Export
Services Organisation (DESO), an official UK government body that was established to
promote the UK defence industry’ to secure contracts for BAE. DESO offered a number of
potential ‘deals’: the most notable being the offer to supply all of the equipment required in
the Arms Deal (submarines, corvettes, helicopters and jets), to be funded either by loans or,
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bizarrely, the transfer of South Africa’s entire gold reserves. These softly-softly approaches
directed towards South Africa were met with considerable worry amongst some members of
the SAAF. HD Esterhuyse, a key figure in the procurement process, later recalled that, as
early as March 1997, DESO was ‘clearly in discussions with other government officials and
the Minister [Modise]… At this stage we were already concerned about the actions of DESO
and British companies regarding South African politicians and parliamentarians.’104
Both General Pierre Steyn (then Secretary of Defence) and General George Meiring (then
chief of the SANDF) decided to intervene directly, and wrote a cautionary memo to Mandela.
In it, they warned that ‘the British proposal does not correspond with the SAAF preference
option… The Hawk option is not optimal because cheaper options exist for the niche
requirement satisfied by the Hawk.’ 105 General Hechter, then the Chief of the SAAF, wrote
that ‘neither the Hawk nor the Gripen systems as offered by BAE during its formal response
… satisfied the full requirement specifications … [BAE] would only be considered under
extreme duress.’106
The second arm of the lobbying process was BAE’s decision to invest in a number of ANClinked projects. One of these was funding an ANC archive project (discussed in Section 6).
Another controversial project was BAE’s commitment, announced in March 1998, to invest
R4.5m in a scheme to empower MK veterans.107 The R4.5m would be used to fund a training
institute, as well as provide housing on a farm south of Johannesburg. As will be discussed
below, this scheme was surrounded by controversy, with claims that the money had been
misappropriated for use by the ‘life-president’ of the MK Military Veterans Association, Joe
Modise. At this point, however, what is clear is that it formed one ‘arm’ of an intensive and
relatively well-publicised attempt to lobby for the selection of BAE’s equipment, despite the
stated abhorrence to this course of action by the SAAF and other arms of service.
In 1997, a decision was made to switch from a three-tiered system to a two-tiered system,
largely as a means to reduce the operational cost of the SAAF. According to the two-tiered
system, pilots would move straight from the Astra to a supersonic jet fighter after it was
confirmed that this was feasible. This fighter was referred to as a mid-range fighter, or
Advanced Light Fighter Aircraft (ALFA). While this reconstitution of the system allowed the
Gripen to be re-submitted as a potential candidate to fill this role, it excluded the Hawk as a
potential bidder.108
In November 1997, the SAAF Command Council, busy overseeing the selection of preferred
bidders, met to discuss the tiered system once again. During the November 1997 meeting,
apparently on the strict instruction of Modise, this system was again changed, and it was
decided to revert to a three-tier system. 109 This decision had been made, it was claimed, after
the SAAF had sent out RFIs for a two-tier system (i.e. for just a combat fighter or ALFA):
when the responses were received, it apparently became clear to the SAAF, and especially
104
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Minister Modise, that an additional tier was needed.110 The important difference, however,
was that the ‘middle’ tier would no longer be made up of a plane that could both fight and
train; instead, it would be a plane that could only train pilots to graduate to the final tier. This,
of course, meant that the Hawk, which was only used for training and could not fight in
combat situations, could now be reconsidered. The Gripen, too, could also be submitted as a
competitor for the third tier.111
The decision to adopt a modified three-tier system appears, on the face of it, to be illogical. If
the two-tiered system was used, South Africa would have saved considerable amounts of
money as only one class of plane would have had to be purchased. However, even if a threetiered system was to be used, surely it would have made sense to ensure that the ‘middle’ tier
could be used to train and fight, thus increasing the overall combat capacity of the SAAF. By
selecting a plane that could only train in the middle tier, a decision was effectively made to
increase the number of planes bought, but effectively decrease the combat capacity of the
SAAF.
The SAAF was alert to these arguments and was clearly unconvinced that a three-tier system
was necessary. During a meeting on 19 and 20 November 1997 (merely two days after the
decision to revert to the three-tiered system was made), a steering committee meeting was
called to discuss various aspects of the Arms Deal, with the aim of making decisions that
could be presented to the Arms Acquisition Council and Cabinet. As the draft versions of the
Auditor-General’s report indicate, a key presentation during this meeting was made in which
it was ‘mentioned that all suppliers, except for the Mirage 2000, confirmed that pilots could
convert to proposed aircraft directly from the Astra … This is in direct contrast to the
conclusion [reached by] the SAAF Command Council on 17 November 1997.’112 The reason
for switching to a three-tier system, with a Lead-In Fighter Trainer in the middle, was that it
was considered essential in order to train pilots to move from the Astra to the combat fighter
– but this was completely false, as all the suppliers had confirmed that pilots could move
straight from the Astra to a combat fighter, making the two-tier system a perfectly acceptable
and indeed preferable option. The outcome of this process was that BAE/SAAB could now
submit both the Hawk and Gripen anew.
The Gripen’s selection was bedevilled with irregularities and inconsistencies. In October
1997, a month before the decision to re-adopt the three-tier system was made, three suppliers
were officially shortlisted to provide the ALFA component (remember that, at the time, a
two-tier system was required, which would have necessitated a combat jet, of which Gripen
was one). The three options selected were Germany’s Daimler-Benz Aerospace’s AT2000
fighter, France’s Dassault Mirage 2000 fighter, and BAE/SAAB’s Gripen.113 At this point,
the Gripen was the least preferred of all the planes submitted. The AT2000 received the
highest score as it was credited with ‘the best cost-effectiveness [and] best operational
capability’; the Gripen, meanwhile, was acknowledged to be a ‘capable modern fighter with
low development risks’, but, vitally, was still considered to be ‘high cost’.114
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Two key elements of the procurement process, however, went in favour of the Gripen. First,
BAE/SAAB earned a substantial offsets score, which, was considerably larger than the score
given to Dassault and Daimler-Benz. This was not the case at first, however. Initially, when
BAE/SAAB submitted the details of their offset programme related to the Gripen, members
of the procurement team argued that the proposals were close to being an insult. After a
meeting where BAE/SAAB’s initial offsets proposal was presented, S de Lancey, a member
of Denel’s aviation team, wrote to the head of Staff Logistics, noting that ‘industry was
behind the fact that the BAE/SAAB industrial participation offer was very poor, and was
aimed at the absolute minimum that they could get away with. The IP offered by BAE/SAAB
has been assessed by all industry parties present as being very disappointing … It appeared
that BAE/SAAB might have thought that they had already won the SA competition and did
not feel compelled to make sacrifices for SA trade and industrial imperatives.’115
The decisive area in which BAE/SAAB outscored their competitors was in the evaluation of
the financing proposals. In the case of the Gripen, it was selected after Dassault and DaimlerBenz had failed to submit any information regarding their financing offers: this meant, in
short, that only the Gripen was given a score for a part of the bid that would count 33 per cent
towards the final score. Needless to say, it was largely on this basis that the Gripen emerged
as the preferred bidder: not on the basis of an equal competition between bidders, but as a
result of the alleged failure of Dassault and Daimler-Benz to submit their financial
information. As the Joint Investigation Report noted: ‘There was no competitive financial
evaluation. The aforementioned lack of a competitive financial evaluation played an
important role during the overall evaluation process, as the financial evaluation score
comprised 33.3 per cent of the total evaluation.’116 The prejudice to the taxpayer, who would
not benefit from competition over how its money would be spent over close to two decades,
seemed to be ignored.
During the meeting at which the Gripen was eventually chosen, it was claimed that Dassault
and Daimler-Benz had ‘failed to offer financing, notwithstanding repeated requests’. If this is
true, it is bizarre. It beggars belief to claim that the German and French bidders would fail to
submit such a key part of their proposal after they had already completed such an extensive
amount of work: work that included putting together a sophisticated bid package and
entertaining the visits of South African officials keen to evaluate their facilities. As we will
see in Section 2 below, bidders were usually only too happy to submit new information in
their bid if it kept them in the race: the selection of the German Frigate Consortium to
provide the corvettes, for example, relied heavily on this ability. James Myburgh, however,
has alleged that, in the review of the Arms Deal, the Auditor-General’s office could not
locate any requests that had been sent to either Dassault or Daimler-Benz requesting further
information – a claim that was allegedly supported by both Dassault and members of the
South African Department of Finance, who noted that no attempt was ever made to approach
Dassault and Daimler-Benz for additional information regarding their bids.117
The Hawk, meanwhile, only emerged as the preferred bidder after a series of manipulations.
In April 1998, after the decision had been made five months previously to re-adopt the threetier system, Requests for Information to supply 24 Lead-In Fighter Trainers were sent out to
various bidders. Of the 20 that responded, four were chosen as short-listed contenders: BAE
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with the Hawk 100; Aeromacchi with the MB339FD; Aero-Vodochy offering the L159; and,
finally, a joint Russian and Italian bid by Yakoklev and Aeromacchi with the YAK/AEM130. This, in turn, was followed by the Request for Offer, which asked each of these four
bidders to supply more detailed bids, including a full offset and financing proposal.118
Initially, the Hawk was considered to be one of the least desirable planes. During the
technical evaluation of the various aircraft, which was to be combined with the price to
determine their cost-effectiveness, the Hawk was placed in third position, with the
Aeromacchi MB339FD clearly the preferred option. Indeed, the MB339FD was considered to
be twice as suitable as the Hawk with regard to technical competence: it received an indexed
score of 100, while the Hawk managed merely 44.2.119 That the MB339FD was considered to
be the best plane for the job was obvious: it was, in developmental terms, the natural
successor to the Impala trainers that were already in use, and was offered at roughly half the
cost of the Hawk.120
Interestingly, during the entire process, the SAAF was deeply concerned about meeting its
acquisition targets without massively exceeding its budgetary allocations. The MB339FD
helped, in part, to allay these fears, as it could be purchased without exceeding an already
strained Department of Defence budget. The Hawk, if it was selected, would do the exact
opposite: the budgetary allocation for the LIFT (R2.2bn) would have to be exceeded by a
remarkable degree. This, as will be discussed in much more detail below, would eventually
become a major sticking point in the selection of the Hawk and the Gripen, with farcical
results.
The Hawk bid was saved, however, by the direct intervention of Joe Modise. During a
meeting of the Arms Acquisition Council on 30 April 1998, Modise argued that it was
necessary to take a ‘visionary approach’: the cost of the deal would be put aside in the
selection process, as it was the industrial participation programme, in the end, that would
determine the economic benefits or shortcomings of the anticipated deal. As such, Modise
instructed that two separate evaluations be completed: one evaluation with the cost included,
and another evaluation with the cost excluded. 121 Even after this had been done, the Hawk
was unable to emerge entirely victorious: in the non-costed model, the MB339FD still
emerged the preferred bidder as it was simply the best plane for the job. 122 Nevertheless, the
Hawk now came in second place (up one from third), and was given a score that would
ensure that, once other factors had been evaluated (the offsets and financing terms), it could
be considered a contender, rather than a dead duck.
This situation was deeply worrying to the then Defence Secretary, General Pierre Steyn. In
fact, soon after the decision to exclude cost was made, Steyn resigned from the SANDF
‘because, as secretary of defence, I was going to have to account for the costs to Parliament,
which I couldn’t do’.123 He made this decision as a last resort, largely after his attempts to
prevent the non-costed option from being considered had been shot down by Joe Modise. In
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July 1998, shortly after Modise’s instruction that a non-costed option be included, Steyn had
chaired a meeting of the Arms Acquisition Steering Board at which he argued that this option
should not be provided to Cabinet for consideration. As a result, it had been resolved that
only the costed option, which placed Hawk in last place, would be forwarded to Cabinet. 124
During a meeting of the same Board in August 1998, Modise overruled Steyn’s suggestion,
despite Steyn pointing out the absurdity of a situation where the ‘Hawk doubled the cost of
the LIFT aircraft for an increase in performance of approximately 15%’.125 Modise argued
that ‘the political decision needed must not revolve around operational aspects of the aircraft
… we must not prejudge – let the politicians decide.’126 In other words -- whatever the
technical specialists found, the decision would ultimately be made by Cabinet.
Once the non-costed option had been shoe-horned in by Modise, the next step was to examine
the financing and offsets proposals. It was here that BAE scored their biggest triumph: they
submitted an offsets proposal that was roughly ten times larger than that of any of their
competitors. Indeed, the Hawk received a normalised score of 100 points for its civilian
offsets programme (NIP), while Aeromacchi, the Hawk’s closest contender even without cost
included, received only 25. Interestingly, the DIP offers made by all the bidders were roughly
the same, suggesting that it was the NIP element alone that would be used to discriminate
between the various bidders. Here, what was notable was that the NIP offer submitted in
support of the Hawk was considered by the South African Department of Trade and Industry
to be of considerably less value than declared to Cabinet.
In July 1999, the DTI noted that, due to a ‘breakdown’ in communication, the DTI had
provided Cabinet with a misleading picture of the value of the Hawk offset offer: a picture
that might have provided Cabinet with ‘an incorrect impression of the quality of the offer’.127
This was a remarkable understatement. When the DTI finally re-examined the Hawk NIP
offers, it was found that the amount of NIP offered by BAE was ‘grossly inflated’ in the DTI
presentation. In the initial presentation, it was claimed that BAE would generate roughly
R10bn in offset commitments. After a review, it was found that the sum was roughly R1.5bn,
or 15 per cent of what Cabinet had been told they could expect.128
Even these figures had to be taken with a pinch of salt. When the DTI reviewed the offsets
proposals that had been submitted by BAE for the Hawk deal, they discovered that two major
projects that formed the bulk of their offsets proposal were without any foundation. The first
of the two projects was a plan to invest in a company that would supply parts for power
stations to the rest of Africa. This, it was discovered, was a regurgitation of a project (titled
the ‘National Power Project’) that BAE had submitted at an earlier stage, and which had been
rejected because ‘neither the investments nor the local manufacturers have been defined and
African projects are not yet firm’.129 The second project was to supply the funding to build a
titanium plant, which was to be built by a US company called Ti-Met. The major problem:
Ti-Met had pulled out of the project, meaning that it was unlikely ever to go ahead.130 Even
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the Joint Investigation Report noted that ‘without these two projects, BAE had virtually no
NIP package’.131
BAE’s emergence as the preferred bidder to supply both the Hawk and Gripen aircraft as the
SAAF’s new ALFA and LIFT was achieved after a considerable amount of manipulation, the
most obvious being the use of a ‘non-costed’ option to ensure the Hawk’s selection.
Nevertheless, at this point (late 1998), the deal was not a complete certainty. Two attempts
were made to refigure and contest the selection of the ALFA and the LIFT. The first involved
General Pierre Steyn, who, as we noted above, attempted to prevent a ‘non-costed’ option for
the LIFT from being considered. In August 1998, after considerable contestation about
whether the Hawk should be selected, a special Ministerial briefing was held: perhaps the
most important moment in the selection of the Hawk and the Gripen. The minutes of the
meeting were clear: the Hawk and the Gripen would be chosen as a result of national strategic
imperatives, including the role that partnering with BAE could play in salvaging the
struggling local aerospace industry. To quote from the minutes:
11. After a discussion it was decided by the ministers present that the HAWK (Option
B) should be recommended as the preferred option. This decision to recommend the
HAWK was based on national strategic considerations for the future survival of the
defence aviation sector and the best teaming-up arrangements offered by the
respective bidders. Strategically important industrial participation programmes
offered with the best advantage to the state and local industries were also a
determining factor in the final recommendations for the preferred bidders per
programme.132
Only days later, however, General Pierre Steyn attempted to set the matter straight.
According to Steyn, the meeting that these minutes reflected was not formally constituted and
had no official decision-making powers. Even more importantly, he was of the opinion, along
with HD Esterhuyse, that no decision had been reached at all, despite what the minutes
reflected. In a long memorandum to Chippy Shaik sent on 7 September 1998, Steyn wrote:
I question the completeness and accuracy of paragraph 11. I cannot recall that a
decision was made. The merits of either the Hawk and the MB 339 were discussed.
The fact that the MB 339 meets the SAAF LIFT requirements adequately (with
reference to the pre-determined criteria) is not reflected. The Hawk is not the ‘best’
option from a military point of view - the fact that its acquisition cost would solicit
substantially more IP apparently carries the day. The SAAF, however, will have to
absorb considerably higher operating costs during its life cycle. As far as I can recall
the choice between the Hawk and MB 339 will be made later by the Cabinet. Hence
the Italians should be afforded the opportunity to respond with other successful
bidders. If we fail to do this, I submit that the ensuing fracas could derail the initiative
completely.133
Attached to the memorandum was a new version of the minutes that Llew Swan and HD
Esterhuyse had drafted, and which they thought accurately captured the contents of the
meeting. This included a reworded ‘paragraph 11’, in which it was noted that ‘after a
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discussion it was decided that both the HAWK (option B) and MB339 (option A) should be
investigated further … both countries will be requested to submit further information in this
regard’.134 Esterhuyse, who was central in the acquisition process, agreed with Steyn, and
signed the newly reconfigured minutes – but he was the only one to do so. Although it is
unclear what happened to the new minutes, it is clear that they were ignored. Indeed, only
two months later, on 18 November 1998, the Hawk and Gripen were presented to the full
Cabinet as the preferred options, and their selection was confirmed. Steyn, as noted above,
resigned shortly thereafter; Esterhuyse, meanwhile, urged Armscor’s internal auditors to
investigate, which it had failed to do by the time Esterhuyse resigned from Armscor.
Once the Hawk and Gripen had been approved by Cabinet, permission was now given to the
International Offers Negotiating Team to begin the negotiations towards a final contract, the
outcome of which would be the final terms and conditions that were eventually signed in
December 1999. Considering that the Hawk and Gripen had made it this far, it would have
been fair to assume that their purchase was a certainty. The situation was, however, more
complex than this. Part of the IONT’s mandate was to look at the affordability of the Arms
Deal as a whole. One of the major problems the IONT faced was the fact that the state never
really had the money to pay for much of the Arms Deal; hence the focus on industrial
participation as a means of ‘offsetting’ this risk. Indeed, during one meeting held on 21
August 1998, Joe Modise argued as follows:
The minister enquired as to what the recommendation of the Minister of Trade and
Industry was. The availability of funds was secondary. The amount of investment
coming in was of primary importance. The business plan was all important. That is
why so many of the companies involved are trying to improve on their bids. From the
very beginning we knew we did not have the funds to pay for the packages. That is
why we opted for the way we have been operating - not through a normal tender
process but through option of partnerships in which the participating countries
empower us through investments and favourable deferred payments to buy their
equipment.135
A major concern was that the Hawk and Gripen aircraft were going to cost so much – over
half of all the money that was to be spent on the Arms Deal. With the focus now on acquiring
two planes according to the rejigged three-tier system, rather than a single plane under the old
two-tier system, the government was consequently committed to purchasing far in excess of
what had initially been budgeted for the Arms Deal and for the fighter planes specifically. So
large was the burden of the Hawk and Gripen on the fiscus that the IONT began to express
concern about whether the purchase of the Gripen would be feasible or prudent. At a meeting
of the Ministers sub-committee on 26 May 1999, the IONT, in fact, started to make the
argument that the purchase of the Gripen should be shelved at the time. Amongst other
reasons, the IONT pointed out that the SAAF only had nine pilots, meaning that if the full
complement of Gripens was acquired, there would be no one to fly them. To quote, in full,
from the briefing of the IONT:
Following consultation with the Chief of the Airforce, the Chief of the Navy, the
Chief of the SANDF and the Minister of Defence on the need for the defence
equipment under consideration, the timing of these needs, alternative approaches to
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meeting these needs and the requirements of an affordable package, it is
recommended that the procurement of the ALFA be deferred on the basis and terms
outlined below.
Currently the airforce has 50 supersonic Cheetah fighter aircraft (including 12 dual
passenger Cheetah aircraft) which have recently had a midlife upgrade. These aircraft
are able to operate until 2012.
Currently, the airforce has only nine pilots who are able to fly these Cheetah fighters
(plus an additional seven staff officers who are currently based at the airforce
headquarters). There is therefore a capacity constraint to absorb the Gripen should
these be supplied earlier than the time required.
From a financial perspective it is risky to procure the equipment in advance due to
the currency risk implications, as well as the possibility that there may be better
priced suitable alternatives available should the equipment be procured at the
appropriate time; also, the financing costs of procurement would be higher to the
Department of Defence than it would otherwise have been should the equipment be
procured later...
There are two options - to cancel the procurement of the ALFA and to retender at a
later stage or to defer the procurement until appropriate while keeping BAE/SAAB as
the preferred bidder/contracted supplier on such terms and conditions as may be
negotiated. The terms could possibly include frontloaded delivery by the supplier of
the industrial participation obligations, pegging the price to an international
benchmark to avoid cost escalation, and retaining the right to cancel the procurement
prior to the appropriate time as a result of affordability or currency shocks.
The recommendation of the negotiating team is to engage the suppliers, to seek to
negotiate a deferment of the procurement on terms and conditions which are practical
and favourable, failing which the tender should be scrapped for the present
moment.’136
The minutes of the meeting at which the IONT recommendations were discussed included a
further set of recommendations. While not rejecting the IONT’s ideas outright, they argued
that the decision to purchase the Gripen should be ‘deferred’ – the IONT would be sent back
to BAE/SAAB to discuss potential options and report back to the Ministers. Most important,
however, was the fact that the minutes reflected the idea that the Hawk and Gripen were an
inseparable combo – they simply had to be bought simultaneously, according to this logic:
The chief negotiator recommended to the ministers that the decision to defer the
requirement for a ALFA (advanced light fighter aircraft) should be considered. This
recommendation was based on the fact that the ALFA requirement is for 2005 to
2010. However, the military's requirement for a fighter programme is still valid,
hence, a combined HAWK and GRIPEN requirement could be considered as a
addendum contract to a HAWK contract. The letter submitted by the Department of
Finance to the chief negotiator was tabled and discussed by the ministers. After a brief
discussion the ministers decided to defer the Gripen decision and to allow the
136
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negotiating team to try to conclude a single contract with BAE for both Hawks and
Gripens.’137
This appears to be an odd decision. First, as we noted above, numerous suppliers had
confirmed that pilots could move straight from the Astra trainer to an advanced fighter, which
meant that, of all the things purchased in the Arms Deal, the Hawk was the least necessary.
By linking the two as an inseparable unit, however, it was ensured that, regardless of the cost
implications, if the Hawk was purchased, we had to buy the Gripen. The second strange
feature of the minutes is the question of whether or not they were accurate and reasonable.
The draft version of the Auditor-General’s report noted that ‘the minutes at our disposal at
this stage was only signed by the Secretary of the meeting, Chippy Shaik.’138 This may, of
course, have been a mere administrative oversight, but considering the way in which official
minutes drawn up by Shaik had earlier been contested by Steyn and Esterhuyse, it cannot but
raise questions as to whether this decision had actually been reached, and whether the
minutes were accurate.
Nevertheless, the IONT approached BAE/SAAB to try and negotiate a better deal.
BAE/SAAB rejected the idea of ‘front-loading’ the delivery of offsets on the Gripen in return
for the security of knowing that, if a fighter was to be bought at a later stage, BAE/SAAB
would be guaranteed to get the contract. The deal that was suggested, instead, was the idea of
‘tranching’ the acquisition. Under this arrangement, the government would enter into three
separate contractual agreements, known as tranches: the first tranche would be 12 Hawks and
9 Gripen dual-seaters (at an estimated cost of R6.56bn); the second would be 12 Hawks
(R1.29bn); and the third and final ‘tranche’ would be the purchase of 19 Gripens (R5.3bn).139
At any time in the procurement, the South African government would reserve the right to
cancel the second and third tranches if this was necessary: the government could buy the first
tranche, and exercise the option not to purchase the second and third tranches.
The tranching system was arguably illogical. The dual-seater Gripens were not considered to
be fully combat compliant for South African circumstances. As the Affordability Report
noted in August 1999: ‘exercising the option to cancel the single-seater Gripen in 2004 will
imply major waste of resources as the only purpose of acquiring the dual-seater Gripen is to
train pilots to fly the single-seater Gripen.’140 Agreeing to tranche 1, therefore, meant that the
SAAF and the government would be locked into going all the way to tranche 3, without
which the SAAF would have no fighter capacity at all.
The second major problem was the issue of how the costs of the different tranches had been
arranged. Under this arrangement, BAE and SAAB frontloaded the ‘non-recurring’ costs into
the first tranche. This meant that the entire set of ‘non-recurring’ costs (such as setting up
facilities and rejigging elements of both planes to meet South Africa’s specific environmental
needs) would be included in the first tranche, which would, in turn, mean that the first tranche
would be more expensive on a plane-for-plane basis than if all the planes were bought at
once. If South Africa bought the first tranche, but not the second and third, it would suffer a
heavy financial penalty of paying a fee as if production had started for all the planes in
tranches 1 to 3. As such, the Affordability Report, based on this information, was highly
critical of the tranching arrangement:
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The financial Implications of the tranche option require close examination. The costs
of the aircraft in tranche 1 are 35% and 34% higher than the average unit costs for the
Hawk and Gripen, respectively. This is primarily because BAE/SAAB have frontloaded their non-recurrent expenditures (NREs) for the full contract on the tranche 1
price: being unable to amortise the NREs over the total contract (i.e. tranches 1, 2 and
3), as would have been the case if there was no option to cancel. The NREs include
expenditure related to customizing the aircraft for SA usage and additional equipment
such as flight simulators.
The implication for the [South African Government] is that the option to cancel
involves a large implicit cost. Exercising the cancellation option would effectively
mean that government would pay a premium for the aircraft tranche 1 of 34% - 35%.
This equates to a total of R1 736 million. If government accepts the combination
package it would be financially perverse for it to cancel tranches 2 and 3 later.’141
A few days after this picture had been painted by the Affordability Team (responsible for the
Affordability Report), a recommendation was sent by the Chief of the SANDF and the Acting
Secretary of Defence (who had replaced Pierre Steyn after his resignation in 1998) to Joe
Modise. The recommendation completely ignored the findings of the Affordability Report,
and instead outlined a series of purchase options that could be pursued. One included only
getting the Hawks and not the Gripens, while another suggested that the first tranching option
be pursued. To get over the fact that the latter option would still have been considered
unaffordable, this option suggested reducing the number of Light Utility Helicopters to be
bought from 40 to 30:
The department would like to recommend to the minister an affordability scenario
between cost bracket A an cost bracket B. It is the considered view of the department
that such a scenario would accommodate the minimum requirements of the DoD
without any long-term erosion of strategic defence capabilities within the SANDF.
Cost Bracket A/B Rb 21
Submarines
3
Corvettes
4
Maritime Helicopter 4
Utility Helicopter
LIFT (Hawks)
12
ALFA (Gripens)

30
9 142

As we noted above, this recommendation, which seemed to fly in the face of the original
force requirement outlined at the beginning of the acquisition (a single plane that could fight
and train), was made by the Acting Secretary of Defence and the Chief of the SANDF. At the
time, the Chief of the SANDF was Siphiwe Nyanda, while the Acting Secretary was
Mamatho Netsianda. Nyanda was the recipient of a discounted luxury vehicle from DaimlerChrysler Aerospace, which had received a subcontract in the corvette deal. Even more
important, as we will discuss below, was the relationship that Nyanda developed with Fana
Hlongwane, alleged to be one of the largest recipient of bribes in the Arms Deal.
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With so much support marshalled behind the idea of the tranching option, in direct defiance
of the recommendations of the Affordability Report, it came as little surprise that, on 31
August 1999, Cabinet approved the tranching option.143 Interestingly, the tranches were
exactly the same as listed above, meaning that if the government were to cancel tranches 2
and 3, the SAAF would be left with no combat capacity. In other words, by approving the
tranching option in August 1999, South Africa was effectively tied into purchasing the full
complement of Hawks and Gripens, lest it be left without any air defence.
Another important approval was given at the 31 August meeting -- namely, the final cost of
the Arms Deal. According to the minutes of the meeting, it was confirmed that ‘the total price
for military equipment should amount to R29 992 million. This total amount will consist of
two options to cancel decisions to be taken by the government in 2002 and 2004. The South
African government is committed to the respective suppliers for tranche one only at this stage
at a cost of R21 330 million.’144
However, the budget provided for the Arms Deal was still too small, even if the number of
helicopters purchased was reduced. It was thus necessary to cut further costs. In particular,
the purchase of the Hawk and the Gripen, already consuming so much of the budget, would
have to be rationalised. This was achieved in two ways. First, the Hawk and Gripen contracts
were reorganized in a manner that, on paper at least, defrayed the capital cost of their
purchase. A considerable cost would have been incurred if the South African government had
bought various training devices and flight simulators used to train pilots before they entered
the Hawk and Gripen planes: a total of $73,436m. The decision was made to lease the
training equipment rather than buying this outright. This did not mean that it wouldn’t cost
the Department of Defence anything -- it simply meant that it was not officially part of the
cost of the Hawk and the Gripen. The cost of leasing, however, would still be paid from the
usual operating budget of the Department of Defence, which would only serve to further
squeeze the SANDF’s limited operational funds.145
In summary, a number of questionable decisions and direct interventions ensured that the
Hawk and Gripen emerged as the preferred bidders for the LIFT and ALFA contracts. First,
the entire SAAF force design was changed from a two-tiered to a three-tiered system despite
the fact that this would end up costing considerably more in acquisition and life-cycle costs,
and despite the fact that every supplier had confirmed that the planes that were offered at this
stage could neatly fit the requirements of a two-tiered system.
Second, the Gripen was chosen after a key component of the bids of its closest competitors
was not submitted. Later information suggested that the ‘repeated’ requests that were
apparently made to the other bidders to get their houses in order so as to continue their
competition with the Gripen may have not been made at all.
Third, the Hawk was selected after Minister Joe Modise intervened directly to ensure that the
cost of the aircraft would be excluded from the evaluation process, which materially
benefited the Hawk bid as it was considerably more expensive than the then-preferred option
proffered by Aeromacchi.
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Fourth, even with the cost excluded, the Hawk was still not the favoured aircraft, and was
only selected after BAE submitted a substantial and revised offer for their offsets component.
However, before the deal was signed, the DTI discovered that the offsets offered by BAE
were ‘grossly inflated’, and were only worth, at most, 15 per cent of what they had originally
claimed. In addition, this 15 per cent included two offsets projects that were discovered to
have been previously discredited, suggesting that the Hawk was selected based on a series of
offsets that were known, before the deals were signed, to be at massive risk of not
materialising.
Fifth, after the Hawk and Gripen had been selected as the preferred planes, their huge cost
caused a flurry of anxiety amongst those responsible for making sure the Arms Deal was
affordable. As a result, the Affordability Team recommended that the purchase of the Gripen
be delayed, deferred or cancelled outright, lest the Arms Deal exceed budgetary allocations.
Sixth, to overcome this hurdle, a ‘tranche’ system was negotiated and approved, whereby the
South African government would purchase the Hawks and Gripens in three tranches, with the
last two capable of being cancelled if the government so chose. However, this ‘tranching’
system was illogical: if South Africa did not adopt tranches two and three, the country would
have been without any single-seater Gripen fighters, leaving it without any airspace combat
capability. In addition, BAE and SAAB had frontloaded the costs into the first tranche,
meaning that if South Africa cancelled tranches two and three it would pay a massive
financial penalty as the planes bought in the first tranche would, on a plane-by-plane basis, be
over 30 per cent more expensive than if all of the planes were bought in a single go.
Seventh, the Affordability Team also noted that the SAAF did not have enough pilots to fly
the full set of Gripens that were purchased. At the time, the SAAF had a total of nine pilots,
while the Arms Deal committed South Africa to the purchase of a total of 28 Gripen aircraft.
Considering that the SAAF already had 50 Cheetah supersonic combat planes that would
have been usable until at least 2012, if not beyond, the purchase of the Gripen was illogical.
Eighth, after the tranching system was approved, it was discovered that the Arms Deal would
still cost too much, requiring a reduction in cost. One way of doing this was to decrease the
number of Light Utility Helicopters bought from 40 to 30.
Lastly, the cost of the Hawks and Gripens were so considerable that the reduction of
helicopters still did not bring the Arms Deal within the approved expenditure limits. Cost
cutting exercises were conducted on both the Hawk and the Gripen.
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1.2 The LIFT/ALFA Contracts and the Taint of Corruption
The Hawk and Gripen contracts have been subject to numerous allegations of corruption,
most of which we believe to be well-founded in fact.
The first set of allegations related to the conflicts of interest involving major players in the
selection process. Perhaps the most obvious and well-reported of these conflicts of interest
relates to Joe Modise’s connections to Conlog, a company that specialised in pre-payment
meters.146 During the Arms Deal selection process, Conlog was selected by BAE as a
company that would form a joint venture with ABB-SA and would enjoy increased export
sales as a result of the offsets programme. In other words, Conlog was to earn a considerable
amount of money from BAE’s proposed offsets schedule.
Evidence presented before the Seriti Commission of Inquiry indicated that South African
authorities had reached an advanced stage in their investigation of the Conlog matter. This
leg was eventually dropped after the death of Joe Modise. A key part of the evidence
presented to the Seriti Commission (and seemingly ignored by it) was attached to the
evidence bundle of Col. Johan Du Plooy. It is attached to this submission as Annex CCC. It
consisted a Request for International Assistance directed to authorities in the Channel Islands
submitted by the Scorpions. The document painted a deeply disturbing picture of doubledealing and massive conflicts of interest that showed that Modise had received shares in
Conlog for nothing at the very time that he was overseeing the Arms Deal selection process.
It ran as follows:
‘Mr Johannes Modise (hereinafter referred to as “Modise”) held the position of
Minister of Defence until June 1999. He was actively involved in the arms acquisition
procurement process in his capacity as Minister and inter alia, chaired the Council of
Defence/Arms Acquisition Council which was ultimately responsible for making
recommendations to cabinet regarding the preferred suppliers for strategic defence
equipment to be acquired during the arms acquisition process.
The specific area of investigation was initiated after allegations were received that
Modise had been paid a bribe in excess of R10 million for his role in influencing the
awarding of contracts to certain suppliers of the strategic defence equipment. The
allegations included a reference to the possibility that the payment had been made via
an offshore structure.
Modise’s personal finances and business transactions in which he had been involved
before and during the arms acquisition process were subsequently investigated.
During those investigations it was established that Modise had acquired a substantial
shareholding in a company by the name of Conlog (Pty) Ltd, during 1997 as a result
whereof he stood to benefit by an amount of approximately R20 million. The various
stages of this transaction and its relationship to the arms acquisition process are set
out below.
An agreement was reached between AMIC Industries Ltd (hereinafter referred to as
“AMIC”) and a company by the name of Charleston Marketing (Pty) Ltd (hereinafter
referred to as “Charleston”) in terms of which AMIC agreed to sell to Charleston the
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South African operationsof its Conlog division (hereinafter referred to as “Conlog”)
for an amount not exceeding R34 million.
Conlog was primarily a manufacturer of electrical components including pre-paid
electrical meters and components of vehicle security systems.
Charleston was a shelf company acquired for the specific purpose of purchasing
Conlog. The shareholders of Charleston at the time the agreement was conluded was
as follows:
•
•
•
•
•
•

Khangela Trust
Ad Astra Trust
DJL Trust
Lethaba Trust
Sethaba Trust
New Republic Bank (hereinafter referred to as “NRB”) who obtained shares in
terms of a staff incentive scheme.

The abovementioned trusts were discretionary trusts which had also apparently been
created by their settlers for the specific purpose of the purchase of Conlog. The
identities of the settlors are as follows:
•
•
•
•
•
•

Khangela Trust – Ian Deetlefs (hereinafter referred to as “Deetlefs”)
IDT Trust – Deetlefs
Ad Astra Trust – Ronald Frederick Haywood (hereinafter referred to as
“Haywood”)
DJL Trust – Paul Hastie (hereinafter referred to as “Hastie”)
Lethaba Trust – Modise
Sethaba Trust – Sceshi [sic] Chonco (hereinafter referred to as “Chonco”)

Four of the five abovementioned individuals had close links to the arms acquisition
process by virtue of their positions within government and/or the arms industry in that
they held the following positions:
•
•
•
•

Deetlefs - Chairman of Denel
Haywood – Chairman of Armscor and member of the Council of
Defence/Arms Acquisition Council
Modise – Minister of Defence and member of the Council of Defence/Arms
Acquisition Council
Chonco – Managing Director of the State-owned defence manufacturer
Denel...

The purchase of Conlog by Charleston was funded by a loan from New Republic
Bank (hereinafter referred to as “NRB”).
Charleston subsequently changed its name to Conlog (Pty) Ltd immediately after the
purchase of Conlog.
Shortly after the purchase, an agreement was concluded with a company by the name
of Logtek Holdings Ltd (hereinafter referred to as “Logtek”) in terms of which
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Conlog (Pty) Ltd was sold to Logtek for approximately R124 million. At the time
Deetlefs was a director on the board of Logtek. The transaction was structured by way
of a reverse listing in terms of which shares in Logtek were issued to the shareholders
of Conlog (Pty) Ltd as well as NRB in order to cover the loan for the original
purchase of Conlog (Pty) Ltd as well as NRB in order to cover the loan of the original
purchase of Conlog by Charleston. A total of 22 545 454 shares were issued to the
Conlog (Pty) Ltd shareholders, Rubric Investments Inc. and NRB at an issue price of
R5,50 per share as follows:
•
•
•
•
•
•
•

Khangela Trust – 1 800 000
Ad Astra Trust – 2 160 000
DJL Trust – 3 600 000
Lethaba Trust – 3 780 000
Sethaba Trust – 2 160 000
Rubric Investments Inc. – 1 800 000
NRB (Pty) Ltd – 7 245 454

Deetlefs, Haywood, Modise and Chonco effectively obtained a stake in Logtek at no
cost a sa result of the manner in which the sale of Conlog (Pty) Ltd to Logtek was
structured.
Logtek subsequently changed its name to Conlog Holdings during October 1999’147
BAE’s own take on the matter is somewhat different. After the story of Conlog was broken in
the national media, BAE were swift to distance themselves from the company. According to
BAE spokesperson Phil Soucy, speaking in 2003, Conlog were removed from the offsets
programme once they had been informed of Modise’s potential involvement: ‘Conlog was on
the very first list of projects that could have been candidate for offsets programmes. When we
found out Mr. Modise was a shareholder in Conlog it came off the list.’148 Later in the same
year, Linden Birns, the local spokesperson for BAE in South Africa, claimed that Conlog had
never received business from BAE: ‘We have never done any business with Conlog, a fact
that could have been checked with us or the Department of Trade and Industry, who monitor
all offsets deals.’149
Conlog may, indeed, never have received any business from BAE. But what is certain is that
in September 1999, months after BAE’s Hawk and Gripen had been selected as the preferred
bidders, Conlog was still seen as a viable offsets programme. According to a list of offset
programmes published in September 1999 by the Government Communication and
Information Service, BAE and SAAB had planned a joint venture between ABB SA, a
company that had become ‘a SAAB-BAE systems NIP partner during 1998150 and Conlog to
produce pre-payment electrical meters and solar power manufacturing for the domestic and
export markets… Feasibility studies and implementation plans completed.’151 Thus, as late as
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September 1999, only months before the final contracts were signed, Conlog was still
presumed to be a beneficiary of BAE’s offset deals. In other words, BAE still had the Conlog
project on its books as of 1999, when all the excessive wrangling and dealings described
above took place (or had already taken place). Indeed, as the NPA document regarding
Modise and Conlog noted:
‘Guarantees in respect of direct and indirect investment that would benefit local
industry were required as part of the bids submitted by each prospective contractor in
the arms acquisition process. These counter-trade agreements related to industries
both outside the arms and defence industry and inside the defence sector. Those
outside the arms and defence industry were referred to as the National Industrial
Participation Project or NIPP while those inside the defence sector were referred to as
the Defence Industrial Participation Project or DIPP. The proposed investment was
required to be quantified and structured over a time period. The bid by BAe/Saab for
the supply of the advanced light fighter aircraft included a NIPP offset in terms of
which Conlog (Pty) Ltd and ABB Powertech, a Saab sister company were to conclude
a joint venture for the manufacture and export of prepaid electrical meters and solar
home electrical systems. This joint venture was projected to generate Conlog (Pty)
Ltd revenues in excess of $600 million over a four year period. Modise and Haywood
served on one or more committees which adjudicated the BAe/SAAB bid.’152
This was not the only one of Modise’s potential conflicts of interest. As we saw in Chapter 1,
by 1995 he had entered into a business relationship with Mark Voloshin, whose Marvotech
PLC company (a subsidiary of the larger Marvol group) also included the likes of ex-Foreign
Minister Alfred Nzo and Llew Swan as directors.153 One key element of Marvotech’s
business was the upgrading of various airplanes -- most importantly, the engine upgrades to
the SAAF’s old Cheetahs and Mirage fighters. As discussed in Chapter 2, this activity
included the ‘leasing’ of sophisticated jet engines from Russia in 1993 that were to be ‘tested’
in the upgrade of the Mirage fighter – a lease that wasn’t honoured, as the engines were never
returned to Russia, netting a $80m windfall.154 The plan was simple. The engines –
sophisticated units from MiG-29 planes – were to fitted to the Cheetahs and Mirages,
providing them with a new lease of life -- one of the major problems of both the SAAF’s
Cheetah and Mirage airplanes was their lack of speed due to outdated engine technology,
which would have been resolved by these upgrades. The upgraded planes would then be sold
on to various countries, earning whoever was responsible for the upgrades and the sales a
considerable amount of money.
In 2000, it was announced exactly who would be responsible for this upgrading project:
Armscor, Denel Aviation, Aerosud, Advanced Technologies Engineering and Marvol. The
last two are the most interesting, each involving key ANC figures. Marvol, as we saw above,
included Joe Modise and Alfred Nzo as board members. Advanced Technologies Engineering
(ATE for short), in turn, was part-owned by BAE, which held a 20 per cent share, and
featured as directors Diliza Mji and Richard Charter: the latter was alleged in documents
from the UK’s Serious Fraud Office to be one of BAE’s major ‘covert’ agents for the
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payment of bribes. Mji was the former chairperson of the ANC in KwaZulu-Natal, and was
involved in a number of BAE-related enterprises following his stint as a board member of
Armscor.
In order for the project to go ahead, however, the companies needed a cheap flow of Cheetahs
and Mirage fighters – fighters that would become available as soon as the Gripen and Hawk
had been delivered. Perhaps this is why, despite consistent warning that the Gripens should
not be purchased as part of the Arms Deal as the Cheetahs were effective until 2012, the
decision to pursue the Gripens was taken. Certainly, what is clear is that, once the BAE deal
had been signed, a number of companies and individuals would reap the windfall of the cheap
availability of second-hand fighters – individuals that included luminaries such as Joe Modise
and ex-CEO of Armscor, Llew Swan.
Joe Modise may have been operating under other inducements: inducements that were
perhaps more direct than the complex web of shareholdings and directorships described
above. Andrew Feinstein, as the ranking ANC member on Parliament’s Scopa, together with
Gavin Woods (the chairperson of Scopa), before a meeting in Pretoria were shown by key
Auditor-General staff members a series of bank statements, signed letters, deposit and
withdrawal slips. They were told that these documents formed “a substantial part of the paper
trail linking money from a number of the successful bidders to Joe Modise.” In response to
the question of how much of this trail was still outstanding they were told: “Not much. With
the resources and legal powers of the investigating team upstairs, we will complete it in a
couple of weeks.”’155
A more substantial set of allegations emerged in November 2008 when the Scorpions raided
the properties of Fana Hlongwane, John Bredenkamp and BAE Systems South Africa. In
securing the search warrants necessary for the raids to take place, the Scorpions relied heavily
on an affidavit from the UK’s Serious Fraud Office: an affidavit that outlined, in detail, how
BAE had allegedly run a system of agents in South Africa in an effort to secure contracts in
the Arms Deal. It was, needless to say, a complex web of interacting companies, parallel
directorships and opaque banking transactions in multiple countries, all operating together to
facilitate the payment of massive ‘commissions’ by BAE to various agents: commissions
that, according to SFO records, have reached a total of £115m, or just over R1.5bn at 2009
exchange rates.
At the centre of the alleged web was a unit within BAE initially called Headquarters
Marketing, and later International Business Support, that was responsible for maintaining
BAE’s relationships with a raft of agents. These agents fell into two camps: ‘overt’ agents,
who were declared by BAE as part of their official coterie of lobbyists, and ‘covert’ agents
whose identities were supposed to be kept secret, or, at the very least, as opaque as
possible.156 At first, BAE contracted directly with these agents. However, in the early 1990s,
they became increasingly worried about the audit trail that this left behind. In particular, they
were alerted to the fact that the US Department of Justice had engaged in a study of BAE’s
‘marketing activities’ in Chile, which allegedly included payments to Chilean dictator
Augusto Pinochet in return for the latter’s agreement to introduce BAE to various heads of
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state. In response, as shown by documents seized by the SFO from BAE offices, BAE
executives decided to investigate how to make their advisor and agent system as opaque as
possible.157
BAE decided to establish a company, named Red Diamond Trading, in the British Virgin
Islands, whose banking regulations allowed for considerable secrecy in the conduct of
business. Red Diamond Trading would by controlled by Headquarters Marketing, and would
thus be the main avenue through which agent contracts and payments would be effected in
order to achieve the greatest level of secrecy.158 Of course, only the ‘covert’ advisors were to
be contracted by Red Diamond Trading; the declared and official advisors would still
contract directly with BAE Systems. The inference, as Gary Murphy of the SFO alleged, was
simple: ‘I suspect a primary reason behind the inception of Red Diamond was to ensure that
corrupt payments could be made and that it would be more difficult for law enforcement
agencies to penetrate the system.’159
Using Red Diamond Trading, BAE allegedly entered into agreements and paid substantial
sums to a number of companies. The first company of note was Kayswell Services, which
was paid approximately £40m. According to the company’s share registers in the British
Virgin Islands, Kayswell is 60 per cent owned by John Bredenkamp, while the remaining 40
per cent was split between Julien Pellisier (a UK citizen), Trevor Wilmans (a Namibian
citizen), Walter Hailwax (another Namibian) and Rick Passaportis (a Zimbabwean citizen).
Initially, Kayswell had entered into a direct relationship with BAE; by 1999, this had been
replaced with a ‘covert’ relationship between Kayswell and Red Diamond Trading.
According to investigations undertaken by the SFO, it appeared that Trevor Wilmans and
Julien Pellisier were the two individuals most often in contact with BAE representatives in
South Africa. Bredenkamp has claimed that he had no contact with this particular deal,
leaving it to his colleagues to run the BAE agency contract. However, Allan McDonald, the
head of BAE’s marketing campaign in South Africa at the time, claimed that Bredenkamp
was widely acknowledged to be the ‘boss’ of Kayswell, and had given various progress
reports directly to Mike Turner, a BAE executive who was in charge of Headquarters
Marketing.160
Bredenkamp is acknowledged as one of the key figures behind Aviation Consultancy
Services (ACS), which, according to its website, provided services for ‘major international
airlines, aircraft suppliers, engine manufacturers and engineering support companies’.161
These services ranged from ‘direct negotiation assistance between vendor and prospective
customer’ to ‘behind the scenes investigation and reporting of major influential factors in
decision making’.162
When formally questioned by the SFO McDonald claimed that Bredenkamp and his team’s
only contribution towards the selection of BAE as the preferred bidder was to advise the
company which ‘key decision-makers needed to be identified with a view to ‘financially
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incentivising’ them to make the right decision with regard to the Hawk/Gripen contract. He
was told that Bredenkamp’s team had boasted that ‘we can get to Chippy Shaik’ and that they
had actually been speaking to him about the Hawk. In addition, Bredenkamp’s UK operations
chief spoke of the ‘Third World procedures’ required to win the South African bid – an
assumed reference to bribery.163
Bredenkamp has also long been linked to the activities of Robert Mugabe. According to a
report by the US Treasury Department released in 2008, in which it was given notice that
Bredenkamp’s US assets had been frozen, Bredenkamp was accused of being
… a well-known Mugabe insider involved in various business activities, including
tobacco trading, gray-market arms trading and trafficking, equity investments, oil
distribution, tourism, sports management, and diamond extraction. Through a
sophisticated web of companies, Bredenkamp has financially propped up the
[Mugabe] regime and provided other support to a number of its high-ranking officials.
He also has financed and provided logistical support to a number of Zimbabwean
parastatal entities.’164
Bredenkamp has denied all of the allegations against him. As we noted above, when he was
questioned by SFO investigators, he claimed that, while he was a shareholder in Kayswell
Services, he was not involved in the day-to-day running of the organization and had no
insight into its operations. He has also denied the claims outlined in placing him on
US/OFAC and EU sanctions list, claiming that they are erroneous on a number of points. Far
from being a ‘Mugabe regime crony’, Bredenkamp alleges that he has been targeted by the
Mugabe regime: ‘I have been imprisoned by the Zimbabwe government, had my passport
seized and my farm designated. This is hardly the manner in which Mugabe treats his
cronies.’165 He is also contesting his placement on US and EU sanctions lists via legal
challenges and maintains that his placement on the lists continue to be an affront to justice.166
In 2012, Bredenkamp and his entities were removed from EU sanctions lists, although he
remains a ‘designated individual’ on the US OFAC sanctions list.
The second company contracted by Red Diamond Trading was Arstow Commercial
Corporation, which received roughly £15m via accounts in Liechtenstein and China. Most
notably, Arstow received three large payments from Red Diamond Trading (£75 000, £30
000 and £100 000) just prior to the signing of the contracts between South Africa and BAE.
Interestingly, Allan McDonald claimed in his interview with the SFO that a portion of the
money paid to Arstow were to be forwarded to Fana Hlongwane (of whom more below) in
return for advice on ‘black empowerment partners and offset opportunities’.167
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Earlier drafts of the affidavit submitted by the SFO, of which we are in possession (and
relevant sections of which have been included amongst our annexes), included additional
detail regarding the role of Arstow. The draft claimed that Arstow was explicitly used to
make payments to both Fana Hlongwane and Stella Sigcau. Sigcau was a member of the
Cabinet sub-Committee overseeing the Arms Deal. To quote from the affidavit:
‘Arstow was incorporated in the British Virgin Isles on 16th September 1998, and was
later dissolved and re-incorporated in Panama. According to the documentation
received from BAE following service of a compulsory notice from the SFO, the
personnel involved in Arstow are Alexander Roberts OBE (a UK national), Dr. Hugh
Thurston (a financial advisor based in Jersey) and Johannes Matt (a trust administrator
based in Liechtenstein. In August 2007 the SFO interviewed a senior BAE employee,
Allan McDonald, who was the marketing manager responsible for the South African
campaign until he left BAE in early 1999. Mr. McDonald stated that Arstow was
partly used by BAE to make commission payments to Fana Hlongwane, who had
been special advisor to Joe Modise (Minister of Defence 1994 – 1999) and Stella
Sigcau (Minister for Public Enterprises 1994-9 and Minister for Public Works 19992006) until some time in 1999.168
In 2009, one of the authors of this document (Paul Holden) was told by a senior member of
the Serious Fraud Office that the SFO had conducted a wide-ranging investigation into claims
that Stella Sigcau had received improper benefits from BAE. According to the investigator,
the SFO had located significant evidence of benefits accruing to Stella Sigcau from BAE
during the Arms Deal selection process and thereafter. The investigator claimed that Sigcau
had received monies from BAE as well as benefits in kind. The benefits in kind included
paying the school fees of Stella Sigcau’s daughter at an exclusive English school, possibly
based in London. The SFO had allegedly secured the audit trail indicating that the school fees
were indeed paid by BAE.
Evidence provided to the Seriti Commission – and again ignored – gives credence to these
claims. The documents, submitted in the evidence bundle of Col. Johan Du Plooy, consisted
of memos and letters emanating from BAE Systems and Stella Sigcau’s daughter. The
document bundle is attached as Annex DDD. The first document is an internal BAE Systems
memorandum written by Allan MacDonald, BAE’s chief marketing person in South Africa
during the Arms Deal, addressed to a UK BAE employee by the name of Terry Morgan It is
dated the 4th of September 1998, right in the middle of the Arms Deal selection process. The
letter confirms the importance of Stella Sigcau to assisting BAE’s bid, and a reciprocal deal
that MacDonald made with Sigcau:
‘There is one matter where I am going to need you and your team’s professional help
over the coming months. You will note from the information I attach that the fact that
we have got the Hawk onto the final list is very much due to our friends in country,
rather than the quality of our ITP response. One friend who has, and remains,
absolutely critical to our ultimate success for both Hawk and Gripen is Minister Stella
Sigcau. You may recall she visited the UK recently and met with Peter Mandelson,
and I interrupted my leave to host the visit.
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She very privately asked for my support on a potential family matter. She has very
well educated daughter, who is 19 years of age, who has recently had the misfortune
of experiencing an unhappy marriage arrangement. The Minister is a princess in the
African culture, and even President Mandela pays regard to this fact in respect of
Minister Sigcau. The breakdown of her daughter’s marriage is causing her severe
embarrassment. In the coming months, and after our success, she wants BAe, for two
or three years, to provide a marketing job for her daughter in London. Such a job will
have to pay sufficiently to provide a reasonable quality of life for the Minister’s
daughter and her two children. As you would expect, in view of the criticality of
where we are in the decision making process and our fundamental reliance on the
Minister’s support, I gave all the right assurance to the Minister that we would very
positively help address this personal family matter. To show sincerity I arranged for
Niall Irving to meet with the daughter.
I have appraised Neils Petersen of this situation and asked him to ensure that in our
South African budget we make provision for three years’ support for the Minister’s
daughter. He has indicated that monies will be found to deliver this.’169
In October 1998, Stell Sigcau’s daughter, Portia Ndzamela, directed a fax to to Niels
Petersen, a key player in BAE’s bid in South Africa. Interestingly, the fax was transmitted on
a Denel letterhead. In the letter, she stated thanked Niel’s Petersen ‘for the wonderful
hospitality you gave to me whilst I was in London. The support services provided was
outstanding and of the highest order.’ The letter appeared to confirm that Ndlameza intended
to travel to London, as it concluded that ‘I would like to say that I look forward to joining
your in London and developing a friendly and professional relationship that will be mutually
beneficial.170’
A final relevant document was an internal BAE memorandum, which was sent in February
the following year and directed to an individual from BAE’s HR department. The
memorandum confirms that BAE Systems was actively providing financial assistance to
Stella Sigcau’s daughter. The memorandum discussed the activities of Allan MacDonald on
the BAE campaign in South Africa. It noted that MacDonald ‘spoke, and we believe, met
Portia Sigcau, the daughter of Stella Sigcau, Minister – South Africa... For your information,
Portia is being supported by BAe while doing a course in London. This includes
accommodation and all furnishings, plus a large number of other items.’171
The third company was Huderfield Enterprises Inc, which received about £26m. Huderfield
was the vehicle of Richard Charter, who, as described above, was BAE’s official agent in
South Africa. Interestingly, Charter was well-known to be the official agent of BAE in South
Africa: his company, Osprey Aerospace, had received payments directly from BAE and had
been the main vehicle through which BAE had made a series of donations to the ANC.
Huderfield, however, was a ‘covert’ vehicle, and was paid by Red Diamond Trading, raising
questions as to why Charter would need both overt and covert vehicles for his consultancy.
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Other recipients of ‘covert’ commission payments, albeit smaller than those describe above,
were Commercial International Corporation (CIC), which received £290 000, and against
which Fana Hlongwane was issued a gold credit card; FTNSA Consulting, which received
£5m, and was a company operated by former FNB Chairperson Basil Hersov (Hersov, when
questioned by the Mail & Guardian, claimed that he had once worked as an overt consultant
for BAE but that the figure mentioned by the SFO was considerably too high172); Zomita
Development, which received £7.9m; and Brookland Management Ltd, which received
approximately £8.5m.173 Brookland Management was allegedly run by Sir Alan Curtis,174
who has long been alleged to be closely linked to the infamous BAE deal in Saudi Arabia, Al
Yamamah, through his links to the so-called ‘Savoy Mafia’: a group of bankers and
intelligence operatives that met at the Savoy Hotel to set plans for major defence equipment
sales throughout the world.175 One of the alleged luminaries of the Savoy Mafia is Mark
Thatcher, the son of former British Prime Minister Margaret Thatcher. Mark Thatcher, it has
been alleged, received a £12m commission for his role in the BAE deal in Saudi Arabia.176
Mark Thatcher’s introduction to the ‘Savoy Mafia’ was allegedly effected by his father,
Denis, who had long been a friend of Sir Alan Curtis.177 Curtis has repeatedly denied that he
operated Brookland Management.178
The largest South African recipient of funds directly from Red Diamond was Fana
Hlongwane. Hlongwane was special advisor to Joe Modise from 1994 until Modise’s
resignation from the SANDF.179 He was also appointed as a Board Member of Denel by
Modise in the early 1990s, and, was a consultant involved in what was known as the
MODAC workgroup: a body that was convened by Joe Modise before the Arms Deal to draw
up the content of the SANDF’s future acquisition policy.180 According to SFO investigators,
Hlongwane received covert moneys through CIC and Arstow (as described above) and Jasper
Consulting. The latter, from which Hlongwane received approximately $1m, was alleged by
the SFO to be run by none other than the same individuals who ran Kayswell Services,
namely, John Bredenkamp, Julien Pellisier, Trevor Wilmans and Rick Passaportis.
Interestingly, in raids on the offices of Jasper, which are on the same premises as Kayswell in
the UK, a memorandum, written by Pellisier on the letterhead of Aircraft Consultancy
Services, recorded that a payment needed to be made to ‘Hlongwane’, suggesting that
Hlongwane had, during his various activities, established some form of relationship with
Bredenkamp’s network of companies.181
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In 2010, South African authorities attempted to seek a preservation order over assets stored
by Hlongwane abroad. This followed a notification sent by authorities in Liechtenstein that
indicated that funds belonging to Hlongwane had been frozen there by an order of the High
Court in due to concerns over money laundering. The NPA sought to have an order issued
freezing the assets as, unless South African authorities did so, Liechtenstein would be forced
to relinquish the freeze and allow the dispersal of the assets as Liechtenstein was hoping to
have the investigation ultimately transferred to South Africa. The NPA submitted the
application to the High Court, which granted a temporary preservation order over the funds.
The relevance of the Liechtenstein matter was simple: the documents provided to the NPA,
and the documents the NPA submitted to the High Court, indicated that Hlongwane had
received funds as early as 1999, when the Arms Deal was being negotiated. Moreover, one of
the vehicles by which Hlongwane received funds, which operated under the name Westunity,
was formed in January 1999, when Hlongwane was still serving as Joe Modise’s Special
Adviser. While it is unclear whether Westunity received funds before April 1999, when
Hlongwane ceased being an advisor to Joe Modise officially, it raises the question as to why
Hlongwane was establishing offshore vehicles while he was still employed as Modise’s
Special Advisor.
In any event, it is clear that Hlongwane did definitely receive money through offshore
vehicles from at least October 1999 onwards, while the Arms Deal was still being negotiated,
and only months after Hlongwane had terminated his role as Special Advisor to Modise. This
was made clear in an affidavit in support of the temporary freezing order (attached as Annex
GGG), written by Advocate Billy Downer, in which it was stated that:
204.2 Hlongwane was Modise’s special advisor until April 1999 and consequently
able to influence and/or pay off people who were able to influence the selection of
BAE/SAAB as the preferred supplier of the aircraft and the terms of the contract
negotiated with the SA Government.
204.3 Westunity was established in January 1999, i.e. at a time when Hlongwane was
still Modise’s special advisor and less than two months after BAE/SAAB had been
selected by Cabinet as the preferred supplier of the aircraft. At the time of its
establishment, BAE/SAAB was negotiating the terms of the contract with the SA
Government.
204.4 Westunity was owned by Hlongwane, initially personally and later through
Meltec (which was established for that purpose). Westunity’s purpose was to contract
with Arstow for the provision of Hlongwane’s services to Arstow. Westunity and
Meltec were dissolved in 2004. Upon Meltec’s dissolution, its assets were transferred
to Gamari.
204.5 Arstow’s purpose was to facilitate payments by BAE and (after April 1999)
Red Diamond of commission on the sales of BAE’s products. Roberts, the beneficial
owner of Arstow, had contracts with BAE and Red Diamond which entitled him to
commission of, initially, 1.5% of the total value of aircraft delivered to SA, possibly
reduced later to 0.5%.
204.6 Between 5 May 1999 and 15 July 2001 about GBP 9,9 million was paid by Red
Diamond into Arstow’s accounts with Liechtenstein banks.
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204.7 Between 5 October 1999 and 30 July 2001 Arstow paid Hlongwane GBP 4 903
000, including the following: In June and July 2001 GBP 4 050 000 was paid from
Arstow’s accounts with Liechtenstein banks to Westunity’s account with a
Liechtenstein bank (two payments totalling GBP 3 455 000) and to a Hong Kong
bank account of a Hong Kong company Shun Hing which may be beneficially owned
by Hlongwane and is used to channel funds to Hlongwane (one payment of about
GBP 590 000). The payments from Arstow to Westunity, including the GB 4 050 000,
totalled GBP 4 305 000.182
In March 2010, Menzi Simelane, then serving as the National Director of Public
Prosecutions, withdrew the preservation order after receiving a submission from Hlongwane
and his lawyers. Simelane came to the conclusion that the existence of consultancy
agreements between Hlongwane and BAE had the alchemical effect of cleaning them of any
potential criminal wrongdoing.183 Simelane’s attitude was clearly at odds with the majority of
NPA investigators and the Asset Forfeiture Unit. Not long after, Simelane was removed by
the Constitutional Court from his position as NDPP as it ruled that he was not a ‘fit and
proper’ person for the role.
Returning to the disclosures in the 2008 SFO affidavit: much larger payments were made
directly to Hlongwane himself, through his companies Hlongwane Consulting, and, later,
Ngwane Aerospace. On 9 September 2003, Hlongwane Consulting entered into a contractual
agreement with BAE, which was backdated to 1 January 2002. According to the agreement,
Hlongwane Consulting (of which Fana Hlongwane was the sole owner and director), received
a retainer of £250 000 per quarter, which equated to £1m per year. This agreement was often
changed to allow for ‘ex gratia’ payments: one of £250 000, for example, was made on 3
March 2005, while a further $8m was paid on 8 September 2005 ‘in full and final settlement
for all additional work regarding Gripen tranche 3’.184 In total, between September 2003 and
January 2007, Hlongwane Consulting was paid £10m, even though, as the SFO notes, ‘BAE
has not provided the SFO with any written report to justify the size of these payments’.185
Another consultancy agreement was entered into with Hlongwane Consulting by SANIP, a
South African entity that was responsible for implementing BAE and SAAB’s offset
obligations. In total, Hlongwane, via Hlongwane Consulting (from April 2003 to June 2004)
and Ngwane Aerospace (from 1 June 2004 to 3 August 2006), received payments totalling
R51m. The terms of the arrangement meant that Hlongwane received a one-off fee of
R8.175m and a retainer of R1.875m per quarter. In addition, Hlongwane was to receive (and
did receive) ‘a bonus of ZAR22,500,000 should the South African government not terminate
Tranche 3 of the contract and investments of $300,000,000 are achieved, along with exports
of $2,000,000,000 by April 2004; and a bonus of ZAR30,000,000 should investments of at
least $2,000,000,000 and exports of $5,200,000 be achieved by April 2011.’186
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Drafts of the SFO affidavit that was attached to the South African application for a search and
seizure warrant to be executed at the properties of Fana Hlongwane indicated that Hlongwane
was due to receive an additional payment of $10m from BAE in mid to late 2005. The
payment was to be routed via Alfons Mensdorff-Pouilly, a BAE agent based in Austria. It
appears that the payment was never received by Fana Hlongwane, despite BAE transferring
at least £5m for onward transmission to Hlongwane. The draft affidavit noted:
On 1st April 2008, officers from the Ministry of Defence Police and the SFO, as part
of the SFO investigation into BAE’s activities in Eastern Europe, executed a search
warrant at UK premises associated with Ali Mensdorff-Pouilly, another BAE agent.
During the search a CD was uplifted which, upon examination included a document
dated 13th May 2005 recounting a meeting between Mark Cliff (financial advisor
liaising between BAE and Mr. Mensdorff-Pouilly and the author of the document)
and BAE employees Neils Peterson and David White. Neils Petersen is Director of
Marketing Operations for BAE and David White is a marketing manager for Eastern
Europe. During that meeting the BAE employees asked Mark Cliff whether he could
help with distributing $10,000,000 to “a South African individual” between July and
September 2005 (Annex X). Mr. Cliff stated that any such transaction was likely to
cost over $2,000,000 (20% of the transaction value). Mr Peterson stated that their
other option was “to pay in country (39% tax rate).”
An email recovered from one of the computers seized at the premises has confirmed
that the “South African individual” referred to above is Fana Hlongwane (Annex Y).
BAE have not disclosed the existence of this meeting in the documents they provided
to us relating to Hlongwane Consulting.
On 28th and 29th May 2008 the SFO interviewed Mark Cliff under caution. He stated
that he was approached by BAE to effect the transfer of $10,000,000 to Mr.
Hlongwane. He was asked by BAE to contact a Swiss-based fiduciary called Privexia,
but was told not to mention the name of Mr Hlongwane (a Privexia business card was
found amongst the documentation disclosed by BAE relating to Mr Hlongwane,
which I attach at Annex Z). BAE then transferred $5,000,000 in late 2005 into an
account in the name of Valurex International SA (one of the companies contracting
with BAE for services provided by Ali Mensdorff-Pouilly for services relating to
Eastern Europe). Mr Cliff was then due to transfer the £5,000,000 to Privexia for
onward transmission to Mr. Hlongwane. However, Mr. Cliff wanted assurance from
Privexia and/or BAE that the money would ultimately be paid to Mr Hlongwane.
Neither Privexia would provide this information and the money remains in the
Valurex account to date.
I am very suspicious about the way in which this payment was proposed to be made.
In 2005 Hlongwane Consulting still retained an ongoing consultancy agreement with
BAE. There appears to be no legitimate reason for routing payments via unrelated
third parties.’187
Alfons Mensdorff-Pouilly was indicted in Austria for money laundering and perjury relating
to payments he had received from BAE while acting as the company’s agent in Austria and
Eastern Europe. Austrian prosecutors alleged that Mensdorff-Pouilly laundered funds for
187
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BAE, potentially with the intent to transfer the funds onwards to decision-makers in Eastern
Europe. Austrian prosecutors suggested that the pattern of payments was indicative of a
scheme of bribery, but elected not to pursue bribery charges as they have been unable to
determine the ultimate beneficiaries.188
Eventually, Mensdorff-Pouilly was found not guilty, although the judge overseeing the trial
commented that the affair ‘stinks.’ Mensdorff-Pouilly was found not guilty because the
charges of money laundering at the time, required a predicate offence. As Mensdorff-Pouilly
was not prosecuted for bribery, despite being arrested in the UK shortly before the SFO’s
settlement with BAE Systems, no predicate offence could be proven.
Of course, payments to Hlongwane may not be, ipso facto, illegal. They would only be illegal
if he used his position as an advisor to Joe Modise to influence events in favour of BAE, or if
he was also acting as a potential conduit for the transfer of funds to other politically
connected individuals. Indeed, this is exactly what, on reviewing these set of facts, the SFO
believed to be the case. As the lead SFO investigator noted in his affidavit:
I believe that the varied ways in which Fana Hlongwane has received payments in
relation to the Hawk/Gripen contract is highly suspicious. BAE operated a covert
method of payment through the Red Diamond system, however it appears that even
this system was insufficiently opaque to disguise payments to Fana Hlongwane. As
such, BAE chose to use Red Diamond and Arstow to transfer money to Mr.
Hlongwane.
I suspect that this secretive arrangement was designed to facilitate any or all of the
following:
(a) The onward payment of monies by Fana Hlongwane to South African government
officials who could influence the decision making process on the selection of the
Hawk and Gripen; and/or
(b) Payments to Mr. Hlongwane himself for influence brought by him whilst he was
special advisor to the Minister of Defence; and/or
(c) The onward payment of monies by Mr. Hlongwane to South African government
officials to ensure that the tranching arrangements were honoured.189
In 2010, the Mail & Guardian alleged that it had come into evidence proving that he had
granted a massive home loan to Siphiwe Nyanda.190 As noted earlier, Siphiwe Nyanda was
the Chief of the SANDF from 1998 until his retirement in 2005. As noted above, Nyanda had
backed the purchase of Hawk and Gripen aircraft during discussions regarding their
affordability. Nyanda would almost certainly have been party to the decision to renew
tranches 2 and 3 in 2002 and 2004 respectively, for which Hlongwane was supposed to
receive considerable bonuses from SANIP, as we have noted above. Shortly after retiring,
Nyanda was appointed CEO of Ngwane Defence, a company established by Fana
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Hlongwane.191 Details of the home loan suggested that Hlongwane had granted Nyanda a
massive loan to purchase a R3.75m property, but had only received a fraction of the loan’s
value in repayments. Shortly after Nyanda was appointed Jacob Zuma’s first Minister of
Communications in 2009, the home loan was written off.192 This, it was alleged, may indicate
that the loan to Ngwane was merely a disguised payment.
As the Tribunal is no doubt aware, Hlongwane was one of only two people who have been
accused of receiving corrupt money from the Arms Deal to appear before the Seriti
Commission. The other was Chippy Shaik. Hlongwane’s appearance before the Seriti
Commission made headlines, as this was the first time Hlongwane had been known to speak
or be photographed in public since his employment at Denel in the 1990s. It was also the first
time that Hlongwane would seek to explain the payments received in relation to the Arms
Deal and defend himself against allegations of corruption.
Prior to moving to the evidence Hlongwane presented, it is worth noting that Hlongwane’s
testimony before the Commission was entirely untested.193 Hlongwane was not asked a single
question in cross-examination by any interested parties. He was also not asked a single
question by any of the Commissioners. Indeed, Hlongwane was only asked about the
corruption allegations in the broadest terms, which we turn to shortly below. The failure of
the Commission to test this evidence in any meaningful way is one of the many examples put
forward by Corruption Watch and R2K in their current High Court challenge indicating that
the Commission failed to meaningfully investigate the Arms Deal.
The failure of the Commission to ask any questions was particularly inexcusable considering
the paucity of Hlongwane’s testimony and witness statement, which was materially wrong on
a number of accounts. Hlongwane’s witness statement (attached as Annex GGG), a mere 13
pages long, addressed Hlongwane’s involvement with BAE Systems in three brief
paragraphs. Hlongwane’s statement ran as follows:
‘I provide a summary of my Companies’ involvement with BAE, as a consultant to
assist them with the implementation of the NIP program.
On or about 10 September 2003, my company duly concluded the written
Consultancy agreement with SANIP. This agreement was entered into legally
between two private entities. The parties agreed to the commercial terms and
conditions, which included the remuneration and quantum thereof. My Companies
therefore have no duty to justify the terms and conditions which the parties agreed
upon. The quantum of remuneration agreed between two private entities can never be
a criteria applied by third unrelated parties, to determine whether there is anything
untoward.
In the Consultancy Agreement it was correctly recorded that my Company was able to
assist SANIP to market and implement projects pursuant to the South African
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Government’s NIP Programme promoting exports, local sales and investments in and
from the Republic of South Africa.194
Hlongwane was asked, on only a single occasion, to respond to the numerous allegations of
corruption levelled against him during his appearance before the Commission. Hlongwane
used the question to amplify his comments in this witness statement that the suspicion in this
instance was generated because of the size of the payments he received, and that he was
entitled to receive the payments. He appeared, also, to insinuate that criticisms of the size of
the payments he received was due to a racist predisposition to question black achievement
and wealth.
Hlongwane’s witness statement appears to be clearly contradicted by the very substantial and
voluminous evidence gathered by the SFO, the NPA and authorities in Liechtenstein. This is
addressed in detail in the Corruption Watch and R2K challenge to the Seriti Commission at
paragraph 495. We entirely support the contents of paragraph 495, which we believe are
devastating to Hlongwane’s evidence. We include them below for the ease of the Tribunal:
495.1. The witness statement appears to suggest that the relationship between BAE
Systems and Adv Hlongwane began in 2003 through the agreement between
Hlongwane Consulting and SANIP. This is contradicted by the SFO affidavit, which
states that Adv Hlongwane’s relationship began in at least late 1999. Adv
Hlongwane’s statement appears to imply that the 2003 consultancy was the only
relationship between his Companies and BAE Systems, and that his role was focussed
exclusively on advice related to BAE’s NIP program.
495.2. If Adv Hlongwane legitimately advised SANIP on BAE Systems’ NIP
programs, his assertion that he could only assist the Commission with paragraph 1.5
of its terms of reference appears to be incorrect. If he had knowledge of BAE’s NIP
program, and provided the services he suggested, he would have been in a position to
testify to paragraphs 1.3 and 1.4 of the Commission’s Terms of Reference.
495.3. The witness statement makes no mention of a second ‘overt’ consultancy
agreement between Hlongwane Consulting and BAE Systems, dated 9 September
2003 and backdated to January 2002. According to the SFO, Hlongwane Consulting
was paid more than £10m between September 2003 and January 2007. Importantly,
this agreement was ‘varied’ on 5 September 2005 to ‘allow for a US$8m ex gratia
payment “in full and final settlement for all additional work regarding Gripen Tranche
3.” The BAE/SAAB acquisition was conducted in three tranches. The South African
government retained the right to cancel tranches 2 and 3, which envisioned the
purchase of additional Gripen aircraft. This gives rise to a reasonable suspicion that
Adv Hlongwane undertook work for BAE on matters unrelated to the NIP program,
and on matters directly related to the eventual size and selection decisions related to
the SDPP.
495.4. The failure to address the second ‘overt’ consultancy agreement is
inexplicable. It appears that Adv Hlongwane conflated or confused the two in his
witness statement. As the SFO affidavit makes clear, the agreement between his
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companies and SANIP was dated August 2003, not September 2003 as suggested in
Adv Hlongwane’s witness statement. The second ‘overt’ consultancy agreement was
dated September 2003.
495.5. The witness statement was entirely silent on the approximately R60 m
transferred from Arstow Commercial to Adv Hlongwane. It was also silent on the fact
that this relationship appears to have begun much earlier than 2003. The evidence on
this was substantial, and appeared in both the SFO affidavit and in the papers
regarding the preservation order sought in Liechtenstein.
495.6. The witness statement was also entirely silent on the payment of moneys from
Jasper Consulting to Adv Hlongwane. Jasper Consulting was alleged, in the SFO
affidavit, to be controlled by another of BAE’s ‘covert’ advisors.
495.7. The witness statement was also silent on moneys received by Adv Hlongwane
in late 1999 from Commercial International Corporation (CIC). However, attached to
the witness statement was a document comparing two different versions of the
Murphy/SFO affidavit. Adv Hlongwane suggested, in his oral evidence, that
references to CIC appeared in one document and not the other. He said that this
indicated that there may have forgery or misrepresentation in the document containing
reference to CIC. He said that ‘manufactured and fabricated evidence was presented
to the judge’ for him to order the search warrants.
495.8. I submit that a person intent on enquiring into and determining the truth would
not have accepted Adv Hlongwane’s claim that the amount of money paid by one
company to another could not create reasonable suspicion, especially as he failed to
provide any evidence of any legitimate work done in order to receive hundreds of
millions of rands from BAE Systems through covert and overt streams. If a company
pays a politically exposed person large sums of money with no proof of
commensurate work, a reasonable enquirer will want to investigate the matter, and
will want evidence of the work which was done for such large sums of money.
It is worth noting that the Corruption Watch and R2K challenge was conceived and executed
prior to more recent disclosures of fact regarding Hlongane. We would thus add that
Hlongwane’s witness statement was, in addition, silent on the Consultancy Agreement signed
between Hlongwane and Saab in 2003, and for which he was paid €270 000.
Hlongwane’s witness statement was also entirely silent on another key set of facts, namely,
the content of two plea agreements entered into between BAE Systems and the US
Departments of Justice and State in 2010 and 2011 respectively. These two plea agreements
gave significant credence to the allegations outlined in the 2008 SFO affidavits and the Asset
Forfeiture Affidavit of 2010.
According to the plea agreement with the Department of Justice, BAE pleaded guilty for
failing to disclose information to the US government as was required under the Foreign
Corrupt Practices Act, the Arms Export Control Act and International Traffic in Arms
Regulations (BAE also paid a fine of $400m).195 By doing so, BAE had prejudiced the US
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government by preventing it from carrying out the business of governance around arms
transfers.196
The US plea bargain featured numerous admissions on the part of BAE in relation to its
business conduct – most of which were related to its use of ‘marketing advisers’ around the
world, especially in Saudi Arabia, the Czech Republic, Hungary, Tanzania and South Africa.
Most of these admissions confirm much of the substance of the SFO affidavits quoted from
so substantively above, including the creation of offshore entities designed to obscure the
reason for and nature of the payments made, as well as confirmation that BAE made
payments to ‘advisors’ and ‘agents’ related to its worldwide deals of at least £135m and
$14m. BAE was also forced to admit that the payments were made even though there was a
‘high probability’ that the money would be used to swing contracts its way. To quote, in full,
from the plea agreement confirmation of offence:
Beginning in 1993, BAES knowingly and wilfully failed to identify commissions paid
to third parties for assistance in the solicitation or promotion or otherwise to secure
the conclusion of the sale of defense articles… BAES made (or caused to be made)
these false, inaccurate or incomplete statements to the State Department both directly
and indirectly through third parties. BAES failed to identify the commission payments
in order to keep the fact and scope of its external advisors from public disclosure…
After May and November 2001, BAES regularly retained what it referred to as
"marketing advisors" to assist in securing sales of defense articles. In that connection,
BAES made substantial payments which were not subjected to the type of internal
scrutiny and review that BAES had represented they were or would be subjected to in
the foregoing statements made to the U.S. government. BAES took steps to conceal
its relationships with certain such advisors and its undisclosed payments to them. For
example, BAES contracted with and paid certain of its advisors through various
offshore shell entities beneficially owned by BAES. BAES also encouraged certain of
its advisors to establish their own offshore shell entities to receive payments while
disguising the origins and recipients of such payments. In connection with certain
sales of defense articles, BAES retained and paid the same marketing advisor both
using the offshore structure and without using the offshore structure.
Although instructions were given within BAES during 2001 to discontinue the use of
offshore structures in connection with marketing advisors, such instructions were not
of themselves sufficient to satisfy the foregoing representations and undertakings
made to the U.S. government.
After May and November 2001, BAES made payments to certain advisors through
offshore shell companies even though in certain situations there was a high
probability that part of the payments would be used in order to ensure that BAES was
favored in the foreign government decisions regarding the sales of defense articles.
BAES made these payments, ostensibly for advice, through several different routes
and, consequently, were not subjected to the type of internal scrutiny and review that
BAES had represented that they would be subject to in the foregoing statements made
to the U.S. government.
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BAES established one entity in the British Virgin Islands (the ‘Offshore Entity’) to
conceal BAES's marketing advisor relationships, including who the agent was and
how much it was paid; to create obstacles for investigating authorities to penetrate the
arrangements; to circumvent laws in countries that did not allow agency relationships;
and to assist advisors in avoiding tax liability for payments from BAES…
After May and November 2001, BAES made payments of over £135,000,000 and
over $14,000,000 to certain of its marketing advisors and agents through the Offshore
Entity. BAES did not subject these payments to the type of internal scrutiny and
review that BAES had represented they were or would be subjected to in the
foregoing statements made to the U.S. government.’197
While South Africa was not explicitly mentioned in the plea bargain documents with the US
in 2010, it was certainly implicit in the settlement as relayed to Feinstein by an officer of a
US government agency involved in the investigation. In addition, South Africa featured quite
clearly in another plea bargain that BAE Systems agreed to in 2011. This time, the company
settled a civil action brought by the US State Department around a different set of offences.
Here, it admitted guilt in return for a fine of $79m for violating a number of US regulations.
In particular, BAE admitted to numerous violations of US International Traffic in Arms
Regulations (ITAR). These violations included ‘unauthorized brokering of U.S. defense
articles and services; causing unauthorized brokering; failure to register as a broker; failure to
file annual broker reports; failure to report the payment of fees or commissions associated
with defense transactions; and the failure to maintain records involving ITAR-controlled
transactions.’198
According to the plea agreement, BAE admitted that it had made at least 100 payments to
various brokers taking care of their overseas deals for the Gripen, Eurofighter and frigates.
Further payments were made to ‘advisers’, 132 of which received payments from BAE
between 1995 and 2007. In total, BAE admitted that it had made over 1 000 payments to
‘unauthorised brokers’ while retaining at least 300 brokers and advisers on its books from the
late 1990s to 2007.199 And, when it came to South Africa, BAE admitted that it had withheld
key information about brokers it had paid to sell Hawk and Gripen jets to South Africa.
The Department conducted a further review of JAS-39 [Gripen] aircraft transactions
and identified a license issued by the Department of Justice in June of 2002 to SAAB
NA. The license authorized the export of $160 million worth of US defense articles to
support manufacture of JA-39 aircraft. The license included a negative certification…
on fees and commissions. The license was part of a broader transaction involving
£1.6m worth of Hawk and JAS-39 aircraft to National Defense Force – Air Force,
South Africa.
Based on information obtained by the Department, Respondent or its representative
Red Diamond made payments to brokers involved in securing the sale to South
Africa. Respondent failed to disclose payments as required…200
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Reading the two plea agreements closely clearly confirms that BAE made use of Red
Diamond to make payments to hundreds of brokers and advisors; that the payments were
made explicitly in order to secure sales in South Africa and around the world, and that the
payments were made despite there being a ‘high probability’ that the money from the
payments would be used to influence procurement decisions.
Recent disclosures from BAE’s long-term partner Saab provide extra support to claims of
wrongdoing against BAE. In 2011, Sweden’s TV4 ran a series of explosive prime time minidocumentaries on the role of Saab in the Arms Deal. Some of the information, it should be
admitted, was provided by the authors of this submission. The central document utilised by
the Swedish journalists was the consulting agreement entered into between SANIP and Fana
Hlongwane that we have dealt with in detail above.
In response to the programmes, Saab announced that it would begin its own internal
investigation.201 Initially, it claimed that it could find no record of any payments to
Hlongwane via SANIP.202 But in June 2011 Saab released a startling press statement:
Our [Saab’s] review revealed that approximately 24 million rand was paid from BAE
Systems to SANIP. These payments were transferred to the South African consultant
shortly thereafter.203
In its defence, Saab claimed that it was totally unaware of the agreement between SANIP and
Hlongwane – it was, Saab claimed, entirely the work of a BAE employee that had worked at
SANIP, who had also not disclosed the agreement or its contents to SANIP’s directors or
Saab’s board.204 However, the subtext was clear: a major arms contractor in the Arms Deal
had admitted that its key partner had paid bribes to secure Arms Deal contracts and other
benefits.
Saab’s response to the allegations was arguably designed to create the impression that the
company’s only relationship with agents was the one revealed through the SANIP
disclosures, and that it was seeking every means to distance itself from a relationship with
Fana Hlongwane. Certainly, in the moment of the revelations, Saab made no effort to disclose
any other agent agreements, although this would have been an apposite time.
But in May 2017, Swedish TV’s investigative news program, Kalla Fakta, reported that Saab
had, in fact, entered into a direct agency agreement with Fana Hlongwane.205 This was not
disclosed by Saab at the time of the original leak of the SANIP information. The agreement
was dated the 1st of October 2003 and was due to run until the 31st of December 2004 and
was entered into between Saab and Hlongwane Consulting. The agreement was signed, on
Saab’s side, by Kjell Moller. Under the terms of the agreement, Hlongwane Consulting
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would be paid €270 000 in total, made up of monthly payments of €18 000. We have secured
a copy of this agreement, which is attached as Annexure EEE. We received this agreement
from a source based in Europe. According to the agreement, Hlongwane would be paid the
money for vaguely defined duties, in particular, that he would ‘provide advise [sic] on
political, economic, financial and security policy issues.’206 The agreement made room for a
renewal upon its conclusion, but there is no evidence that a renewal agreement was signed.
The period of time covered by the agreement was interesting for two reasons. First, and as
noted above, approval of Tranche 3 of the Hawk and Gripen deals was to be granted in 2004.
And, indeed, Hlongwane was due to receive a bonus from SANIP if the tranches were
approved. Second, and also noted above, BAE/Saab were contractually obliged to achieve a
certain level of offset credits by milestone dates. A key milestone date was in April 2004,
when BAE was supposed to achieve over $2bn in total offset credits.207 Hlongwane was due
to receive a bonus from SANIP on achievement of this milestone as well.
In October 2017, Swedish media reported that Saab had, in fact, entered into another agency
agreement related to the South African Arms Deal, which it failed to mention when the 2011
revelations came to light. This agreement was entered into directly between Saab and
Mayekiso Labour & Community Services (Pty) Ltd.208 This company was owned by Moses
Mayekiso. As discussed below, Mayekiso was a well-connected union leader who served in a
leadership role in NUMSA as its general-secretary during the Arms Deal negotiation process.
He was in the middle of allegations that NUMSA had received money from a Saab-alligned
union to get NUMSA to support the Arms Deal. The agreement with Mayekiso was signed in
Janary 2010 and was due to run until 2004; it was thus entered into only weeks after the final
Arms Deal contracts were signed. Mayekiso was due to earn 5 million Swedish kronor
through the consultancy agreement, equal to R3.9m.
Swedish media uploaded the single front page of the consultancy agreement, attached hereto
as Annex FFF. Like Hlongwane’s agreements with SANIP, Mayekiso was contracted under
the agreement to ‘provide the activities necessary to support the offset obligations regarding
Gripen in South Africa.’ He was also tasked with providing ‘actual information about the
development within the South Africa-Swedish political relations.’209
Saab’s response to the Mayekiso agreement was, frankly, disingenuous. While the company
confirmed that the agreement existed, it also tortured the English language with a series of
double negatives by commenting that ‘we have never said that we never hired any consultants
in South Africa.210’ While that may be strictly true, the response of the company to the 2011
SANIP disclosures could not help create the impression that only BAE Systems had managed
agency agreements on Saab’s behalf.
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Returning to the running of SANIP: one of the key defences presented by Saab in relation to
the allegations was that it had transferred all of SANIP’s business operations to BAE in 2004.
This, Saab’s CEO admitted on air, was perhaps not the wisest move, as SANIP, despite being
run by BAE, was still owned by SAAB. To prove this fact, Saab released an ‘Operational
Transfer Agreement’, a legal contract entered into between Saab/SANIP and BAE describing
the transfer of SANIP’s business over to the BAE operational team. Attached to this was an
appendix that listed all of the contractual obligations SANIP had entered into by the date of
transfer. Some of these make for highly curious reading.
One contract (filed under ‘Project Agreements’, suggesting a relation to an offset project)
signed in July 2003 was with African Harvest Capital.211 African Harvest Capital was, at the
time of the contract signature, majority owned by one Mzi Khumalo. Khumalo, a politically
connected businessman has frequently attracted controversy, first as result of his business
dealings with Brett Kebble, and second as one of the alleged ‘conspirators’ captured on the
spy tapes that secured the dropping of the charges against Jacob Zuma. The tapes, the NPA
claimed, seemed to suggest that Khumalo was conspiring with Bulelani Ngcuka, Leonard
McCarthy and others to manipulate the timing of Jacob Zuma’s post-Polokwane prosecution.
As should be clear from this, Khumalo has long been considered a close confidant of Thabo
Mbeki.
A second agreement was with a company by the name of Veriytech CC. According to an
agreement signed on 19 February 2002, Veriytech CC was granted a considerable loan by
SANIP.212 SANIP’s financial statements from 2002 and 2003, also recently released by Saab,
confirm that the loan was worth R750 000.213 Curiously, the loan was ‘unsecured, rand
denominated and interest free. There are no fixed repayment terms.’214 Such generous terms
may have suggested that this was not, in fact, a loan at all, but, rather, a payment. Indeed, in
SANIP’s financial statements ending 31 December 2003, it is recorded that all the loans
issued by SANIP (another one had been granted to a small restaurant in Port Elizabeth) had
been written off.215 The total written off was exactly the same as the amount loaned out,
suggesting that Veriytech CC had not repaid any of the loan and that it would not be required
to make any more payments in future.
What makes this transaction particularly interesting is that the owner and sole director of
Veriytech CC was one Professor Viktor Verijenko.216 Verijenko, originally from Ukraine,
had taken up a senior post at the University of KwaZulu-Natal teaching mechanical
engineering in the early 1990s.217 In 2003, the same year in which the loan to Veriytech was
written off by SANIP, Verijenko approved the awarding of a PhD to Chippy Shaik, for whom
Verijenko had acted as supervisor.218 Five years later, Chippy Shaik’s doctorate was reviewed
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and withdrawn by UKZN after it emerged that he had extensively plagiarised from other
sources. In particular, it was discovered that Shaik had translated and reproduced large
amounts of text, originally in Russian, that appeared in a volume published by Verijenko and
an external examiner of Shaik’s doctorate, Prof V G Piskunov219 – suggesting that Verijenko
must have been aware of Shaik’s misdemeanour, but chose to ignore it. At roughly the same
time as Shaik’s thesis was being written, he served as the best man at Verijenko’s wedding.220
It is still unclear what the function of the loan from SANIP to Verijenko was and whether it
was related to a legitimate purpose. But it is has to be considered remarkable that, of all the
millions of South Africans or thousands of businesses that would be more than grateful to
receive a loan on such favourable terms, it was granted to a friend and confidant of the very
man who had used his official powers to ensure BAE and SAAB won this most lucrative of
contracts.
When we contacted Verijenko, now based in Australia, to discuss the loan arrangement, his
response was brusque: ‘No. I don’t want to talk to you.’
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2.1 Irregularities in the Selection of the Preferred Bidder in the Corvette Contract
The decision to purchase corvettes had a long history, much of which was described in the
previous chapter. To briefly recap: in the early 1990s, the Navy had made consistent appeals
for the acquisition, which were supported by Joe Modise and other members of Cabinet.
Shortly after the 1994 elections, the acquisition was approved, and reached the stage where
two preferred bidders had been shortlisted, namely Bazan in Spain and the Yarrow Shipyard
in England. In 1995, after a media furore, the resistance of some ANC MPs and student
protests, the corvette deal was placed on hold until the Defence Review had been completed.
Finally, in 1997, the Defence Review was approved, and moves were made towards the
purchase of four new corvettes for the Navy.
The first official moves were made on 23 September 1997, when the Minister of Defence sent
out Requests for Information to 11 different countries. These RFIs referred to one ‘phase’ in
the procurement of the corvettes, namely, the purchase of the ship ‘platform.’ A second
‘phase’ was the selection of the supplier for the ‘combat suite’, which would be added to the
ship ‘platform’ to create a fully fledged corvette. In total, 37 different responses were
received (sometimes several from the same country, depending on how many different
models of corvettes they produced) by the end of October 1997. From October 1997 to
February 1998 the RFIs were examined, and a shortlist of four potential suppliers was
decided upon: Bazan from Spain, the German Frigate Consortium (GFC) from Germany,
GEC from the UK and DCN from France. As a result of this shortlisting, the companies were
asked to provide information in fulfilment of the Requests for Offers (RFOs), which were to
be examined by SOFCOM. By 12 May 1998, all the RFOs had been received by the Ministry
of Defence, and were to be reviewed by SOFCOM. 221
It is important to bear in mind that the RFOs were supposed to be the ‘best and final’ offer:
an irrevocable statement that could not be revised, changed or edited at a later stage without
invalidating the entire selection process.222 If, in fact, the RFOs were not of sufficient quality,
the entire process should have started again from the beginning, rather than allowing different
bidders to modify their RFOs throughout the process. As the Joint Investigation Report noted
in this regard:
Once evaluation criteria and instructions have been compiled, compliance with these
should be enforced, even if it means the process must re-commence from the RFO
stage. This will ensure a fair, competitive and open procurement process.223
This injunction was ignored throughout the entire process of selecting the preferred bidder for
the corvettes. The first problem was related to the financing information submitted by all the
bidders in the process, which was to make up 33 per cent of their final scores. Every bid was
found to have failed to have met the minimum criteria in terms of selection, with information
missing in large chunks. Nevertheless, at a meeting of SOFCOM on 3 June 1998, a decision
was taken to allow all the bids to continue despite this failure to meet the minimum standards
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of bidding. Admittedly, this did not necessarily favour any particular bidder, as all of them
were given a pass through to the next round: but that wasn’t necessarily the point, as the
safeguard had been put in place in order to prevent the taxpayer from being affected by a
potentially prejudicial financial agreement. Nevertheless, as the draft version of the AuditorGeneral’s report notes:
A decision was taken during the SOFCOM meeting on 3 June 1998 that all bids will
be evaluated even though these did not conform to the minimum critical criteria as
stipulated in the value system. As all bidders did not comply, this decision did not
favour or prejudice any specific bidder with regard to the financing evaluation.224
This was not the only problem with the financing evaluation. The Auditor General’s report
noted a raft of problems with how the scores were awarded. One of the major flaws related to
how the evaluating team dealt with the fact that many of the bidders had a range of errors or
missing information in their financial proposals. In these cases, SOFCOM advised the bidders
to evaluate the bids as best as possible, making note of where there were errors. But different
evaluators thought that different parts of the bids were a problem:
It is important to note that the non-conformances as recorded by the evaluators vary
amongst the evaluators for any particular bidder. Instances were noted where other
evaluators indicate a non-conformance by some evaluators as a conformance. Such
inconsistencies brought to question the understanding that evaluators had of the
evaluation and therefore the results of the actual evaluation.225
Startling as this admission of mismanagement is, such problems may not have affected the
outcome of the preferred bidders, despite the prejudice to the taxpayer. However, a second
decision to proceed with the bids despite material problems with the offers may have done so.
This decision was related to the evaluation of the Defence Industrial Participation (DIP)
offers. In particular, GFC, which was later to win the contract, had failed to submit all the
necessary documentation. Their bid, however, was allowed to proceed, despite the fact that,
as the only bidder who did not conform to the minimum criteria, they should have been
disqualified:
GFC did not comply with the minimum criterion set in the DIP value system of
providing a bank or sovereign guarantee to the value of 5% of the DIP commitment.
GFC should have been disqualified from proceeding to the next round of the
evaluation. The said guarantee, according to one evaluator, was only submitted on 6
June 1998 after GFC had been requested to do so.226
What is even more curious is the fact that the decision to allow GFC to proceed to the next
round of evaluations was made without due process being followed. In fact, the decision was
made entirely by Llew Swan, as CEO of Armscor, and Chippy Shaik, without a discussion at
a meeting of SOFCOM. As the draft version of the Auditor-General’s report noted:
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Upon noting non-compliance by GFC with the minimum DIP criteria, Mr J J Van
Dyk [the Armscor official responsible for Defence countertrade] sought legal opinion
from the Armscor legal division on 14 May 1998.
On 22 May 1998, the legal division issued its opinion to Mr J J Van Dyk confirming
the non-conformance inter alia, GFC.
On 1 June 1998 Mr J J Van Dyk issued a memorandum to the chairperson of
SOFCOM requesting, inter alia, that they approve the procurement of additional
information from the non-complying bidders in order for them to comply. This memo
was issued notwithstanding the legal opinion had already confirmed that deviations
and that the evaluation team was also of the opinion that the non-complying bidders
should be disqualified…
There was no evidence from the minutes of SOFCOM that the memo directed to
SOFCOM chairpersons was at any stage tabled before the entire committee. In the
absence of such evidence it would appear that the chairpersons took a decision to
condone the non-complying bidders without the approval of the entire committee. This
decision had a far-reaching impact on the eventual selection of the preferred bidder
for the Corvettes, which was GFC. Upon enquiry to Mr. Shaik regarding this decision,
he indicated that the decision was taken by them in their capacities as Chief of
Acquisitions and Armscor CEO. His authority, according to him, emanated from his
management delegation from the DoD.227
A similar decision was reported with regard to the technical evaluation. According to the
Auditor-General’s report, the only bidder who satisfied all the minimum criteria in the
technical evaluation was Bazan. More simply put, it was only Bazan that had produced a
corvette design that met the basic requirements of the Navy: all the other bids had flaws that
meant that they did not actually meet tender requirements.228 Once again, all the bidders,
besides Bazan, should have been disqualified at this stage. Needless to say, this was not done,
and all of them were allowed through into the next round of evaluation. To quote once more
from the draft of the Auditor-General’s Report:
The decision to allow the bidders who did not conform to the critical minimum
criteria in respect of technical, financing and DIP evaluations was a deviation from
the approved value systems. Had this decision not been taken, only Bazan could have
been evaluated on two of the three domains. All the others did not comply with all
three and Bazan did not comply with one. This could have resulted in Bazan being the
preferred bidder.229
In addition to the decisions allowing bidders to be evaluated despite failing to meet minimum
criteria, the manner in which the points were awarded to the various bidding companies,
when one looks at them closely, is curious to the point of being suspicious.
During the selection process, GFC and Bazan were scored closely with regard to two of the
selection criteria: the financing evaluation and the technical suitability of the vessels
227
228
229

Ibid, para 8.11.2.3, p. 445 - 447 Our emphasis.
Ibid, para 8.11.3.2, p. 454 - 455
Ibid, para 8.12.2.1 (b), p. 458

103
proposed. In fact, after the financial evaluation Bazan and GFC were considered to be
amongst the worst on offer (GFC scoring the lowest), as the following table indicates:
Table 7: Scores for financial evaluation in corvette contract230

GFC
79

GEC
100

DCN
90

Bazan
84

Similarly, in the technical evaluation, notwithstanding the fact that GFC had failed to meet
the minimum requirements stipulated, Bazan and GFC were scored closely, with GFC
slightly preferred to Bazan:
Table 8: Scores for technical evaluation in the corvette contract231

Score out of
1080
Scores indexed
to 100

GFC
810.5

GEC
649.9

DCN
618.3

Bazan
762.86

100

80.185

76.286

94.583

At this point, therefore, without the offsets evaluation included, the best bidder was actually
neither Bazan nor GFC, but GEC, as the following table shows:
Table 9: Combined scores for technical and financing evaluations in the corvette contract232

Financing score
Technical score
TOTAL

GFC
79
100
179

GEC
100
80.185
180.185

DCN
90
76.286
166.286

Bazan
84
94.583
178.583

The real determinant of the outcome of the corvette contract would be the evaluation of the
offsets proposals presented. Without these evaluations, GEC would have won on the basis of
their scores for financing and technical evaluation. So what was the outcome of the offsets
evaluation? As one can see from the table below, GFC was considered to have the most
valuable offsets proposal, which propelled it from an also-ran to the status of preferred
bidder:
Table 10: All scores in evaluation of the corvette contract233

Offsets
Financing
Technical
Sub-total:
230

GFC
100
79
100
279

GEC
57
100
80.185
237.185

DCN
82
90
76.286
248.286

Bazan
82
84
94.583
260.583

Ibid, para 8.11.1.4, p. 441
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combined
scores
TOTAL: Scores
divided by 3
TOTAL: Scores
indexed to 100

93

79

82.762

86.861

100

85

89

93

As with most of the number-crunching in the Arms Deal, the score awarded for the offsets
component was far from straightforward. In fact, the offsets score was made up of two
scores: the points awarded, separately, to the Defence Industrial Participation (DIP) and
National Industrial Participation (NIP) offers (the former being offsets for the defence
industry, the latter being offsets for civilian industry). In the category of Defence Industrial
Participation, Bazan was the outright leader, while GFC fairly slaughtered the opposition in
the National Industrial Participation category. This is interesting for a number of reasons,
including the fact that it was later acknowledged in the Affordability Report that NIP was
inherently more risky and less likely to come to fruition than DIP obligations, for a host of
reasons. Even the Joint Investigation Report, later edited substantially, commented that GFC
was ‘nominated the preferred bidder on the basis of the NIP offer … despite the fact that the
NIP is not ascertainable in terms of achievability’.234 The following table provides evidence
as to how this played out:
Table 11: Combined NIP and DIP scores in the corvette contract235

DIP score
NIP score
Combined scores
(indexed to 100)

GFC
81
100
100

GEC
92
11
92

DCN
96
52
82

Bazan
100
48
82

Unfortunately, these scores were subject to a wide range of caveats and manipulations. First,
the draft of the Auditor-General’s report notes a range of errors in the calculation of DIP
scores. Upon recalculating the scores, it was discovered that GFC would have scored a full 10
points less (or 5 overall in the total offsets analysis) if the right figures had been used. The
correct scores, as indicated by Auditor-General’s report, would have run as follows:
Table 12: Recalculated DIP scores according to Auditor-General’s calculations

Original score
Correct
recalculated
score

GFC
81
71

GEC
92
91

DCN
96
92

Bazan
100
100

The second problem with the DIP scores was that GFC was given credit for an activity for
which it had not qualified. In their business plans, each bidder had to submit details as to how
they were going to contract local businesses to build the combat suite (the weapons systems,
234
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along with other products). Here, it was required that the combat suite would include a DIP
value of 60 per cent of the combat suite contract: in other words, 60 per cent of the combat
suite contract would go to a local bidder, for which the primary contractors (Bazan et al.)
would receive DIP credits to that value.
Ironically, considering GFC’s indication that they would use Schabir Shaik’s African
Defence Systems as their local bidder, GFC failed to provide any business plans indicating
that a full 60 per cent of the combat suite would go to a local contractor. (The total combat
suite was valued, then, at $313 600 000, suggesting that the local contractor would receive a
contract of $188 160 000.) Nevertheless, GFC were given DIP credits as if they had, in fact,
submitted the correct business plans. In addition, they were given credits equal to the value of
Bazan, the supplier who had offered the best DIP deal: GFC was thus being perversely
rewarded for failing to submit the proper information. And, once again, this was decided
upon by Chippy Shaik and Llew Swan:
According to the comments given by one evaluator and a letter sent by Mr. J J. Van
Dyk to the SOFCOM chairpersons, GFC and GEC failed to provide the 60% direct
DIP required on the combat suite. They were, however, allocated the same direct DIP
value as the other bidders, which was based on Bazan’s direct DIP value. No business
plan was, however, submitted by GFC on the 60% direct DIP. This was only
submitted on 6 June 1998 after being requested to do so by the evaluation team on the
approval of the SOFCOM chairpersons [Chippy Shaik and Llew Swan] on 20 May
1998. There is no evidence in the SOFCOM minutes of the same date that the
committee approved such a decision.236
While it is almost impossible to calculate how extensively GFC’s score would have been
changed if the DIP on the combat suite had been excluded from their score, what is certain is
that it would have decreased it substantially. If that wasn’t enough, GFC’s DIP score seemed
to have been inflated by other means. In analysing the business plans for the DIP element of
the bids, a complex series of scores were given to each project based on a range of factors
such as the amount of black empowerment offered. These were dubbed ‘multipliers’, and
were used to translate the total amount of DIP offered and turn it into a baseline score.
Here, what is notable is that although Bazan offered more than double the DIP of GFC, GFC
was still given an indexed score of 81: GFC’s DIP, in other words, was considered to be 81
per cent as valuable as that offered by Bazan. As the following table illustrates, the scores
awarded in this ‘multiplier’ process ensured that GFC would emerge from a bruising round
with a decent score, although by rights they should have been disqualified for a series of
errors in their DIP offers:
Table 13: Total DIP offered and final DIP scores in the corvette contract237

Total amount of
DIP offered (Rmillion) at 50%
DIP score
236
237

GFC
255 962 000

GEC
967 000 000

DCN
377 450 000

Bazan
676 000 000

81

92

96

100
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What the above table suggests, in very simplistic terms, is that GFC were awarded a point
(indexed to 100) for every R316 000 000, while Bazan was awarded a point for R676 000
000: thus, to simplify this process to the point of absurdity, every rand offered by GFC in
their DIP offer was considered to be double the value of that of Bazan. But why would this be
the case? In the case of GEC, some of the evaluators were concerned about the quality of
GEC’s offset offers. 238 In the case of Bazan, however, it was not argued that their proposals
were not up to scratch; rather, they were not considered to be strategically important. What
determined this is not clear, but what is certain is that the evaluators weren’t actually allowed
to make this decision: the DIP values were supposed to be calculated purely on the basis of
the business plans submitted. As the draft of Auditor-General’s report noted:
In terms of the minutes of a special AAC [Arms Acquisition Council] meeting held on
13 July 1998 it was stated that the ranking of the Spanish bidder [Bazan] was due to
most of their industrial participation not being of a strategic nature. The DIP value
system required that the assessment of all business plans be carried out on the face
value of the proposals contained therein. The statement from the minutes suggests that
this requirement was not necessarily complied with.239
To summarise: GFC had been awarded more DIP offset points per rand than any other bidder
in the corvette process; they were given a score that was actually 10 points too much in their
favour as a result of a series of calculation errors, and they were granted DIP credits for the
combat suite when they had failed to submit business plans on this project in time. In
addition, all of this was done despite the fact that GFC had failed to meet two of the
minimum criteria in their DIP proposals, which should have seen them disqualified from any
further evaluation. In two key instances, GFC’s survival depended on the intervention of
Chippy Shaik and Llew Swan, who gave the go-ahead for these deviations to be ignored, with
no evidence that this was discussed with other members of SOFCOM. In this way, GFC,
reliant as it was on a decent offset score to win the bid, would achieve a DIP score that would
help to keep it in the race for the position of preferred bidder in the corvette contract.
A similar series of errors also seemed to have applied in the calculation of the National
Industrial Participation component in the corvette contract. Once again, GFC offered an
offset programme that was only a hair’s width greater than Bazan’s (R27.3bn vs. R27.2bn).240
Nevertheless, with the use of multipliers calculated on the basis of ‘job creation,
empowerment, global integration, technology and sectoral strategy’,241 GFC’s offset offers
were considered to be twice as valuable as Bazan’s. Indeed, as a result of the multiplier
calculation, GFC received an indexed score of 100, while Bazan received an indexed score of
48. Disturbingly, when the process was reviewed by the Auditor-General, it was found that
there was ‘no evidence regarding the manner of awarding the NIP quality multipliers of 1 to
25, as these were not linked to any documented benchmarks’.242 Even if this process of
applying multipliers was not informed by corrupt intent, how could the evaluation process for
a multi-billion rand acquisition be undertaken without any formal procedures or evaluation
criteria in place?
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The last problem with the offsets calculation related to how the NIP and DIP rankings were
combined. According to Armscor’s own legal services, the NIP and DIP offers (in rand
terms, not normalised to indexed scores) were to be added together to reach a total offset
offer. In other words, if GFC offered R10m for DIP and R10m for NIP, their total offset offer
would be R20m. This R20m would then be compared against the sum total of offsets offered
by each bidder. In reality, what happened was that the scores that had been awarded for the
DIP and NIP proposals, discussed in detail above, were simply added together and the
average used to determine the preferred bidder. The Joint Investigation Report, for example,
noted:
DIP and NIP proposals were to be consolidated at 50% each in terms of the minutes
of CoD meeting held on 9 February 1998. This was also held to be the legal opinion
given by the Armscor Legal Division. The presentation by Mr. Van Dyk to the AAC
on 13 July 1998 also indicated the same split. However, this was not complied with
upon the consolidation of the NIP and DIP to determine the total industrial
participation. Instead, the two criteria were simply added together and the average
was used to determine the scores for the preferred bidder.243
At face value, one would assume that this would be a merely cosmetic change to the process
of determining the winner of the offsets evaluation. The reality was somewhat different:
adding two scores, after a convoluted process of applying ‘multipliers’ for which there was
no guiding framework, was very different from simply adding the rand amounts of each
offset offer and seeing who had the largest score. Look, for example, at the following table:
Table 14: Consolidated offsets scores in the corvette contract244

R/Million
Total value of
contract/purchase
Total R amount of
DIP offered
DIP score
Total R amount of
NIP offered
NIP score
Average offsets
score: DIP plus
NIP divided by
two
Final offsets
score: indexed to
100
Total R amount of
offsets

GFC
846 964 000
(R8.46bn)
255 962 000
(R2.55bn)
81
2 730 783 000
(R27.307bn)
100
90.5

GEC
863 600 000
(R8.63bn)
967 000 000
(R9.67bn)
92
413 936 000
(R4.139bn)
11
51.5

DCN
903 600 000
(R9.03bn)
377 450 000
(R3.77bn)
96
1 684 037 000
(R16.84bn)
52
74

Bazan
737 053 000
(R7.37bn)
676 000 000
(R6.76bn)
100
2 722 783 000
(R27.227bn)
48
74

100

57

82

82

29 8674 5000
(R29.8bn)

13 8093 6000
(R13.8bn)

20 6148 7000
(R20.6bn)

33 9878 3000
(R33.987bn)

As one can see from the above table, the manner in which the offsets score was calculated (by
simply adding the indexed NIP and DIP scores rather than the rand values of each offset
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offer) meant that GFC emerged as the winner of the offsets evaluation. This was despite the
fact, as should be clear from the table, that GFC offered R4bn less in total offsets than Bazan,
while its four corvettes were priced at R1bn in excess of Bazan’s. More simply, Bazan had
offered the lowest price for the corvettes with the largest offset offer, but was somehow,
through the various contortions in the awarding of credits, only considered to have made an
offset offer that was 82 per cent of the value of GFC’s. If the agreed-upon model had been
used (adding the rand values of the offsets together), however, Bazan would have achieved an
offsets score of 100, while GFC would have received an offsets score of 87.245
What would the outcome of the evaluation have been if all these errors and deviations from
standard policy had not been made? Surprisingly, the draft of the Auditor-General’s Report
did not engage with this possibility, failing to tabulate how the scores would have been
different. As a result, even though the draft Report has been made available to journalists
since 2005, no one has reported on exactly how severely the outcome was prejudiced. To
rectify this, we have rerun the calculations and have emerged with the shocking truth: GFC
was not, in fact, the strongest bidder. Table 10 illustrates how the evaluation would have
turned out if the right scores had been used, which clearly shows that, without the various
convoluted interventions into the evaluation process, Bazan would have emerged the clear
winner.
Table 15: Remodelled evaluation scores in the corvette contract

GFC
GEC
DCN
Bazan
Offsets
88 (100)
41 (57)
60 (82)
100 (82)
Financing
79 (79)
100 (100)
90 (90)
84 (84)
Technical
100 (100)
80 (80)
76 (76)
94 (94)
Sub-total:
267 (279)
221 (237)
226 (248)
278 (260)
combined
scores
TOTAL: Scores 89 (93)
74 (79)
75 (82)
92 (86)
divided by 3
TOTAL: Scores 96 (100)
80 (85)
81 (89)
100 (93)
indexed to 100
Note: the original scores awarded during the Arms Deal have been indicated in brackets246
Taken together, all of this suggests that the selection of GFC was a stage managed charade.
Indeed, even the Joint Investigation Report, which we believe had been heavily edited to
obscure wrong-doing in the Arms Deal, noted the illogicality of selecting GFC over Bazan:
Further observations with regard to the selection process are that:
Bazan was the only bidder that complied with all critical minimum criteria in respect
of technical and DIP evaluation.
Bazan obtained the highest military value and DIP scores.
Bazan provided the highest percentage of DIP and NIP in relation to the contract
price.
Bazan offered the lowest bid of the four bidders.
245
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GFC, however, was nominated as the preferred bidder on the basis of their NIP offer.
This is despite the fact that NIP is not ascertainable in terms of achievability.247
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2.2 Irregularities in the Selection of Subcontractors for the Corvette Combat Suite
Two key subcontracts in the corvette contract were in violation of good procurement practice:
the Information Management Suite and the System Management System. In both instances,
African Defence Systems were selected as the preferred subcontractors over C2I2.
The corvette contract was entered into by South Africa for two separate ‘parts’ of the
corvette: the ship platform (which GFC won, as described in Section 2.1 above) and the
combat suite. The combat suite provided offensive and defensive weapons systems to
complement the ship platform. The eventual winners of the contract to supply the combat
suite were ADS and Thomson-CSF, both of whom thus became an official component of the
German Frigate Consortium’s bid as part of a newly created consortium called the European
South African Corvette Consortium. What this effectively meant was that Thomson-CSF and
ADS formed part of the main body of companies contracted by South Africa to build the
corvettes, and were thus what were known as ‘primary contractors’. The final contract for
the delivery of the full and final corvettes (the ship platform and combat suite), was signed by
the German Frigate Consortium, ADS and Thomson-CSF.
Different ‘secondary contractors’, more commonly known as ‘subcontractors’, would be
employed by Thomson-CSF and ADS to supply different components of the combat suite. In
certain instances, ADS and Thomson-CSF were to bid for subcontracts on the combat suite..
Thus, Thomson-CSF and ADS would, as the main contractor, be responsible for awarding
subcontracts for products such as the Information Management Suite – supposedly on a fair
and equitable basis – for the performance of services for which they were also hoping to
receive contracts. To quote, in full, from the original corvette Request for Offer document:
The Patrol Corvette Vessels include two main hardware requirements:
- The Ship Platforms and their Integrated Logistic Support;
- The Combat Suite Systems and their Integrated Logistic Support;
The offer must include a complete definition of the offered Ship Platform element. A
ceiling budget has been set at Rm1470 (one thousand four hundred and seventy
million Rand) for the Combat Suite element and it is envisaged that the final
definition and specification will be agreed during the Negotiation Phase before
incorporation in the Vessel Contract Baseline. Allowance must also be made in the
Offer for Prime Contractor responsibility.
The intention is that there will be a teaming arrangement between the selected
preferred CONTRACTOR and the South African COMBAT SUITE CONTRACTOR
to form a VESSEL CONTRACTOR to supply the integrated Vessels and their
Integrated Logistic Support as a complete and operational system…
It is envisaged that the COMBAT SUITE CONTRACTOR will be a South African
industry consortium, wherein Altech Defence Systems (ADS) [later African Defence
Systems] plays a leading role, co-responsible for the overall design, integration and
supply of the Combat Suite element…
The VESSEL CONTRACTOR shall compile an agreed list of all major subcontractors prior to the Vessel contract Baseline. The VESSEL CONTRACTOR shall
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maintain an updated list of approved sub-contractors. The BUYER [South Africa]
may require access to the major sub-contractors.248
Naturally, it would be beneficial to both Thomson-CSF and ADS if they received the greatest
number of subcontracts possible. They would have a major hand in deciding this as they were
the main contracting party, despite having to interface with Armscor on the decisions. If ADS
and Thomson-CSF strictly followed their own self-interest rather than acting as an impartial
mediator of subcontractor offers, it could potentially lead to decisions that did not mean the
best value for the taxpayer.
Thomson-CSF and ADS had a close business relationship with cross-ownership. In April
1998, Thomson-CSF purchased 50 per cent of Altech Defence Systems (the predecessor
company to African Defence Systems); the remainder of the shares were purchased in
February 1999. Notwithstanding the ethically thorny issues of a foreign company (ThomsonCSF was based in France) purchasing a local company in order to take advantage of the fact
that the South African government was intending to buy local, what this effectively meant
was that African Defence Systems became a subsidiary of Thomson-CSF. 249
Nkobi Holdings, a company owned by Schabir Shaik (the brother of Chippy Shaik), was later
granted a share in ADS when Thomson transferred shares in ADS to Thomson-CSF (Pty),
which was part-owned by Shaik’s Nkobi group. Combined with the fact that the Arms Deal
negotiation team, which notably included Chippy Shaik, would be deeply involved in the
selection of ‘nominated’ subcontractors for the combat suite, this all meant that ThomsonCSF and ADS would be managing a tendering process in which they, themselves, were trying
to secure subcontracts, and which would be subject to the oversight and input of Chippy
Shaik, whose brother had an interest in ensuring that ADS received as large a part of the
corvette contract as possible. The conflicts of interest were manifold.
One of the major subcontracts in the combat suite contract was the Information Management
System. It formed part of what was known as the ‘integration segment’: a group of electronic
systems that would co-ordinate and control the various parts of the corvette. The Information
Management System (also known as the IMS), was the ‘brain’ of the ship, ferrying
information and commands via a LAN Ethernet network, and controlling the various
weapons and navigation functions. When the initial RFO was sent out to the various bidders
for the corvettes, it was decided to include a list of ‘candidate suppliers’ for various
subsystems: for the IMS, the small Cape Town company C2I2 was listed by Armscor as the
‘candidate’ supplier.250 This would have suggested to many observers that the state’s
preferred bidder for the this particular subsystem would have been C2I2, and not the eventual
winner, African Defence Systems.
Part of the rationale for the decision to provide a list of candidate suppliers was to ensure that
South African defence contractors, who had attained a high level of sophistication in the
building of seafaring weapons and subsystems, would get work from the Arms Deal, which
would help to ensure their survivability and keep what was seen as a strategic industry viable.
C2I2, moreover, had received a considerable amount of funding from the state via Project
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Didion and Project Suvecs. In total, C2I2 received roughly R22m from 1994 to 1999 to
develop the Information Management System (Dr Richard Young, the MD of the company,
invested R10m of his own money as well as reinvesting all operating profits into R&D). As a
result, C2I2 was then partly owned by the South African military service.251 In essence: C2I2
was listed as the ‘candidate supplier’ to provide the IMS for the corvettes, and would thus
have expected to have received this contract – a feeling no doubt aided by the fact that C2I2
had received state funding so that it could pursue this line of work for just this sort of
eventuality, and the fact that state could recoup some of its expenses on this project if C2I2
did receive the IMS contract.
The body that had drawn up the original list of ‘candidate suppliers’ was the Joint Project
Team, which was to report to the Project Control Board (remember that a separate Control
Board was responsible for managing each acquisition project), through to the International
Offers Negotiating Team (the body that replaced SOFCOM once the preferred bidders had
been selected) and then on to Cabinet. In reality, however, it was clear that the Joint Project
Team, because of its highly technical and specialised knowledge, was the real decision-maker
in the process: the Project Control Board, according to later witnesses, had to ‘trust’ the
findings of the Joint Project Team.252 That the Joint Project Team drew up a list in the first
place was surprising: normally, these sorts of matters would be subject to a tender process.
Instead, the list was compiled without any tender procedures, and there was no invitation to
various companies to submit offers to be included in the ‘candidate suppliers’ list: it was an
autocratic, top-down decision that exercised almost no methods of maintaining
accountability, failing even to retain the minutes of its meetings. This arrangement received a
lambasting in the draft version of the Auditor-General’s report, as it gave leeway for listed
‘candidate suppliers’ to submit grossly inflated offers:
The nomination of a single supplier also created the potential for abuse of the
nomination and prejudice to the State, as was demonstrated by ADS’s [sic]
ridiculously high tender of R64,73m for the System Management System (SMS),
which was reduced to R29,647m after a competitive quote was received from C2I2.253
Nevertheless, with the list supplied in the RFO, the matter was now handed over to the main
contractor, GFC. GFC, upon receipt of the list, would now be responsible for approaching the
suppliers in the list and asking them to submit their tender offers. For example, upon noting
that Grinaker was listed to supply one element of the combat suite (a decision made by the
Joint Project Team), GFC would approach Grinaker to ask them to submit a tender to GFC.
GFC, in turn, reported to the JPT in a peculiar way: they submitted spreadsheets of the
various offers made by the subcontractors (the original physical tender documents were only
ever held by GFC, suggesting that normal tender procedures used by Armscor would not
have applied), and the JPT, upon reviewing the offers, could state if they had a problem with
the terms and attempt to negotiate a lower price in the presence of the subcontractor and the
GFC.254 Complicating matters was the fact that GFC were not necessarily bound by the
‘candidate supplier’ list: they could suggest alternative subcontractors if they felt they would
supply the service more cheaply.
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In this way, GFC effectively acted as the main tender board for the ‘combat suite’, although
their choices had to receive the final approval of the Project Control Board (acting on
recommendations from the JPT) before they could go into the final contract. Taken together,
this suggested that the purchase of the combat suite, which would eventually cost R2.6bn,
was arranged by a company that did not have to abide by South Africa’s own tender
procedures.255 Moreover, it was monitored by a JPT which, though it could intervene in this
process, often failed to attain anywhere near the normal standards of tendering: it didn’t keep
records of its decisions, and it was not subject to any effective oversight from the PCB, IONT
or the Cabinet.256 Add to this the involvement of Thomson-CSF and African Defence
Systems as a main contractor, Chippy Shaik’s role in the selection process, and the fact that
Chippy’s brother Schabir was a shareholder in African Defence Systems, and one arrives at
an equation that was as close as one could come to the state suggesting that R2.6bn could be
spent without recourse.
This process played itself out most clearly with regard to the selection of the Information
Management System. As we noted above, C2I2 was listed as the original ‘candidate supplier’
to provide this particular product. However, GFC, upon receiving C2I2’s offer, decided that
they would rather make use of a different system provided by the French company Detexis.
Vitally, Detexis was a subsidiary of Thomson-CSF. Indeed, despite the fact that Detexis
brought with it a host of problems (including the strong possibility that if the corvettes were
upgraded half-way during their lifecycle, the entire system would have to be replaced as it
was based on older technology), it emerged as the selected subcontractor after C2I2’s bid was
given the run-around.
Nevertheless, the selection of Detexis ahead of C2I2 was a complicated affair. Initially, C2I2
submitted their offer to GFC on the basis of their inclusion as a ‘candidate supplier’. GFC,
however, decided that the C2I2 product was much riskier than the Detexis product, and, as a
result, applied a risk fee to C2I2’s bid.257 This risk fee, in turn, made C2I2’s IMS cost twice as
much as the price that they had actually offered, making it so prohibitively expensive that
GFC could select the Detexis product – a windfall for Thomson-CSF’s subsidiary.258
Without this ‘risk’ figure added, C2I2’s product was cheaper than that offered by Detexis:
C2I2 were to charge R37.863m (excluding VAT – including VAT it came to R44.303m),
while Detexis offered their system at a price of R49.25m.259 However, the ‘risk handling fee’
took C2I2’s product from R44.303m to R89.255m. This figure included charges of R12m for
a risk analysis and a further R30m to cover integration risks, the latter charge meant to be
insurance for GFC if it needed to replace the entire system if C2I2’s IMS failed.260
Not everyone agreed that C2I2’s system was inherently risky, or indeed riskier than the
system offered by Detexis. During the negotiation process, the Joint Project Team conducted
a comparative study of the Detexis system (known as the Diacerto Bus) and C2I2’s IMS, and
found that C2I2’s product was considerably more suitable than that of Detexis. The so-called
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‘Report on the Diacerto Bus’ concluded that the Detexis system could do the job, but with a
series of cascading risks, which included:
(a) Extensive use of copper enhances the expected EMI/EMC problems which
Thomson has already said they will not be accepting any responsibility for;
(b) The proposed 100 Mbit/s Ethernet products still require a degree of development.
(c) The SAN [South African Navy] will have to rely heavily on the supplier for future
support, despite allegations to the contrary by the supplier.
(d) The 100 Mbit/s Ethernet system has never been done on a warship before.
(e) The design is in fact only a concept at this stage.
(f) Strategically the core technical understanding and support of this system will lie in
the hands of the supplier [Detexis/Thomson]
(g) It is the CS (i.e. combat suite) project team’s expert opinion that for a mid-life
upgrade on the vessels, the entire LAN will have to be replaced with the associate
consequences on the CS...
Both Thomson and GFC recognise that the [C2I2] IMS is a superior product.261
In certain instances the South African government was willing to cover some of the risks of
using selected contractors. This was a risk-sharing exercise that would allow South African
companies to enter the contract, without GFC having to worry about penalties caused by
delays flowing from the use of these South African companies. Considering that C2I2 had
largely been funded by the South African government up to this point, one would have
expected that this would have applied to C2I2 as well. However, during the negotiation
process it was decided to categorise subcontractors according to various risk profiles.
‘Category C’ contractors, under these circumstances, were supplying non-essential
subcontracting services, and their failure to deliver would not devastatingly impact on the
function of the corvettes; as such, they were to be covered by this risk-sharing scheme.
‘Category B’ contractors were subcontractors who were supplying elements that were
considered ‘subsystems that have a critical effect on the overall vessel delivery, and for
which the prime contractor retains full responsibility’. In other words, if a particular element
of the corvettes was considered a ‘Category B’ product, the state would not enter into any
risk-sharing agreement, and, if the product failed, it would be GFC and Thomson that would
be responsible for paying the penalties for the delay, as well covering the cost of replacing
this system.
Considering that the ‘Report on Diacerto Bus’ had found that C2I2’s system was no more
risky than the system offered by Detexis (and, indeed, that C2I2’s product was considered
superior), it remains somewhat confusing that C2I2 was classified as a ‘Category B’
subcontractor for whom the state would assume no risk. Similarly, the fact that the state had
already paid for C2I2’s technology development made it odd that it refused to back C2I2.
It is unclear who made the decision to categorise C2I2 as a Category B system, which
suggests that no appropriate paper trail was established regarding this decision. Answering
that question is no easy task. Indeed, the draft version of the Auditor-General’s report noted
this problem, and worried about the potential legal implications of the state being unable to
provide any proper audit trail in the de-selection of C2I2’s IMS:
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The question of who took the decision to select the Detexis bus can certainly be
answered by saying generically the State. Pinpointing the decision-maker, is,
however, virtually impossible with the documents at our disposal… This lack of
clarity certainly exposes the weaknesses in the system employed by the SA Navy, and
will create problems if evidence is ever to be given in a court of law on the issue of
the selection of Detexis.262
Nevertheless, there did remain some audit trail (albeit a limited one) that suggested how the
decision could have been made, and, perhaps more importantly, how these decisions were
often taken on an ad-hoc and unaccountable basis.
The first problem arose when the ‘Report on the Diacerto Bus’ was drafted by members of
the Joint Project Team, which expressed a clear preference for C2I2’s system from a technical
level. This document, which undoubtedly would have made a huge difference to the selection
process, was supposed to be forwarded by the Joint Project Team to the Project Control
Board, which was the body managing the combat suite negotiations. One of the key
individuals involved here was Rear-Admiral Johnny Kamerman, a member of both the Joint
Project Team and the Project Control Board. When questioned about the Report, a number of
members of the Joint Project Team claimed that the Report had been given to Kamerman,
amongst other members of the Joint Project Team, with the intention that it should be
submitted to the Project Control Board. However, this central report was not forwarded or
submitted to the Project Control Board at all (it was also never formally announced to the
PCB that Detexis was a Thomson subsidiary), suggesting that the Project Control Board was
forced to make a decision with insufficient knowledge. As the draft of the Auditor-General’s
report noted:
This clearly significant report was not submitted to the PCB. R Adm. Kamerman’s
allegation that it was submitted to the PCB members is not borne out by the evidence
obtained. Likewise, the allegations that the PCB was advised that Detexis is a
Thomson company were not reflected in the PCB minutes, and were not mentioned by
any witnesses.263
The second problem related to the movement of information between different bodies in the
process, being distorted and manipulated at the same time. In the process of de-selecting C2I2,
many of the people who were subsequently interviewed about the developments claimed that
the final decision was taken at a Project Control Board meeting on 24 August 1999: a claim
that was repeated when Chippy Shaik, amongst others, appeared to answer questions in front
of SCOPA, along with the statement that Chippy Shaik had recused himself from this
meeting. In reality, according to the draft of the Auditor-General’s report, neither of these
statements was true. Chippy Shaik, in fact, was the chairperson of this meeting, and the
minutes of the meeting ‘give no indication that he, at any stage, handed the chair over to the
Chief of the Navy’.264 The minuted discussion, too, referred to C2I2 only in passing. That it
was discussed is clear, but no decision was taken during the meeting – the Control Board was
merely ‘informed’265 of developments up until that date. The minutes do reflect, however, a
paragraph referred to as ‘Ratification by the Board’, which referred to a document referred to
as Appendix D. Appendix D did not provide any clear recommendation as to whether or not
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C2I2 should be selected; in fact, Appendix D did not make a single mention of either ADS or
C2I2. 266
If this meeting didn’t make the final decision, as should be clear from the above, then just
who did make the decision? During interviews with the Public Protector, a number of
individuals claimed that, instead of the decision being made on 24 August, it was made on 19
August, when a special session of the Project Control Board was convened. The meeting on
the 19th, so it was claimed, ratified the decision to select Detexis.267 The problem with this
particular line of argument is that it was mostly likely not true. As the Auditor-General’s
report makes clear, the fact that the meeting was not minuted and not recalled by a number of
individuals suggests that it didn’t take place. And even if it did take place, it would have
happened without minuting and without all the members of the Project Control Board
present, which would have made it irregular. Indeed, if the meeting did take place, as some
tried to argue, it could only have been done for suspect purposes.268
Another, more speculative, account of who made the decision is that the Project Control
Board meetings never did decide on these matters, and that the shifting of pieces of paper
between the Project Control Board and the Joint Project Team was irrelevant. That this may
have been the case is suggested by the fact that some sort of decision had already been made,
with the input of Chippy Shaik, by May 1999.
On 24 May 1999, Chippy Shaik, at the invitation of the Chief Negotiator, Jayendra Naidoo,
attended a meeting of the Cabinet sub-committee in charge of the Arms Deal. At the meeting,
for which Shaik acted as the Secretary, Naidoo informed the Ministers present that ‘the DoD
and GFC consider the local “bus” [C2I2] to be of high risk’.269 How they were able to make
this claim is somewhat unclear, considering that the technical evaluation of the
Detexis/Thomson product was only undertaken in the first week of June, nearly two weeks
later. Indeed, the Auditor-General’s report noted that ‘this statement is contrary to the
evidence of all Naval and Armscor personnel who testified, and all the documents made
available to us.’270
The idea that the de-selection of C2I2 may have been made for ‘political’ reasons is given
credence by other facts. First, as the draft version of the Auditor-General’s report noted,
members of the Joint Project Team were informed by Rear-Admiral Kamerman that ‘an
instruction had been received from higher command to increase the French content of the
combat suite’.271 Second, during the selection process for the corvettes as a whole, Chippy
Shaik had informed the relevant bodies that the combat suite had become a ‘political issue’
and needed to be resolved without delay. It seems clear that there was, indeed, some form of
‘political’ pressure to de-select C2I2, and that the findings of the Joint Project Team in this
regard, especially around the riskiness of the Detexis product, were irrelevant to the process.
This was not the only instance in which a series of bizarre decisions had led to the deselection of C2I2 as a subcontractor for the combat suite. An earlier instance of this can be
found in the selection of African Defence Systems as the preferred supplier for the System
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Management System (SMS). At the beginning of the selection process, when the list of
‘candidate suppliers’ was drafted by the Joint Project Team, African Defence Systems was
initially listed as the ‘candidate’ supplier for the SMS. By virtue of being listed as the
‘candidate supplier’, it seems that ADS was convinced it could submit an excessive bid for
the product. On 15 March 1999, ADS submitted its first quote for the SMS, which it valued at
R64.73m.272
As a result of this overvaluation, the Joint Project Team requested that the GFC go out to
competitive tender, which included asking C2I2 for a quotation. Here, what was notable that,
while ADS was given nearly a month to submit various tenders, C2I2 was given no more than
two days, suggesting that ADS was offered preferential treatment.273 Even so, C2I2 offered a
much cheaper quote than ADS’ initial R64.73m. (It should be noted this process would play
out, too, in the selection of the Navigation Distribution System, where C2I2 was finally
selected after offering a price of R15.99m - a full R30m cheaper than ADS’ first offer of
R45.94m.) Indeed, C2I2 might have emerged victorious in the SMS bid if a series of fees had
not been added to its offer once again: these included a handling fee (3.2 per cent), an
integration fee (7 per cent) and an estimated warranty (1.85 per cent). Taken together, these
charges added 12.05 per cent to C2I2’s price, which made it fractionally more expensive than
ADS’s SMS system.274 Indeed, when ADS was finally awarded the SMS contract, it was at
the price of R29.647m, while C2I2’s system, with these costs included, was R30.04m.
Without the added 12.05 per cent, C2I2’s fee would have been R26.42m, or just over R3m
cheaper than ADS’s final offer.275
In addition, C2I2 had made an even cheaper offer for the SMS that would have been more
affordable than ADS’s system even with the added 12.05 per cent fee. In their initial proposal
for the SMS, C2I2 had noted that ‘the SMS is offered with the standard ADS VMC frame and
housings, with Multibus II process units. An option available for the SMS will be to provide a
C2I2 Systems console. The savings for the four systems would be R1 500 000,00 (excl. VAT).
There the SMS total with C2I2 systems consoles would be: R21 680 922.00.’276 Thus, C2I2
could offer the SMS cheaper if it wasn’t forced to use ADS consoles (the ‘box’ that would
house the computers that formed the SMS). However, this offer was ‘not properly considered
by the Project Team’ and, in questioning this decision, the Auditor-General’s investigation
noted that ‘no acceptable explanation was offered by various witnesses’.277 Thus, the fact that
C2I2 was forced to make use of a set of ADS consoles that were considerably more expensive
than its own, combined with a set of ‘fees’ added to its bid, ensured that ADS would emerge,
by a small fraction, as the cheapest and therefore preferred supplier for the SMS.
Note that additional irregularities were discovered regarding the selection of the preferred
subcontractor to provide gearboxes to be used in the corvettes. This is dealt with in Section
5.2 below.
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2.3 The Corvette Contract and the Taint of Corruption
According to the judgment of Hilary Squires in the corruption case against Schabir Shaik,
considerable lobbying and manoeuvring regarding the corvette contract happened in the
background while the official selection process was unfolding:
The evidence shows that, taking place in tandem with this prolonged process of
solicitation, response and repeated scrutiny to semi-final and final applications, was a
constant swirling undercurrent of lobbying and informal meetings between interested
applicants and potential selectors, carried on through the medium of self-proclaimed
confidantes of the persons perceived to be the ultimate decision-makers.278
The first, and perhaps most famous, instance of unethical and, if the courts are to be believed,
corrupt activity, related to the position of Chippy Shaik in the acquisition process, and that of
his brother, Schabir – who was closely affiliated with the future Deputy President, and
current President, Jacob Zuma. As became clear in the Schabir Shaik trial, Schabir, who had
formed the company Nkobi Holdings in the early 1990s, was keen to win Arms Deal
contracts. By 1995, Nkobi had struck a deal with Thomson-CSF of France (the later recipient
of the combat suite contract) in which they both operated as joint venture partners,
successfully bidding for, amongst other things, a contract to supply driver’s licences for the
Department of Transport. This arrangement was solidified by the creation of a company by
the name of Thomson-CSF (Pty) Limited As of 1996, there were two companies – ThomsonCSF Holdings (Southern Africa) PTY Limited, in which Nkobi held 10% of the shares and
Thomson-CSF (Pty) Limited, in which Nkobi held 30% of the shares – the difference being
that Thomson-CSF (Pty) Limited was the company through which deals would be done – it
was the active contracting partner. It was also here that the ADS shares were transferred for
Shaik’s benefit. The rest of the shareholdings were beneficially held by Thomson-CSF
(France). Thus, if Thomson-CSF were to receive a contract in the Arms Deal, Nkobi would
be set to benefit from the transaction.279
Even more benefit would accrue to Nkobi if substantial contracts went the way of African
Defence Systems: by 22 September 1997, Thomson-CSF had announced to Schabir that it
had bought 50 per cent of Altech Defence Systems (renamed, after this transaction, as
African Defence Systems), and on 19 February 1999, Thomson-CSF purchased the remaining
50 per cent of ADS’s shares. However, Thomson were initially wary of cutting Shaik’s Nkobi
company into ADS, and to his surprise, he found that they had transferred the ADS shares,
not to the South African company Thomson-CSF (Pty) Ltd in which Nkobi had shares, but to
Thomson-CSF in France. This meant that, in effect, although Thomson had bought ADS and
were joint partners with Nkobi, Nkobi and Shaik would not benefit from any work flowing to
ADS.280
The way this was resolved, as well as why Thomson believed Shaik to be a hindrance, was of
importance. First, Thomson were warned, ahead of time, that Shaik might not have been the
most politically suitable black empowerment candidate to include in their company structure
involving ADS. According to the account of a Thomson executive, Pierre Moynot, during the
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Schabir Shaik trial, Thomson had been approached by one Youssuf Surtee to inform them
that neither Thabo Mbeki nor Nelson Mandela was in favour of Shaik’s inclusion in the deal.
Moynot believed, at the time, that this might have been an attempt by Surtee to sideline Shaik
so that Surtee could, instead, be appointed as the black empowerment partner. Shaik, too,
acknowledged during his trial that he had heard rumours to the same effect, but could only
recall being told that Mbeki was not in favour of his inclusion.281 That Thomson had been
concerned about this particular issue was confirmed by a series of documents that were
submitted during the Shaik trial, as well as published in the popular media thereafter. The
documents – a series of letters and briefing reports – paint an odd picture. Most notably, they
indicate that, at various sensitive stages of the corvette contract, Thomson had attempted to
meet with Thabo Mbeki to discuss their bid, and, in particular, Thomson’s relationship with
ADS. Letters to and from Alain Thétard, Pierre Moynot and Barbara Masekela (then SA’s
ambassador to France) seem to suggest that Mbeki did, indeed, meet with Thomson –
meetings that Mbeki has claimed he ‘cannot recall’. Intelligence briefings from French
intelligence services provided to Thomson, too, suggested that Shaik might not have been the
most welcome figure in the higher echelons of South African government.
With the possibility of exclusion from the Arms Deal, Schabir Shaik acted swiftly. According
to the court’s accepted version of events, Shaik wrote to the head of Thomson, Jean-Paul
Perrier, in March 1998, informing him that Jacob Zuma, for whom Shaik operated as a
‘financial advisor’, wanted to meet with Thomson in Paris to discuss the situation. After a
series of missed meetings, Shaik did, indeed, arrange for Jacob Zuma to meet with Thomson
in London in early July 1998, and the meeting did take place. In testimony, Shaik claimed
that Zuma purely met Thomson to explain that black empowerment did not exclude Indian
South Africans (i.e. Shaik), although, in his evidence, Moynot noted that Thomson were
already aware of this fact.282
The Constitutional Court, when deliberating on Schabir Shaik’s appeal, stated:
Counsel for the appellants [Shaik and his companies] very properly conceded in
argument that, given the criminal conviction of Mr Shaik, it must be accepted for the
purpose of these proceedings that Mr Shaik did pay bribes to Mr Zuma . . . The
payments were made by Mr Shaik in order to influence Mr Zuma to promote Mr
Shaik’s business interests and, in attending the meeting [with Thomson- CSF ] in
London in July 1998 , Mr Zuma did, as a matter of fact, promote Mr Shaik’s
interests.283
As intriguing was a meeting that was alleged to have been held on 9 July 1998 between
Chippy Shaik and representatives of Thomson. According to the state in its case presented in
the Schabir Shaik trial (although not dealt with in the judgment of Squires), Thomson were
informed by Chippy that they needed to resolve the situation with his brother to his brother’s
convenience: failure to do so, he is alleged to have noted, would mean that he would ‘make
things difficult’ for Thomson.284 A few months later, on 18 November (significantly, the date
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when the ‘preferred suppliers’ for Arms Deal contracts were officially announced), a further
meeting took place in Durban, featuring, amongst others, representatives of Thomson,
Schabir Shaik and, according to the minutes of the meeting, Jacob Zuma. Although Shaik and
Moynot both disputed that Zuma was an attendee of the meeting proper, Moynot did confirm
that, subsequent to the official meeting’s closure, Jacob Zuma did arrive and was briefed
about the arrangement that Nkobi and Thomson had entered into: a situation with which
Zuma expressed his satisfaction.285
The arrangement entered into on the 18th of November was two-parted. Firstly, Nkobi would
benefit by transfer of 20 per cent of Thomson’s shares in ADS to Nkobi. This meant that
Nkobi held an effective 10 per cent ownership of ADS at the time, as Thomson had bought
50 per cent of the shares of ADS; later, when Thomson was to acquire the remaining 50 per
cent, Nkobi’s share of ADS would be a full 20 per cent. Interestingly, Thomson did not,
according to this arrangement, list Nkobi as a black empowerment partner. Instead, they
sought another black empowerment partner to fulfil this role in ADS – Futuristic Business
Solutions (FBS), which similarly received a 20 per cent stake in ADS.286 As discussed
previously and in future sections of this submission, Futuristic Business Solutions showed up
in nearly every contract signed in the Arms Deal. Most importantly, it was owned by a
number of well-connected military luminaries, including Lambert Moloi and Tshepo Molai,
both of whom were related to Joe Modise [Joe Modise’s family has, subsequently denied this
– but has acknowledged that the Moloi family was close to the Modise family287].288 All of
this suggested that Nkobi and FBS’s inclusion in the combat suite bid had relied on targeted
political lobbying that ensured key individuals would receive any moneys flowing from this
contract. It also illustrated that key individuals had an interest in ensuring that Thomson and
ADS, and therefore the German Frigate Consortium, would emerge from the acquisition and
selection process as the preferred supplier for this multi-billion rand contract.
Of course, this was not the only arrangement sought by Thomson-CSF: there is still the notso-little matter of the R500 000 bribe payment to Jacob Zuma. As is well-known, the issue of
the bribe payment formed one of the two charges brought against Schabir Shaik in his
indictment. According to the State’s indictment, Shaik and a Thomson-CSF representative –
Alain Thetard – had met in Durban on 30 September 1999 to discuss, among other matters,
the release of the now famous De Lille dossier, in which a number of serious allegations of
corruption in the Arms Deal were levelled.289 Some time after this, the State claimed, Shaik
had requested that Thetard arrange a bribe of R500 000 a year until 2001 (thus a total of R1m
paid over two years) to be paid to Zuma.290 In return for this bribe, Zuma would provide
protection for Thomson during any impending investigation and would, in addition, provide
support for any future Thomson projects in South Africa.291 The money, according to the
indictment, was beneficially transferred to Zuma by being funnelled into the accounts of
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Development Africa. This company, owned by the businessman Vivien Reddy, was slated to
pay for the costs of Zuma’s residential complex in the KwaZulu-Natal district of Nkandla.292
The most damning piece of evidence, on this charge, was an encrypted fax that had been sent
by Alain Thetard to Yann de Jomaron, Thomson’s sales director for Africa. The fax, which
was later found to be both legally admissible293 and an accurate reflection of events,294 was
headed ‘Fax crypte’, with the subject line ‘Subject: JZ/S.Shaik.’ It read simply:
Dear Yann: following our interview held on 30/9/1999 with S. Shaik in Durban and my conversation
held on 10/11/1999 with Mr J.P. Perrier in Paris I have been able (at last) to meet JZ in Durban on the
11th of this month, during a private interview in the presence of S.S. I had asked for S.S. to obtain from
J.Z. a clear confirmation or, at least, an encoded declaration (in a code defined by me), in order to
validate the request by S.S at the End of September 1999. This was done by JZ, (in an encoded form).
May I remind you of the two main objectives of the 'effort' requested of Thompson-CSF are:
-- Thompson-CSF's protection during the current investigations (SITRON)
-- JZ's permanent support for the future projects
Amount: 500k ZAR per annum (until the first payment of the Dividends by ADS).295

Shaik was found guilty of soliciting the bribe for Jacob Zuma by Judge Hillary Squires in
2005. Squire’s judgment ran through the State’s narrative, agreeing with a large portion of
what was alleged to have transpired. One notable point included an acknowledgment that the
famous ‘encrypted fax’ was both genuine and accurately reflected events as they transpired
(that is, the fax should be interpreted as meaning exactly what it reflected). Another was a
categorical rejection of Shaik’s claim that the meeting between himself, Zuma and Thetard
had been aimed at securing a donation for the Zuma Education Trust:
We have no doubt eventually, for these reasons, that the explanation advanced by the accused that the
agreement described in the fax was for a donation is not only not reasonably possible, it is nothing
short of ridiculous and we reject it as false.

Importantly, these findings were substantively upheld by both the Supreme Court and the
Constitutional Court, which found entirely in favour of the State on Appeal. They also form a
key part of the indictments served on Zuma.
More recent disclosures have provided a hint of ‘colour’ with regards to the meeting in which
the bribe agreement was made. According to Ajay Sooklal, a ‘fixer’ employed by Thales,
Zuma was instructed to acknowledge his acceptance of the bribe by making reference to the
Eiffel Tower in a meeting with Thetard and Shaik. Zuma complied, observing, somewhat
surreally and clearly without any direct visual evidence (considering that the meeting took
place in Durban) that ‘I see the Eiffel Tower lights are shining today.’296
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The second avenue of alleged corruption in the corvette involved the payment of bribes by
the German Frigate Consortium to various political players. There are clues as to how this
avenue operated, drawn from requests for mutual legal assistance between German and Swiss
authorities that were leaked to the mainstream South African press following a raid on the
Hamburg offices of ThyssenKrupp (one member of the GFC) in June 2006.297 The German
investigators were probing the payment of roughly R130m (or $25m) in bribes to various
South African officials. The amount had been uncovered during a regular perusal of
ThyssenKrupp’s accounts: under German law, up until a cut-off date in 1999, it had been
considered legal to pay bribes to foreign officials or entities, which were tax-deductible under
the title of ‘Useful Expenditure.’298
Who received these funds is, as yet, far from clear. The Mutual Legal Assistance request that
was leaked to the media indicated that the German authorities were probing one payment of
$22m to a front company in Liberia called Mallar Inc, and that these funds ‘directly flowed to
South African officials and members of Cabinet’.299 The Mail & Guardian alleged that the
man behind Mallar may have been one Tony Georgiades300. This was confirmed by German
authorities, as we show below. Georgiades’ ownership of Mallar was also confirmed by the
Debevoise & Plimpton report, as we discuss in relation to the submarine contract. The
Debevoise & Plimpton report also confirmed that Georgiades was introduced to Ferrostaal by
consortium members of GFC.
As discussed previously, Georgiades, although Greek-born and based mostly in the United
Kingdom, was also alleged to have been close to various political figures during the apartheid
era, using these connections to establish a network to break oil sanctions placed on the
apartheid regime.301 His close connection to former president FW de Klerk is well known. In
the early 1990s, De Klerk had, in the full glare of the media, fallen in love with Georgiades’
wife, to whom he later got married.
The German Police Report, referred to earlier, described in detail how Georgiades became a
consultant to ThyssenKrupp. We do not repeat what has already been quoted above, suffice to
note here that Georgiades became a consultant to ThyssenKrupp in 1995 and renewed this
agreement throughout the selection process for the Arms Deal. The German Police Report
father confirms that the renewals took his relationship with ThyssenKrupp into the 2000s, and
confirmed that Georgiades was the sole person in control of the Liberian entity paid by
ThyssenKrupp:
The first agreement dated 28th May 1996 contains a commission of 17m US $.
The second one dated 29th May 1996 contains a commission of another 5m US
$.
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Both contracts were intended to be valid for 12 months from the effective date
28th and 29th May 1996.
The contracts contain the clause that in the event that the ‘quoted price should
not be realized during contract negotiations, but if a considerable price
reduction should have to be granted by TRT in order to secure the contract or
if the supply offered by TRT should be decreased considerably, M (=Mallar
Inc.) and TRT shall find a mutual agreement on a reduction of the commission
amount.’
I consider this inter alia as proof that the commission was not so much a fixed
sum but a percentage of the purchase price intended to gain.
Both contracts had eventually been prolonged several times.
The latest prolongation is dated 28th April 1999 and therefore after the 19th of
February 1999, the day when bribing foreign officials became a criminal
offence under German legislation.
The payments to MALLAR Inc. can be traced in the TRT accounts.
Altogether the amount of 21.5m US $ has been paid to MALLAR Inc...
MALLAR Inc. is an offshore company registered in Monrovia/Liberia. Due to
Liberia’s legislation MALLAR Inc. is not entitled to do any business in Liberia
itself.
In a letter from Mr. Fehr of Credit Suisse to TRT it is stated that
GEORGIADIS “has in a sole capacity the authority to commit the company
and sign on its behalf.’...
GEORGIADIS’s role in the corvette deal can be described as the person who
made contact to South African officials, politicians and decision makers in
high up positions in the government and navy. He arranged meetings with
Thabo MBEKI even after the contract was signed in connection with
acquisition of the so-called 5th ship.
He frequently met with HOENINGS in Germany, South Africa and London.
He was involved in dealings with South African officials throughout the
tendering process. Links to certain individuals will be dealt with later.
Concerning the so-called 5th ship which was going to be sold under an option
fixed in the corvette contract of 1999 negotiations had been made about the
amount of his commission for that new deal. Instead of the usual 5% of the
purchase price TRT wanted to grant him only 2.5% because most of the
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lobbying work had already been done during the tendering process for the
main contract.
More details of the new consultancy agreement have not yet been investigated
as our main interest at the moment is on the corvette contract itself.
We found indications that GEORGIADIS was recommended by HOENINGS to
FEORROSTAAL, member of the German Submarine Consortium (GSC), to
support them during the tender process for the submarines for South Africa...
In our enquiry Tony GEORGIADIS is accused under German legislation for
being an accessory to bribery committed by HOENINGS and other executives
of the GFC. He is also suspected of being an accessory to embezzlement
committed by KOOPMAN (kick-back payments). More details see beyond...
In October 2006 I contacted Companies House and applied for Company
Register Information and information about the current appointments.
ALANDIS Ltd. was incorporated on 19th July 1978, company no. 01379265.
The nature of the business is described as ‘6340 – other transport agencies.’
Registered directors are:
-

Antony Vassos GEORGIADIS

-

Alexander Vassos GEORGIADIS

-

Panos GOUMAS (resigned 06.04.2002)

-

Helen LANARAS (resigned 06.04.2002)

Registered secretary is:
-

Madeleine NORRIS

Antony and Alexander are brothers...
All correspondence between MALLAR Inc. and TRT has been made via
Alandis Ltd. using the Alandis Ltd. letterhead except on MALLAR Inc.
invoices.’302
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A further $3m was paid to Chippy Shaik. German investigators had been given sight of two
sets of controversial minutes emanating from ThyssenKrupp. The first set of minutes detailed
how Chippy Shaik had requested a bribe, and that ThyssenKrupp were considering the
matter. The second set of minutes indicated that the bribe had been approved, and detailed
exactly how the money would be transferred to Chippy Shaik.303 In addition, Feinstein has
noted that, during a conversation with a local prosecutor, it was claimed that they were aware
of where the funds intended for Chippy Shaik were being held, and that they had not been
touched as, once they were, investigators would be alerted to any activity and would take the
appropriate action.304
In one particularly damning memo, dated 3 August 1998, penned by C. Hoenings (a
ThyssenKrupp executive), a bribe to Chippy Shaik was candidly discussed:
The last trip (27-30.07.1998) was suggested by C. Shaikh, Director Defence
Secretariat. During one of our meetings he asked once again for explicit confirmation
that the verbal agreement made with him for payment to be made in case of success,
to him and a group represented by him, in the amount of 3 million US$ [gilt]. I
confirmed this to him and offered to record this agreement in writing at any time and
proposed to put the latter in a safe that can only be accessed jointly. C. Shaikh will
report back on this shortly.305
If the memorandum does accurately reflect what Shaik informed the Germans, it also
confirms the extent to which the corvette selection process was manipulated to secure the
contract for GFC, and the major obstacles that had to be overcome to force the matter
through. The second paragraph of the memorandum noted that:
Mr Shaikh has emphasised that the B+V/TRT offer was pulled into first place in spite
of the Spanish offer being 20% cheaper. The Spanish offset (only the DTI share
without ‘social components’) was according to him also valued higher than ours. In
this respect it had, according to him, been no simple exercise to get us into 1st
place.306
The German Police Report sheds additional light on this bribery agreement, and, in particular,
how the payment was made via a secretive arrangement involving British banks. Central to
this story is Ian Elvis Pierce, who German police state acted as Shaik’s front-man in the
transaction. Pierce was also involved in Futuristic Business Solutions, the company featuring
close confidantes of Modise and which received huge contracts in the Arms Deal. According
to German Police investigators, the bribe agreement with Shaik was codified by means of a
consultancy agreement signed on the 8th of October 1998 between ThyssenKrupp and a
company called Merian Ltd. Ian Pierce was the signator for Merian, and Merian was
considered to be beneficially owned by Shaik. The effective date of the contract was April
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2000. This effectively meant that in October 1998, right in the middle of the Arms Deal
selection process, Chippy Shaik was promised a $3m payment if GFC won the corvette deal
to be paid after the final Arms Deal contracts were signed. As the German Police Report
notes:
MERIAN Ltd. and Chippy SHAIK
On the 9th October 1998 a consultancy agreement (dated 8th October 1998)
between TRT (signatory HEONINGS) and MERIAN Ltd. (signatory Ian
PIERCE) was signed over a commission of 3m US $ due for payment the
moment when the corvette contract would come into force and a down
payment “has been received in our account for our free and unrestricted
disposal” and after all necessary approvals from the South African and
German authorities had been received.
The effective date of the contract was the 28th April 2000. The payment to
MERIAN Ltd. was made on 3rd May 2000 to Barclays Bank plc, St. Helier,
Jersey.
The only indication for the existence of MERIAN Ltd. is the agreement, the
bank account named on the payment instruction signed inter alia by
HOENINGS and KOOPMAN and correspondence of TRT.
The address mentioned in the consultancy agreement is:
Merian Ltd.
8 Queen Anne Street
London
W1M 9LD
You will realize that the way of writing down the address differs from the
usual way. I quoted it from the agreement.
In the registers of Companies House I haven’t found a company which would
fit.
Researches about the address on the internet led to the conclusion that no
such company is likely to be resident there.
Therefore we guess that MERIAN Ltd. doesn’t exist and never had existed in
Britain. The payment instruction names the banking contact
Barclays Bank plc
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P.O Box 8
13 Library Place
St. Helier
Jersey
JE4 8NE
Channel Islands
Sort Code

20-45-05

Swift Code

BARCGB22

Account No

85219599

“For the credit of MERIAN Ltd.”
The payment had been made through HSBC Trinkaus & Burkhard in
Dusseldorf.
On the payment order of Trinkaus & Burkhard the beneficiary is named as
“MERIAN Ltd. South Africa.”
This is another indication that MERIAN Ltd. might not be or have been a
company resident in Britain.
Ian PIERCE who signed the agreement on behalf of MERIAN Ltd. is known as
one of the directors of Futuristic Business Solutions (FBS) and also runs the
“Ian PIERCE & Associates” as chartered accountants in Parklands/SA.
In connection with the MERIAN Ltd. contract HOENINGS called PIERCE in
an internal report Chippy SHAIK’s “Emissar.” I can’t find an English
translation for that word but it means an envoy with a certain commission and
no own decision-making powers. Thus it is clear that Ian PIERCE acted as a
front man for Chippy SHAIK.
From Richard YOUNG we received information about one payment from
MERIAN Ltd., to PIERCE of the amount of 10,000 US $, value date 30th
March 2001. The money seems to have been transferred from the UK to SA
Reserve Bank via First National Bank of South Africa Ltd.
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Richard YOUNG claims that more payments had been made from MERIAN
Ltd. to PIERCE but the above mentioned is the only one he could prove by
presenting a transaction report.
YOUNG also presented statements fore [sic] one bank account of Chippy
SHAIK but no suspicious deposit could be found.
Ian PIERCE obviously later in 2000 told Chippy SHAIK that HOENINGS had
received a share of 500,000 US $ from the MERIAN Ltd. payment.
HOENINGS learned that from C. SHAIK during a meeting on 21st September
2000 in Hamburg.
In consequence HOENINGS wrote a memorandum about this fact. This
memorandum we found at his private home during the June 2006 search.
From this report and other documents seized from TRT the following sequence
of events can be reconstructed:
During a visit in Johannesburg from 27th to 30th July 1998 Chippy SHAIK
demanded from HOENINGS the confirmation of a verbal agreement about a
commission of 3m US $ that they had arranged some time before.
Shaik stated that during this meeting that GFC despite a 20% cheaper offer
from Spain had been placed on the first rank after the evaluation. The Spanish
offset had also been evaluated higher than the GFC’s offer. Therefore it had
not been an easy exercise for him, SHAIK, to push GFC on to the 1st rank.
HOENINGS confirmed the verbal agreement and offered SHAIK to arrange a
written contract any time he wants to which than [sic] would be deposited in a
safe with only common access for him and SHAIK.
HOENINGS informed K.-J. MULLER about this agreement and asked him to
make sure that this amount was observed during the contract price
negotiations (i.e. to make sure that this expenditure would be refunded by the
South African government through the contract price payments which realizes
the criminal offence of fraud in German legislation).
B+V and TRT agreed to share the costs for SHAIK’s commission which means
that the refunding from South Africa would also have to be shared.
This is interesting because regarding MALLAR Inc. commission B+V had to
compensate TRT for the whole amount that they paid MALLAR Inc. in
advance.
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On 9th September 1998 HOENINGS met with GEORGIADIS and SURTEE in
The Ritz in London. The same day he also met with Mr. MUHLENBECK
(FERROSTAAL) and Chippy SHAIK in a restaurant called San Lorenzo in
London.
From MUHLENBECK SHAIK also required a commission for the submarine
deal.
HOENINGS says in his memorandum that he took over the wording of the
consultancy agreement from MUHLENBECK so that the conclusion can be
made that HOENINGS, MUHLENBECK and SHAIK met in London for the
purpose of discussing and formulating the agreements with FERROSTAAL
and TRT.
In fact the wording of the MERIAN Ltd. agreement differs from the normally
used form. In the records of FERROSTAAL we so far couldn’t find any
indications for a contract with or payment for MERIAN Ltd. so that possibly
another company name had been used (we are not yet investigating
FERROSTAAL and the submarine deal).
It was PIERCE who gave the name and address of the company on which the
agreement was to be issued to HOENINGS, presumably on 8th October 1998
via fax.
On the 9th of October 1998 HOENINGS met with PIERCE in the Ritz in
London for lunch. This meeting HOENINGS disguised by naming three
Deutsche Bank employees in his claim for travel expenses as participants of
that lunch meeting but wrote down in his diary a meeting with PIERCE for
exactly that time. Also the invoice of The Ritz doesn’t fit to the entertainment
of three persons plus HOENINGS but for food and drink for him and just one
other person, i.e. Ian PIERCE.
The signed contract then was deposited in the bank safe no. A578 at Barclays
Bank, 46 Park Lane, London, W1 1HP.
HOENINGS and PIERCE had exclusive access to the safe. HOENINGS had to
open an account with Barclays Bank in his own name and make a deposit in
that account before he could get the safe. The money for that deposit he
received from TRT.
In April 2000 PIERCE contacted HOENINGS by telephone to remind him on
the agreement with MERIAN Ltd.
PIERCE handed over a closed envelope via the office of Sven MOELLER (in
South Africa) to HOENINGS with the instructions for the transaction.
On 3rd May 2000 the commission of 3m US $ was transferred for the credit of
MERIAN Ltd.
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On the 31st of May 2000 HOENINGS and PIERCE met again in London and
removed the MERIAN Ltd. agreement from the Barclays Bank safe. PIERCE
furthermore “remove(d) his name from any paper work relating to this box.”
Nevertheless HOENINGS kept the safe and the account. The safe was later
taken over by another employee of TRT.
In his memorandum HOENINGS states that SHAIK didn’t know the details of
those proceedings and assumed SHAIK had trusted PIERCE who to him
seemed to be a friend of many years to SHAIK.
After the transaction took place PIERCE claimed he handed over to
HOENINGS 500,000 US $ in cash which had to be deducted from the
commission sum.
HOENINGS writes in a second memorandum that SHAIK told him that within
the group of beneficiaries of MERIAN Ltd agreement there had been
discussions to offer him a share of the commission as a token of their
gratitude.
HOENINGS denied that he received any money from PIERCE and reported
the incident to his superior, Jurgen KOOPMAN.
It seems that SHAIK believed HOENINGS and that he made new
arrangements with PIERCE concerning the commission money which now he
wanted to be deposited into a Swiss account because SA authorities could
perhaps trace money from MERIAN Ltd to PIERCE. It also seems that the
missing 500,000 US $ through this new arrangement turned up again.
At least this incident seems not to have affected the relationship between
HOENINGS and Chippy SHAIK.
This fact is no longer prosecutable under German legislation because of the
statutory limitation. Our intention is to encourage South Africa to open an
own investigation into this matter. Furthermore this fact is interesting in the
whole context of the case.’
The German Police Report also pointed to another central figure in the Arms Deal allegedly
receiving money: Vice-Admiral Robert Simpson-Anderson. Simpson-Anderson was, at the
time of the selection process, one of the most senior Navy officials, and participated in the
selection process for the corvettes. Although the details in this case are far less clear than
those outlined in relation to Chippy Shaik, Tony Yengeni and Tony Georgiades, German
police suspected that Simpson-Anderson had agreed to a $1m bribe in a meeting in 1996, and
that this was to be facilitated by a retired Vice Admiral by the name of Putter:
I found evidence that GEORGIADIS arranged a meeting between
HOENINGS, von NITZSCH and Vice Admiral SIMPSON-ANDERSON in his
hotel suite at the Sandton Sun Hotel in Johannesburg on the 24th of January
1996.
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There are unproven indications that the purpose of the meeting was to
establish a bribery agreement with SIMPSON-ANDERSON then CINC of the
South African Navy.
During another meeting in June 1996 SIMPSON-ANDERSON complained
about GEORGIADIS’s involvement and stated that he uses to meet people in
his office and not outside, that he is under survey, that the French secret
service had been informed about the meeting at the Sandton Sun Hotel in
January 1996 and that he does not need intermediaries. He didn’t want to see
GEORGIADIS again.
HOENINGS to whom SIMPSON-ANDERSON made this remark later
supposed in his internal report that this remark was made as self protection
because other navy officials had been presented, e.g. KAMERMAN (still
Captain of the SAN at the time but already involved in the procurement
process).
As proof for the self-protection theory HOENINGS mentions that SIMPSONANDERSON had formerly asked GEORGIADIS to his home.
In fact we have indications that GEORGIADIS and SIMPSON-ANDERSON
had lunch together the day when GEORGADIS arranged the January 1996
meeting.
SIMPSON-ANDERSON was quoted in HOENING’s handwritten notes: “He
(GEORGIADIS) does more harm than good.’
In connection with the meeting between SIMPSON-ANDERSON, HOENINGS
and von NITZSCH in January 1996 SIMPSON-ANDERSON’s predecessor as
CINC of the South African Navy (SAN), retired Vice Admiral PUTTER,
becomes an interesting figure.
In October 2000 he sent a written complaint to B+V stating that of a
promised commission of 1m US $ he only received from GEORGIADIS
100,000 £ (approx 600,00 £ less than promised). PUTTER wrote under the
letterhead of the Contact Management Consultants (Pty) Ltd, Lyttelton
Manor/SA. This company I could not yet trace at CIPRO (Companies and
Intellectual Property Registration Office/SA).
In his letter to B+V PUTTER refers to a meeting in Johannesburg in 1996 at
which representatives of B+V (von NITZSCH was a director of B+V),
GEORGIADIS and obviously at least two other persons including PUTTER
himself took part.
PUTTER now wanted B+V to compensate him and “put us in the financial
position we expected to be at the end of this very successful project.”
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The following correspondence in this matter between PUTTER and TRT N
(acting for TRT) together with the remark that SIMPSON-ANDERSON made
in June 1996 about his meeting GEORIADIS’s hotel suite it seems to suggest
itself that both, SIMPSON-ANDERSON and PUTTER were referring to the
same meeting.
This would mean that SIMPSON-ANDERSON had been part of the
commission agreement arranged during this meeting.
To me it is irritating why in the end PUTTER had been paid only a small
quantity of the promised commission if he or the CMC acted as a front
beneficiary for SIMPSON-ANDERSON as the circumstances seemed to
suggest. It seems very unlikely that GFC would have dared not to pay the
whole amount of a promised commission to SIMPSON-ANDERSON – if he
had been the real beneficiary of the agreement PUTTER mentions.
Therefore another arrangement for the payment is most likely.
One possible explanation could be that eventually SIMPSON-ANDERSON had
been paid directly by GEORGIADIS or rather MALLAR Inc. and that
PUTTER only received a small compensation for his service.
It seems that PUTTER had in fact been corresponding with GEORGIADIS as
he states in one of his letters to B+V. The value of his service has not yet been
analysed.
I found out that PUTTER during the apartheid regime had allegedly been
involved in a massacre in South Africa which was claimed to have been
carried out by South African military but for which the ANC had been blamed.
The trail against PUTTER in the end was cancelled. Therefore despite
probably still sufficient and good relations to navy people PUTTER for me
seemed not to have been in a position which would justify a commission as
high as 1m US $.
Furthermore although PUTTER states that he acted as a consultant for GFC
there neither exists a consultancy agreement between PUTTER and GFC nor
is it understandable why PUTTER reported to GEORGIADIS and why the
commission had been payable through GEORGIADIS whereas GFC could
have deducted any consultancy fee from their tax obligations.
Although all these circumstantial evidences suggest themselves that SIMPONANDERSON had been bribed and promised 1m US $ commission it might be
difficult to find sufficient evidence to prove the bribe. My hope is that we will
find evidence either at GEORGIADIS or ALANDIS Ltd. or MALLAR Inc.
A final notable recipient of funds from ThyssenKrupp was the company Futuristic Business
Solutions. As discussed previously, FBS was formed in the mid-1990s and would eventually
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make a fortune from the Arms Deal; it featured a number of political connected people as its
directors, including Ian Pierce, Chippy Shaik’s alleged front-man regarding the $3m bribe
from ThyssenKrupp. The German Police Report indicates that in October and November
1996, Chippy Shaik had two meetings with a senior ThyssenKrupp executive, Sven Moeller.
During th meeting, Chippy Shaik allegedly told Moeller that the eventual winner of the
corvette deal wouldn’t be the best bidder but the bidder who offered the best ‘Whafm’ – or
‘what is in it for me.’ In order to achieve optimal Whafm, Shaik allegedly told Moeller, he
would need to find the right ‘strategic partner.’ The German Police believed that Chippy
Shaik told the company to enter into a ‘strategic alliance’ with FBS.
This account is particularly interesting in that it appears to be consistent with allegations,
discussed below, that Chippy Shaik instructed bidders on the Light Utility Helicopter contract
to partner with FBS in order to win the deal. As we show below, the eventual winner of the
Light Utility Helicopter contract, Agusta, did indeed strike business deals with FBS worth
tens of millions of rand. What was also notable was that, at the time of the Arms Deal
selection process, FBS appeared to be little more than an office in Rosebank, Johannesburg
with a single phone.
German investigators were, according to the German Police Report, able to locate a number
of agreements between ThyssenKrupp and FBS. The first was entered into on the 10th of
February 1998, the confirmed signatories being Hoenings, Pierce and Molai. A further three
memorandum of understanding were signed on the 6th of May 1998 related to offset projects
that presumably were to flow from the Arms Deal.
German police were able to track a single payment to FBS, which was made in June 2000.
The payment was valued at R1.6m. The invoice from FBS to Thyssen indicates that the
amount paid related to ‘our fee for consulting services rendered to the German Frigate
Consortium for the two year period ended 31 March 2000.’ Of this, R1.218m was for the
benefit of Ian Pierce & Associates. A further R380 000 related to setting up a ‘FP office.’ It is
unclear what an ‘FP office’ might be.307
Thabo Mbeki has also been mentioned as an alleged recipient of bribe payments. Mbeki was
intimately involved in the abortive 1995 attempt to purchase corvettes, allegedly informing
German companies that, despite the selection of Bazan and Yarrow as preferred suppliers, the
door was still open for further tenders.308 The source for claims that Mbeki has received a
bribe from ThyssenKrupp is one Nicholas Achterberg, a relatively unknown businessman.309
Since he has made the claims, corroboration has proved impossible: contacting him aboard
his yacht in the Bahamas has presented an insurmountable logistical obstacle. ThyssenKrupp,
however, have denied the allegations, and have claimed that Achterberg is currently in debt
with ThyssenKrupp, suggesting that the allegations may have been an attempt by Achterberg
to avoid or reach a settlement regarding this debt, or, perhaps, pure malice. The Scorpions,
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too, have indicated that they have yet to receive any evidence pointing to a bribe for Mbeki,
and claimed in 2006 that Mbeki was not under investigation for any untoward behaviour.310
Curiously, soon after then Deputy President Thabo Mbeki returned from a visit to Germany
Mo Shaik (brother of Chippy and Schabir, with no diplomatic expertise whatsoever) was
appointed South Africa's consul-general in Hamburg, the headquarters of the German Frigate
Consortium. A few months after the contract had been awarded to the GFC the consulate in
Hamburg was closed down and Mo moved on to become South Africa's ambassador to
Algeria. A senior ANC source claimed to Feinstein, when he was still in Parliament, that
some of the ‘commissions’ paid by the Germans were paid to the ANC. [See below].
Those denying these allegations have pointed to a statement issued by German prosecutors in
2008 when a decision was reached to continue purely with a tax rather than a criminal
investigation. The prosecutors noted that ‘we needed to find where the money might have
gone … and we were unable to do so. This investigation has been going on for a long time
and we did not believe we had a good chance of securing convictions.’311 ThyssenKrupp
quickly latched on to the statement, issuing one of their own claiming that ‘criminally
relevant behaviour, in particular acts of bribery, were not established by the public
prosecutor’s office’.312
Importantly, the German investigations required South African assistance to tie up a number
of matters, including an audit trail of potential payments to South African officials. For
months, a number of sources, including the Democratic Alliance and the Mail & Guardian,
questioned whether the assistance had been forthcoming, and whether ulterior motives might
have prevented South African Foreign Affairs and Justice officials from co-operating with the
probe. These claims were frequently rubbished by South African government authorities,
who claimed that it was Germany’s failure to provide follow-up details on the initial request
that had prevented the assistance from materialising.313 Intriguingly, this was definitely not
the take of the National Prosecuting Authority. In submissions to the Standing Committee on
Public Accounts in early 2009, the NPA made a series of damning claims about the failure of
South African authorities to provide timely assistance:
It was further reported that the German authorities had directed a request for mutual
legal assistance to the Department of Justice and Constitutional Development (the
DoJ), the South African Central Authority, but that this had been returned unexecuted
with certain queries.
Since the reports suggested that the matter under investigation by the German
authorities fell squarely within the terms of the declared investigation [into payments
made by ThyssenKrupp], the NDPP approached the DoJ for a copy of this request, but
this has not been received to date…
There can be no meaningful progress with the investigation until the information in
the possession of German authorities is obtained, as the evidence we require is located
mainly overseas.
310
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If the requested information from the DoJ is not forthcoming, then a request for
mutual legal assistance will have to be directed to the German authorities.314
As it stands, no criminal charges have, as yet, been brought relating to these alleged bribe
payments. However, the Mail & Guardian established that a company with close family
connections to Tony Georgiades did pay “consulting fees” to Jürgen Koopmann, a former
Thyssen executive who played a leading role in the South African deal. In a confidential plea
agreement, Koopmann was convicted and given a suspended sentence for failing to declare
the fees, which he received between 2001 and 2003.315
It should be noted that Chippy Shaik was called to testify before the Seriti Commission of
Inquiry. Along with Advocate Hlongwane, he was one of only two people who have been
alleged to have directly received money to appear before the Commission. Shaik’s witness
statement, however, focused almost entirely on the LIFT/Hawk deal, and did not address
numerous allegations of corruption against him in any meaningful detail.
The only time that these were addressed were during his oral testimony. Upon completion of
his main oral evidence, he was asked a handful of questions about the allegations by the
Commissioners. The exchange was designed, it appears, to enable Shaik to issue general
denials of the corruption allegations againt him. The questioning by Commissioner Musi, in
particular, appears to not only clearly side with Shaik’s version of events, but also casts
aspersions on our character, claiming that we were ‘not brave enough’ to testify before the
Commission and support our evidence. The further comments of the chairperson, that
appeared to openly and uncritically agree with all of Shaik’s evidence, is frankly outrageous
– especially in the context of such detailed and well-evidence allegations against Shaik. The
following exchange gives a flavour of this approach:
“COMMISSIONER MUSI: I just want to make a comment maybe you might change
your mind about responding to allegations made by the authors who refused to come
and testify. I remember their counsel when this matter ...; Mr Van Vuuren was here
their counsel when asked that these people have made allegations and they wanted
those allegations to be tested, if they do not come to testify how are those allegations
contained in their books to be tested. His response was that the witnesses against
whom the allegations are made can come and testify and deny it. I just thought that if
these allegations are put to you and you give your response to those allegations it
might be a better scenario in the sense that your evidence will be conclusive on those
allegation. Whereas if you have not responded on those allegations they still remain.
They have not been challenged and they may be repeated in the future. Do you not
think it might be advisable that you deal with those allegations and respond to them
so as to put them to bed so to speak?
MR SHAIK: Commissioners I have moved on it is now 15 years from the time this has
started. It is now 12 years plus from the time I have left the Department. I reside in
Australia. I have tried my best during the time I was in the Department to work with
the various investigative units. My understanding is that these authors will continue
writing books. I have moved on with my life and it is difficult to deal with all the
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negative issues because it is not one or two. There is almost every single issue. There
is an issue about the Navy do not need boats. The Navy needs patrol ... [incomplete].
So the level of the negativity or the level of the disagreement is so wide and varied
and it encompasses so many different people that it is almost an impossibility to sit
down and have some rational discussions at times. So I have decided that I have made
myself available. Those that wanted to present evidence and proof the evidence have
the same right that I have but they chose not to do so.
COMMISSIONER MUSI: Is it perhaps your view that you do not have to respond to
allegations whose authors are not brave enough to substantiate them?
MR SHAIK: Yes sir.
COMMISSIONER MUSI: Thank you that is all
CHAIRPERSON: Lastly from me there are various allegations [inaudible] which
are levelled against you do you think that any of those allegations which are incorrect
in any of those books [inaudible]?
MR SHAIK: Sir most of those allegations, I have not read all the books so I cannot
comment on all of books but the allegations are untrue.
CHAIRPERSON: So the allegations are untrue. Thank you. Then lastly I you are
from Australia, you came here and you were prepared to come and testify in spite the
fact that this Commission has got no [inaudible] jurisdiction.
MR SHAIK: That is true sir.
CHAIRPERSON: Can one read from that that you had a very strong desire to come
and testify before the Commission and deal with any allegations that might have be
levelled against you?
MR SHAIK: Yes, that is exactly why I came to the Commission to make myself
available.
CHAIRPERSON: Thank you.
COMMISSIONER MUSI: Yes, maybe we should thank you for coming Mr Shaik it
does appear that you believe in your course and that you have done nothing wrong. I
believe you live in Australia and this Commission has got no jurisdiction over you.
You came here voluntarily and it means that you [inaudible] that you have a good
case to make or that you have got nothing to fear. We must thank you because I think
your evidence will go a long way to assist this Commission you know whatever
conclusion we may reach. We must thank you for your effort.
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MR SHAIK: Thank you Commissioner.316
The approach of the Commissioners during Shaik’s testimony, we believe, only served to
further vindicate our original decision to withdraw from the Commission as we believed that
the Commission was unwilling to properly hear and consider our evidence.
The current Corruption Watch/R2K challenge to the Seriti Commission argues that Chippy
Shaik’s appearance before the Commission was another example of the Commission failing
to perform its duties fairly or fully. This is because the Commission entirely failed to test the
evidence of Shaik in any meaningful way. We support this wholeheartedly.
A third avenue of potential inducements provided by a corvette-linked contractor was the
provision of discounted luxury vehicles to various officials, of which Tony Yengeni is the
most well-known. As dicussed previously, Yengeni had, since 1995 entered into a
consultancy arrangement with ThyssenKrupp to assist their bid. Subsequently, Yengeni
received a discounted luxury vehicle from a company, Daimler Chrysler Aerospace (DCA).
DCA owned shares in a separate company, European Aeronautical and Defence Systems,
which received a R220m contract to supply radars for the corvettes.317 Vitally, at the time that
Yengeni received the discounted vehicle, he was chair of the Joint Standing Committee on
Defence, which was empowered to ‘investigate and make recommendations on the defence
budget, functioning, organization, policy and morale and state preparedness of the National
Defence Force and to perform other functions related to parliamentary supervision of the
National Defence Force’.318
While Yengeni finally admitted to charges of fraud relating to his receipt of a luxury vehicle,
others who may have received luxury cars via the same channels have not, as yet, faced any
censure. When the story first broke regarding Tony Yengeni, Daimler-Chrysler provided a
list of officials and VIPs who had received discounted vehicles.319 These included, amongst
other people, Siphiwe Nyanda (the Chief of the SANDF at the time of the Arms Deal, and the
former Minister of Communications), Llew Swan (the ever-present Armscor CEO, who often
acted in tandem with Chippy Shaik in making decisions in the Arms Deal), and Vanan Pillay
(a Department of Trade and Industry official who formed part of the International Offers
Negotiating Team).320
The above evidence, we believe, clear indicates that the selection of primary and secondary
contractors in the corvette contract was heavily tainted by corruption. The two individuals
most clearly implicated in actively engaging in decisions that prejudiced the selection in
favour of the German Frigate Consortium were Llew Swan and Chippy Shaik. Rear-Admiral
Jonny Kamerman is implicated in failing to submit a vitally important document to a
selection institution (the Project Control Board) that may have had a material impact on the
selection of the subcontractor to provide the Information Management Suite.
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3.1 Irregularities in the Selection Process for the Submarine Contract
The selection of the German Submarine Consortium as the preferred bidder for the supply of
submarines to the South African Navy featured a range of irregularities. Without these
irregularities and ‘calculation errors’, a different bidder, DCN International, would have been
selected.
The existing Daphne class submarines acquired from France in the early 1970s were
approaching obsolescence, and previous attempts to purchase submarines such as the Agosta,
also from France, had been prevented by the UN arms embargo in place until the 1990s. In
1996, the Navy became aware that Britain had a number of ‘Upholder’ submarines that it was
planning to sell second-hand. The Upholders were affordable, barely used, and suited to the
requirements of the Navy. There was a forced delay, however. Once the Defence Review was
approved, the South African government decided to adopt a package approach to
acquisitions, in which all the material to be purchased would be done as a single process – the
Arms Deal. As such, the British had to join a formal tender process, and during the evaluation
phase, the Upholders were bought by the Canadian government. South Africa, instead of
acquiring barely used submarines at an affordable price, would be forced to purchase entirely
new submarines at a greatly increased cost.321
As with all the other Arms Deal acquisition processes, the purchasing cycle began with the
issuing of Requests for Information, which required that all potential bidders submit a basic
pack of information that could be analysed. By January 1998 the RFI submissions had been
analysed, and in February 1998 the Arms Deal team sent out a series of Requests for Offers,
By 12 May 1998, all the potential bidders that had been selected from the RFI phase were to
have submitted their offers. By this stage, however, the Upholder submarines offered by
Britain had been sold to Canada. In total, four bidders submitted confirmed offers: DCN
International of France with the Scorpène; the German Submarine Consortium offering the
Type 209 1400 Mod; Italy’s Fincantieri suggesting the S1600; and, finally, Celsius Kockums
Naval Systems of Sweden pitching the Type 192.322
On receiving the RFOs, the Strategic Offers Committee (SOFCOM) began their evaluation of
the various proposals, which took place from 18 to 29 May 1998.323 As the table below
illustrates, the official scores arrived at by SOFCOM suggested that the GSC’s bid was
considerably better than the others on offer, achieving a normalised score of 100 compared to
its nearest rival, Sweden’s Kockums, which was given a normalised score of 79.3.
Table 16: Official SOFCOM scoring of the submarine proposals324

Bidder
GSC
GERMANY
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index
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(offsets) score
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DCN
FRANCE
Fincantieri
ITALY
Kockums
SWEDEN

66

72

93

77

4

83

67

87

79

3

91

69

78

79.3

2

However, when the Auditor-General’s Office examined the working documents that were
generated in evaluating the submarines, they found a number of major errors that had a direct
bearing on the selection of the preferred bidder. The first problem, much as with the BAE and
German Frigate Consortium bids, was with how GSC’s offsets scores had been calculated. In
raking through the various score sheets that were used to generate GSC’s sizeable civilian
offsets (NIP) score, investigators from the Auditor-General’s office picked up on a whole
series of calculation errors. In one NIP project – a potential research and development
partnership between GSC and the South African CSIR – GSC were given double the credits
to which they were entitled, resulting in a valuation of $3.168bn when it should have been
given a valuation of $1.584bn.325
GSC’s largest offset proposal, a steel mill to be based at the Coega Industrial Development
Zone, had been given similarly inflated scores. Offsets evaluators looked particularly at how
much of the various projects would be initiated and run using ‘local content’: with the Coega
plant, for example, if raw materials were sourced locally, credits were given for ‘local
content’. The Coega plant listed its local content at 100 per cent, suggesting that it intended to
source all of its raw materials within South Africa. The problem with this was that one of the
major mineral inputs, nickel, wasn’t available in sufficient quantities for it to be sourced
solely in South Africa. In fact, when the figures were run, it was discovered that only 50 per
cent of the material used in the plant would be sourced locally.326
GSC also ran into other problems regarding ‘local content.’ A key part of the evaluation
process was evaluating how the different offset programmes would be financed. A much
higher score was given to elements of offset projects if they were to be entirely financed
outside of South Africa: if the financing came from South Africa, it could be argued that this
was not foreign direct investment, and wouldn’t attract points for investment. This was an
important point, as for $1 of foreign investment, bidders were given 2 offset credits (where 1
offset credit = $1). If the credit was from South Africa, no investment credits would have
been granted. In the business plans for the Coega project, which would involve investment of
$990m, it was acknowledged that a maximum of 40 per cent of the financing would be from
foreign investors. As such, only 40 per cent of the $990m should have been counted as offset
credits. However, when the Department of Trade and Industry evaluated the Coega project,
this wasn’t taken into account. Instead, the credits had been awarded as if 100 per cent of the
financing was from overseas, thus considerably inflating the valuation attached to the Coega
project.327
At the same time as GSC’s various offset projects were being valued in a way that inflated
their scores, other bidders were experiencing the exact opposite, namely, arbitrary decisions
that reduced their score. This was most clear with regard to DCN’s bid, which turned out to
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have submitted offset programmes that were also included in their bid for the corvettes
(remember that a French bid for the corvettes was also offered by DCN), and, to a lesser
extent, for the Light Utility Helicopters (through their subsidiary Eurocopter). This meant that
SOFCOM were unwilling to provide full credits for all of these offsets, as, if they did, it
would effectively mean that DCN would be awarded two credits for the same projects across
two different bids. This, it seemed, was a reasonable decision. However, DCN should have
been given an opportunity to remedy this problem. According to minutes of a SOFCOM
meeting on 20 May 1998, a system was established whereby bidders could be approached to
clarify information in their bids.328 Here, DCN should have been contacted and asked which
project they wanted their offsets tied to: either the bid for the submarines or the corvettes. If
they chose the submarines, this would have meant that they would have dropped out of the
race for the corvettes, but that their entire offsets proposal could have been used to accrue
points in the submarine bid. This was not done. According to the draft of the AuditorGenerals’ report, which was stinging on this point, it emerged that DCN had never been
approached to give their own opinion on the matter:
In the view of the authority granted to evaluation teams in terms of the SOFCOM
minutes … to obtain clarifying information from bidders and the fact that the requests
for clarification were communicated to bidders, clarification from DCN as to how
they wanted their industrial participation to be allocated should have been a mere
formality. We could find no evidence that this information had been requested.329
That DCN were not approached to clarify their bid could, perhaps, be considered an extreme
oversight, but the way in which the problem was resolved certainly cannot. Without
approaching DCN, SOFCOM solved the scoring problem by halving their offset
commitments in the calculations. Who made this decision was unclear: investigators could
find no record of the decision in the SOFCOM minutes. However, when the same decision
was made with regard to DCN’s DIP commitments (also halved due to overlap with their
corvette bid), it was recorded that the order had been given by Chippy Shaik. The only record
was a note attached to an evaluation sheet that simply read: ‘C Shaik directed that 50 per cent
of this figure must be acknowledged. 24/06/98.’330 The draft version of the Auditor-General’s
Report indicated that this decision was irregular: ‘We have been unable to establish at this
stage where the authority emanated from to reduce the DCN value by 50 per cent with respect
to the NIP component. This issue is not addressed in any of the minutes inspected, SOFCOM
or other.’331
When the Auditor-General’s team assessed the various mistakes and errors, factoring in the
full 100 per cent of NIP proposals offered by DCN, it turned out that the scores awarded were
marginally, but importantly, different, as the table below indicates:
Table 17: Original and revised NIP scores for the submarines332

Bidder
GSC
Fincantieri
328
329
330
331
332

Original NIP score
100
10
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Revised NIP score
100
14
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Kockums
DCN

14
11

20
32

The errors in the NIP calculations impacted on the joint scores awarded for the DIP and NIP
components. DCN had offered a much bigger DIP package compared to GSC. In fact, it was
so large that, when the DIP and NIP scores were originally added together, DCN had
achieved a score of 72 to GSC’s 100. However, when the NIP and DIP scores were
recalculated after correcting for the mistakes, DCN emerged as the winner.
Table 18: Original and revised combined NIP and DIP scores for the submarines333

Bidder
GSC
DCN
Kockums
Fincantieri

Original
NIP and
DIP score
154
111
107
103

Normalised

Ranking

100
72.08
69.48
66.88

1
2
3
4

Revised
NIP and
DIP score
126.35
132
103.60
108.44

Revised
normalised
score
98.72
100
78.48
82.15

Revised
ranking
2
1
4
3

What has not been fully appreciated is that GSC should never even have been allowed to get
this far in the tender process. It was discovered that GSC had failed to meet the minimum
criteria stipulated for all DIP contracts. On 18 May 1998, the DIP evaluation team had
written to the head of Armscor’s legal division, asking for legal advice on GSC’s DIP bid,
and listing a range of problems including the fact that GSC had failed to indicate what
projects they would be involved in, instead only providing a broad figure and promising to
fulfil this.334 The response from the Armscor legal division was clear: ‘GSC has failed to
meet the essential requirements of the DIP … The DIP requirements are very specific and
GSC’s bid is tantamount to an undertaking of intent.’335 The first possible course of action
was to disqualify the bidder who had failed to meet the minimum criteria. The second was to
cancel the tender process and start anew, thus preventing the ‘contamination’ of the bid by
the submission of late and additional information. Seeing as the tender process was obviously
not cancelled, GSC should have been dropped from the evaluation altogether. Although no
information has been provided as to why this did not take place, what is certain is that
enabling GSC to remain in the running meant disregarding the opinion of Armscor’s own
legal division.
One further issue regarding offsets related to the fact that GSC’s largest offer – a steel mill in
the Coega Development Zone – had been negatively evaluated by independent economists.
During the selection process, a review by independent economists had indicated that the
project was barely feasible, largely as a result of the fact that the 800 000 tons of steel it
intended to produce would find no buyer – the international steel industry was already
oversupplied with steel, partially because Columbus, a South African company, had recently
built their own steel mill in South Africa.336
A number of months after the contracts were signed the steel mill project was cancelled, and
replaced with a series of substitute projects. However, it was found that of the €3 217m
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obligations incurred by GSC, a full €1 582m (just under 50 per cent) was to be achieved by
establishing smelters and other plants in Mozambique. It is difficult to see, as the
investigators noted, how new economic activity in Mozambique could honestly be considered
a local offset.337
One final problem with GSC’s offset score should be noted. As we saw above, GSC achieved
a massive score specifically for the NIP proposals it offered. However, when the AuditorGeneral reviewed the final contracts that were signed in 1999, it turned out that GSC were
suddenly contractually obligated to provide considerably less in offsets than they had
committed to in their bid. This was important, as Cabinet had been provided with the original
offset figures, suggesting that they had not had all the information at their disposal. In other
words: prior to the approval of GSC as a preferred bidder, Cabinet were given inflated values
as to the offsets that would eventually be delivered.
Part of this was because it was decided, as a result of affordability issues, to purchase three
submarines instead of four as was originally planned at the beginning of the SOFCOM
evaluation. Here, what is important to note is that even though the contract price decreased as
a result of the decreased number of submarines to be bought, the total offset contribution as
stipulated by GSC’s contract was not decreased in direct proportion: the amount of total
offsets decreased far more substantially than did the price. As the table below shows, when it
was originally intended to purchase four submarines at a cost of R5.212bn, GSC offered just
over R30bn in offsets, and when they were to supply three submarines at a cost of R4.225bn,
they offered offsets to the value of R18.255bn. In even simpler terms: while the price of the
submarine contract was reduced by just under 19 per cent (R987m), the amount of offsets the
GSC was contracted for was reduced by nearly 40 per cent (R12bn).
Table 19: Comparison of offsets submitted in bid by GSC and offsets committed for338

Original price
submitted to Cabinet

Actual contract price

Offsets obligations as
presented to Cabinet

R5.212bn

R4.225bn

R30.274bn

Actual offset
obligations contracted
for
R18.255bn

Evaluation of the technical suitability of the various submarines was similarly beset with
problematic choices and decisions. This evaluation was a weighted calculation of different
elements of the evaluation: preliminary scores would be awarded across a range of different
technical domains and then multiplied by a ‘weighting’ to get a final score for these different
evaluations. This would then be divided by the cost to reach a final score that weighed up the
technical suitability of the submarines against their cost.
The three ‘domains’ that were weighted were: Integrated Logistics Support (a measure of
how effectively the bidder could provide logistic support during and after delivery of the
submarines), which was given a weight of 67.51 per cent; Engineering Management (an
evaluation of how risky a bidder would be in terms of whether or not they could deliver the
required product), which was given a weight of 6.54 per cent; and Product Performance
Evaluation (an examination of how well the submarine actually met the required technical
specifications), with a weighting of 25.95 per cent. In effect, a very high score in the
337
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Integrated Logistics Support Evaluation would almost automatically mean a victory in this
evaluation. Even more important would be if a bidder submitted a very low cost for this
element: even if a bidder submitted a terrible technical bid for the ILS section, it would have
been hugely boosted in the final analysis if it offered a much lower cost.339
This might not have been a problem if the various domains each cost the same amount, or, at
the very least, matched, in terms of cost, the weighting they were given. It would have made
sense to give the ILS a weighted score of 67.5 per cent if this element of the contract actually
cost 67.5 per cent. In reality, the ILS component was the cheapest of all the domains, despite
being weighted at this figure. The result was that a bidder could submit a high cost for the
other domains, which cost so much more than the ILS, but still win if it offered a much lower
cost for the ILS domain. Despite coming last in terms of technical suitability and ILS criteria,
GSC won this section because it offered by far the lowest cost for the ILS: $36m, out of a
total contract price of $816m, compared to other bidders’ more realistic offers in the $100m
range.340 In fact, so low was GSC’s offer for the ILS component that it was doubled by the
evaluation team. The doubling of the price offered for the ILS component by GSC indicates
that the evaluation team believed GSC’s score was not credible. However, even after
doubling the price, GSC’s price for the ILS component was considerably lower than
competing bidders. Arguably the evaluation team should either have asked for GSC to submit
a revised offer that passed the test for credibility, or, to ensure fairness, averaged the prices
offered by competing bidders to use as an indicative price for GSC’s ILS component.
After all the elements had been evaluated, it turned out that GSC had offered the worst bid
from a technical point of view, as table 17 shows:
Table 20: Technical evaluation scores in the submarine contract341

Bidder
DCN
GSC
Fincantieri
Kockums

Product
performance
84.80%
87.10%
89.40%
88.60%

Integrated
logistics
57.70%
48.95%
71.14%
50.60%

Engineering
management
45.90%
71.25%
54.43%
49.84%

Total
normalised
85.67%
80.60%
100%
80.86%

Ranking
2
4
1
3

However, when these scores were multiplied by cost, GSC suddenly emerged as the preferred
bidder. ‘Because of the weighted factor of 67.51 per cent allocated to the ILS component, the
GSC effectively won the overall technical evaluation on the basis of the value of US$63
million which appears to have been arbitrarily determined,’ the Joint Investigation Report
noted.342 The table below indicates just how, when cost was included in the calculations,
GSC was suddenly catapulted from last to first place.
Table 21: Official normalised SOFCOM scores for technical/cost evaluation in the submarine bid343
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Bidder

Product
performance

GSC
Kockums
Fincantieri
DCN

100
79.23
93.26
86.66

Integrated
logistics
segment
100
92.37
82.48
65.29

Engineering
management

Military
performance

Ranking

100
65.25
86.67
68.82

100
90.93
83.13
66.43

1
2
3
4

A more equitable solution was suggested by investigators from the Auditor-General’s office.
According to them, it would have made much more sense to have added up all the weighted
scores, and then divided this one figure by the total cost of the submarines. This would have
partially negated the fact that the cheapest element of the submarines in this evaluation took
up such a large chunk of the evaluation. This is exactly what the investigators from the
Auditor-General’s office did, with the result that GSC, instead of winning this analysis,
actually came second.
Table 22: Revised figures for submarine technical/cost evaluation as per Auditor-General’s office344

Bidder

DCN
GSC
Fincantieri
Kockums

Weight
factored
performance
results
63.96
60.31
74.79
60.41

Total cost

Performance
total cost

Normalised
score

Ranking

1 266.74
1 131.51
1 231.46
1 395.79

0.05049
0.05330
0.06073
0.04328

83.14
87.77
100
71.27

3
2
1
4

The Auditor-General’s office was perturbed by the fact that the formula originally used for
this part of the evaluation was not part of any approved documentation: it seemed, in fact, to
have been decided on the fly. During the SOFCOM process, the original formula (which saw
GSC emerge as the winner of this evaluation) was approved by Chippy Shaik, Rear-Admiral
AN Howell and Vice-Admiral Robert Simpson-Anderson. The fact that Chippy Shaik was
involved in drawing up this formula was a concern to the Office of the Auditor-General: ‘by
now Shaik had a number of conflicts of interests pertaining to the contract (discussed in
further detail below). As the draft version of the Auditor-General’s Report noted:
There does not appear to be a policy that prescribes the process to be followed for
approval of technical value systems or the level of authority at which it should be
approved. In a written response to an inquiry in this regard, Mr S [Chippy] Shaik
stated that: ‘there is no clear position as to who must sign value systems.’
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The fact that the final formula to be used was not clearly spelt out in the value system
suggests that the potential existed for manipulation of the final results. Given the
perceived conflict of interest surrounding Mr. S Shaik, his involvement in and access
to the value system does not constitute good procurement practice.345
The last problem in the submarine calculations was found in the evaluation of the financing
proposals, which constituted 33 per cent of the final score. Much of the score was made up of
discriminating ‘multipliers.’ Here, a number of evaluators would look at each proposal and
give a score from 1 (good) to 5 (poor) in answer to questions posed about the proposals
submitted. So, for example, evaluators were asked the question, ‘How does the interest rate
compare with current market rates?’, and were required to give a score of 1 to 5. These scores
were then multiplied with other factors to determine the final ranking of each bidder.
One of the major problems with this is that there was absolutely no moderation of the
scoring, even though evaluators often arrived at vastly different scores. Answering the
question above, for example, the five evaluators came up with scores of 0, 1, 4, 2 and 2 for
GSC; and 5, 3, 1, 2.3 and 2 for Fincantieri. The office of the Auditor-General was perturbed
to find out that there was no moderator to try and find out why the scores were so divergent,
or try to find a way to discuss with the evaluators how the scores could be so different. To
quote:
The fact that no moderation took place indicates that the significant divergences in
results as highlighted in the table above, were not taken into consideration and the
final results could consequently not be a fair reflection of what was actually offered
by the respective bidders.346
This was not the only problem with the financial evaluations, although it was, in and of itself,
a serious concern. When reviewing the evaluation score sheets, the Auditor-General’s office
discovered a flaw in the scoring system. As noted above, each different question asked about
the proposals was to be given a score of 1 to 5, with 1 the best score on offer, and 5 being the
worst score. But some evaluators, most notably the evaluator provided by Absa Bank,
indicated a score of 0 if the proposals were not up to scratch or could not be evaluated.
Because the scoring system rewarded lower rather than higher scores, awarding a company a
0 (supposedly to indicate that it had completely failed to submit the right details in its bid)
would have resulted in a better, rather than worse, score for the bidder.
The correct way to have handled a situation where the bidder had submitted a compromised
bid, would have been to give it a score of 5 (the poorest ranking). To make it even more
complicated, it was established that, if a score of 0 was given, it was completely ignored in
the final tallying up process. This meant that those bidders who had completely failed to
submit the right bid and had been given a score of 0 would have ended up with a better score
compared to a bidder who submitted an awful, albeit still scoreable, bid and was given a
score of 5.347
These calculation errors had a direct and material impact on the outcome of the financial
evaluation. In reviewing the score sheets, the Auditor General’s Office discovered that only
one company was consistently given a score of 0 (and thus unfairly advantaged): GSC. This
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was because the external evaluator provided by Absa claimed that GSC’s offer was
fundamentally flawed, noting that ‘[the] funding proposal conceptual only and not supported
by any financial institution … No evaluation possible.’348 By giving a score of 0 to GSC
instead of 5, Absa’s evaluator unwittingly pushed GSC’s evaluation score to the top of the
pile, despite the fact that the evaluator’s intention was to give it the worse score possible.
When the scores were recalculated, with the 0 from ABSA’s evaluator being replaced with a
5, GSC fell from first to third in the recalculated rankings:
Table 23: Recalculated scores for financial evaluation in the submarine contract349

Bidder
GSC

Original score
2,279

Ranking
1

Revised score
2,823

Ranking
3

DCN

2,459

2

2,497

1

Fincantieri

2,621

3

2,663

2

Kockums

2,878

4

2,967

4

But this was not the last concern with regard to the financial evaluation. When investigators
had a look at all the worksheets used to tally up the scores for the financial evaluation, they
discovered that they had been consistently corrected using Tippex. Investigators from the
Auditor-General’s office took a suspicious view:
The financial evaluation sheet … indicated the use of correcting fluid on the original
official evaluation forms and these corrections were not initialled by her or anyone
else.
The value system specifically prohibited the use of correcting fluid on the evaluation
worksheets. We could find no evidence that this amendment had been properly
authorized.
The possibility therefore exists that the final results might have been manipulated
deliberately in view of the unauthorized use of correcting fluid.350
Considering the above problems in the scoring of the offset, financing and technical
evaluations, it is obvious that, if all the various errors in the scoring process had been
rectified, GSC would have not emerged as the preferred bidder Even more remarkably, the
bidder that had achieved the lowest bid according to the SOFCOM evaluation, DCN of
France, now emerged as the best bidder on offer. The table below, included in drafts of the
Auditor-General’s Reports, indicates just how the recalculated bids would have run:
Table 24: Recalculated and corrected scores for the submarine contract as per the Auditor-General351

Bidder
348
349
350
351

Total IP
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Military

Financial

Best value

Revised

Original
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GSC
Kockums
Fincantieri
DCN

value
96
82
79
100

value index
88
71
100
83

index
87
81
93
100

95.8
82.7
96.1
100

ranking
3
4
2
1

ranking
1
2
3
4
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3.2 Submarines: the Taint of Corruption
The most substantial account of alleged corruption and abuse of influence in the submarine
contract is provided by a report into Ferrostaal’s international activities by the US law firm
Debevoise & Plimpton. The rationale for the report was addressed in Chapter 2. Suffice to
say that it was an internal compliance exercise in which Debevoise & Plimpton were granted
substantial access to information held by Ferrostaal. They discovered over €1.1bn of
‘questionable payments’ by the company in 16 countries, including a bribe to Muammar
Gadaffi of around €300m. They described these unethical practices as ‘systemic’ within
Ferrostaal, during the very period in which the company was awarded the South African
contract.352
The report identified problematic relationships with three consultants – Tony Georgiades,
Tony Ellingford and Jeremy Mathers – as well as an inappropriately close business
relationship between Ferrostaal and Chippy Shaik.
The report found the following with regards to Tony Georgiades:
‘Through his companies Mallar Inc. and Alandis (Greece) S.A., Georgiades was paid
€16.5m by Ferrostaal between 2000 and 2004. Georgiades was introduced to
Ferrostaal by Thyssen Rheinstahl-Technik GmbH (“TRT”), with whom Ferrostaal had
worked on the first phase of the South African naval project, which was later
separated into submarine and frigate components. In 1997, Christoph Hoenings of
TRT told the Ferrostaal employee then responsible for the submarines project that
Ferrostaal should pay Georgiades $20m “for the purpose of securing the German
package” and that Georgiades would use the payment to convince “key decisionmakers” to support the German bid. The responsible offset employee sought approval
from his superior, then the head of Marine [Force International], which the latter gave,
apparently, without concern.
In October 1998, Ferrostaal and Georgiades signed an agreement whereby Georgiades
would receive 2.5% of the contract value in return for advising and supporting
Ferrostaal in its efforts to win the submarine bid. That 2.5% ultimately worked out to
approximately $20m. Attached to a revised version of the contract was a list of
services that Georgiades was to provide to Ferrostaal. This list was identical to that
appended to a Ferrostaal contract with the other main consultant, Tony Ellingford,
which indicates that the list was appended to the contract merely for appearance’s
sake, and raises questions as to whether Georgiades was expected to perform any of
the listed services.
It is apparent that Georgiades’ chief role was as a conduit to politicians. The record
shows that he knew a number of senior politicians, including President Thabo Mbeki
and possibly Nelson Mandela, and introduced Ferrostaal employees to these
politicians. Indeed, the former head of Marine [Force International] informed the
former CFO in 2003 that “political contacts” with Mallar (and previously TRT) had a
decisive influence on the tender for the submarines. The CEO’s overriding of the

352

Ferrostaal: Final Report, Compliance Investigation, Debevoise & Plimpton LLP, 13 April 2011, Attached as
Annex M.

149
CFO’s objections to paying the €2 million invoice in 2003, set out above, shows how
highly Georgiades’ services were valued at the top of the Company.
Mallar also had some involvement with the offset program. It was intended that
Mallar would co-invest with Ferrostaal on one offset project, although that does not
seem to have eventuated.
Overall, there is little evidence to suggest that Georgiades did work commensurate
with the fee received. By the same token, however, there is no direct evidence that he
gave any money he received from Ferrostaal to third parties.
There are unanswered questions about a third Georgiades company, Elmar Maritime
Inc. In November 1998, Ferrostaal agreed to pay Elmar approximately $2 million for
the transport of oil to South Africa, as part of “pre-offset obligations”. It paid Elmar
$1.865 million in November 2000. It is not clear how “pre-offset obligations” could
have arisen more than a year before Ferrostaal had even won the submarines contract,
or why Ferrostaal needed to bring oil to South Africa. Oil imports were not part of
Ferrostaal’s offset obligations. Nobody has been able to explain the need or rationale
for this agreement and payment.’353
The report also indicated that Ferrostaal had contracted Tony Ellingford as a consultant on
the submarine contract. It should be noted that, according to the report, Ellingford was
recommended to Ferrostaal by Llew Swan, who may also have been receiving funds from
Ferrostaal as early as 1998. Swan, as discussed previously, was part of the selection team for
the submarine contract. Ellingford, meanwhile, was closely connected to Joe Modise.
Ellingford was the trustee of Modise’s main financial vehicle, the Letaba Trust.354
The report noted the following with regard to Ellingford:
‘Tony Ellingford was a former executive in the defense industry hired by Ferrostaal in
1998 to advise on the submarines contract. Like Georgiades, he was paid €16.5
million by Ferrostaal between 2000 and 2003, through his company Kelco Associates
S.A. According to consultant Jeremy Mathers, Ellingford was hired because the
responsible Ferrostaal Bereichsvorstand [board member] in the late 1990s, wanted
someone with “political connections” to help Ferrostaal win the contract. Mathers
asked Llewellyn Swan, an old contact from the South African defense industry, for
advice; Swan recommended Ellingford, who was then hired by Ferrostaal. Ellingford,
like Georgiades, also had multiple political connections, and introduced Ferrostaal to
various decision-makers, including Defence Minister Joe Modise.
As noted, the list of services appended to Ellingford’s contract was identical to that of
Georgiades. There is evidence of meetings arranged and intelligence gathered by
Ellingford, but the amount of work done does not seem commensurate with the
payments he received. It appears he, like Georgiades, was paid to provide political
access.
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The involvement of Swan was likely another instance of payment for access to
decision-makers. Swan was CEO of Armscor Ltd, the South African arms
procurement parastatal, from late 1998 until late 1999. In that position, he was one of
the key individuals deciding who would win the submarine contract.
In November 1999 – weeks before the submarine contract was awarded – Swan
unexpectedly resigned from Armscor. No later than March 2000, he was working for
Ferrostaal, albeit indirectly: at that time, Ellingford informed Ferrostaal that Kelco
was working with a subcontractor called MOIST cc, represented by Swan. In fact, this
may not have been Swan’s first involvement with Ferrostaal: Mathers stated in an
interview that Swan was working for Ferrostaal at least as of 1998, before he became
CEO of Armscor. That is, Swan may have worked for Ferrostaal both before and after
he was in charge of arms procurement in South Africa. The Investigation found no
evidence that Swan tendered his decision in favour of Ferrostaal in return for either
payment or promises of payment, but Swan’s position was a significant red flag that
Ferrostaal ignored.
There is another unexplained similarity between the documentation for consultants’
services: three letters to Ferrostaal that were purportedly written by Ellingford are
virtually identical to three letters purportedly written by Mathers. During his
interview, Mathers remembered writing the letters, but he could not explain why
nearly identical versions appeared under Ellingford’s name. Mathers seems more
likely the original author of these letters because they reported information which,
based on Mathers’ background and other letters and reports written by him, appeared
to be within his knowledge. It is therefore possible that copies were made by
Ferrostaal, to be signed by Ellingford and placed in his file, in order to provide
documentary evidence of services rendered by him and thus seek to justify the
amounts paid to him, if they were ever questioned by the internal controls organs or,
indeed, a tax audit.’355
The final consultant employed by Ferrostaal on the submarine contract was Jeremy Mathers:
‘Jeremy Mathers was a retired admiral hired by Ferrostaal to support the bid,
specifically by providing information on the Navy’s requirements. Between 1998 and
2005, Ferrostaal paid Mathers €1.2 million under three contracts.
The first contract, signed in 1998, included both monthly payments and a success fee
based on ultimate price of the contract. Mathers said that he did not ask for the
success fee and was surprised when his Ferrostaal counterpart inserted it into the
contract presented to him. In 1999, before the submarine contract was awarded,
Ferrostaal suspended Mathers’ contract and told him that it would not pay him the
success fee. Mathers learned that the reasons included a complaint by Accounting
about the success fee. Over the next few years, Mathers negotiated with Ferrostaal,
principally with the then head of Marine, for a resumption of the contractual
relationship and/or payment of his success fee. Eventually, he and the then head of
Marine agreed to enter into two new contracts, even though both of them knew that
Mathers would not be doing substantial work under the contracts; in other words, the
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contracts were merely a new documented basis allowing Mathers to get the success
fee he was promised under the 1998 contract. During his interview, Mathers said that
entering the new contracts “turned an enormous amount of money into something that
was more plausible.”
The contracts were signed in 2001. Under the terms of one contract, Mathers had to
produce various studies. He did so, although in his interview he admitted both that
they were of little or no use to Ferrostaal and that the amount of work that went into
them was only a fraction of what Ferrostaal was going to pay him. One of the studies,
for example, concerned the potential naval markets in other countries of the region,
such as Angola and Mozambique – places where Ferrostaal had no intention of doing
naval business. Years later, when Tax was going closely through various payments to
Mathers, the successor to the head of Marine gave the various studies and reports that
Mathers had compiled to head of tax, telling him that the studies were all “rubbish.”
Nonetheless, Mathers was paid more than €1 million under the two 2001 agreements.
In 2005, for reasons as yet unexplained, Ferrostaal stopped payments to Mathers
while €400,000 under the two contracts remained unpaid. Mathers continues to
contend that he is owed this money by Ferrostaal.
As noted above, Mathers was asked about the identical copies of the letters in his and
Ellingford’s names, but could not provide an explanation, at least as to the genesis of
the Ellingford version.
Although the mechanism by which Mathers’ 1998 contract was replaced and the
envisaged success fee resurrected reveals a lack of controls and compliance with
accounting and financial standards, there is no sign that any of the payments to
Mathers were passed onto decision-makers or that they were intended to be. The
consultant’s agreement to meet for an interview suggests a level of openness and
transparency about the services he provided that was absent in the vast majority of
consultants encountered on this Investigation (although his outstanding claim for
payment may also have played a role).’356
It should be noted that, in draft versions of the Auditor General’s report, the activities of
Jeremy Mathers received attention. The draft version of the Auditor General’s report found
that Mathers was employed as a permanent force member by the DoD between January 1961
and January 1998, with a further short stint between 1 and 11 February 1998. He continued to
draw a salary until 30 April 2000 as a member of the reserve force. In addition, it appears that
Mathers may have used his contacts in the South African Navy to access information
regarding technical aspects of the submarine bid which could be provided to the German
Submarine Consortium. Also important was the fact that, in the year prior to his engagement
as a consultant by Ferrostaal, Mathers was actively involved in developing the value system
to be used in the selection of preferred contractors on the submarine contract. As the draft
version of the Auditor General’s report noted:
‘A memorandum dated 14 October 1997 (FR25/15 001670) from JR Mathers: CDRE
– Chief of Naval Staff Logistics to POP Wills: Reed indicated that Mathers was
providing inputs on the development of the value system of the submarine program.
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A fax dated 2 April 1998 (F25/15002595) from Mathers to POP Wills requested
confirmation of the contents of a reply to an enquiry from HDW. Attached to the fax
was a letter from HDW dated 1 April 1998 (F25/15002596) addressed to JR Maritime
Consulting CC making enquiries pertaining to technical aspects of the submarine
offer. Also attached to the fax was a handwritten response from JR Maritime
Consulting CC to HDW dated 2 April 1998 and signed by J R Mathers.
It was observed that this correspondence was dated prior to the closing date of the
RFO [Request for Offers] of 12 May 1998, which suggests that Mathers was
communicating information pertaining to the RFO via JRM Maritime Consulting CC.
A statutory search by the DSO revealed that JRM Maritime Consulting CC does not
exist.
A review of Mr Mathers employment history revealed that he was employed by the
DoD as a permanent force member from January 1961 to January 1998. The record
reflects that he was also on the permanent force between 1 February 1998 and 11
February 1998. The record indicated that he entered the reserve force on 12 February
1998 and left on 31 January 2000, whereafter he was on the citizen force from 1
February 2000 to date. The record further indicated that he received his last salary
payment on 30 April 2000.
The fact that Mathers has communicated with a bidder while having had access to the
value system indicates a degree of impropriety has occurred.
A note written on the fax by POP Wills stated:
“1. Cdres Mathers’s comments are correct, discussed with him 2/4/98.
2. Encouraged him to get HDW to work through the official channels
3. No further action required from us.”
Whilst it appears that the information sought could have been obtained from the
project team, it does not constituted good procurement practice for an individual
processing sensitive information pertaining to the SDP evaluation process, to
communicate information to bidders in his private capacity.’357
It is apparent that the Debevoise & Plimpton investigators may not have been aware of the
attention paid to Mr. Mathers by the DSO and the Auditor General’s investigation team.
Likewise, it does not seem that the DSO and the Auditor General’s office was aware of Mr.
Mathers’ consultancy agreements with Ferrostaal. But, placed side-by-side, they suggest that
Mr. Mathers had entered into a consultancy agreement with Ferrostaal while still drawing a
salary from the Department of Defence. Moreover, Mr. Mathers had provided information
and access to the GSC’ primary contractors regarding technical aspects of the submarine
contract while the contract was being actively adjudicated. He was able to do so as he had
previously been a participant in developing the value system used in the submarine selection
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process. While we cannot make a comment as to whether this constituted criminal behaviour,
it was clearly irregular and a potential conflict of interest.
It should be noted that under the terms of the contract signed between the winning bidders in
the corvette contract and the South African government (as represented by Armscor, the DTI
and the Department of Finance) it was stipulated that no member of the SANDF or Armscor
(or other relevant government departments) was to be employed by the winning bidder for a
period of eight years without the express prior permission of the Chief of the SANDF or the
managing director of Armscor. We are not in possession of the submarine contract and can
thus not confirm if this clause appeared in it as well. We would recommend that the
Commission investigate whether such a clause was presented in the final submarine
contracts, and whether Mr. Mathers’ consultancy agreements with Ferrostaal from 1998
onwards may have violated these terms.
Also of concern regarding the submarine contract was the relationship entered into between
Chippy Shaik and Ferrostaal after the selection of primary contractors in the Arms Deal. As
we saw above, Chippy Shaik was integral in ensuring that GSC would emerge as the
preferred bidder, largely as a result of his intervention in scoring DCN’s offset proposals at
50 per cent of their stated value. Scarcely five years later, he was appointed as a director of a
Ferrostaal company, TAN Mining and Exploration.358 TAN Mining was jointly owned by
Ferrostaal and an empowerment company by the name of Enable Mining.359 Its first major
project was a proposed $5m investment in a tantaline mine in Mozambique, which received
the go-ahead from the Mozambique government in September 2004.360 TAN Mining and
Exploration, meanwhile, had only been registered in May 2004, suggesting that it was formed
specifically for the purpose of this transaction. Not only did Chippy Shaik appear as a
director of TAN Mining and Exploration; he was listed, too, as one of the directors of Enable
Mining, which, as noted above, was listed as the empowerment partner of TAN Mining.361
Also on the list of directors of Enable Mining were Julekha Mohamed, the one-time attorney
for Jacob Zuma, Yunis Shaik (brother of Chippy) and Rafique Bagus362, who, until May
2005, was the special adviser to the former head of the DTI, and later to the Department of
Public Enterprises, Minister Alec Erwin.363
The potential impropriety of this business conducted between Chippy Shaik and Ferrostaal
was also discussed in the Debevoise & Plimpton report. The report confirmed the details of
the above, as well as indicated an additional avenue through which Chippy Shaik may have
been contracted to provide services to Ferrostaal:
‘Ferrostaal had numerous dealings with Chippy after he left the Ministry in 2001.
These dealings, although not per se improper, are problematic; in particular, the
commercial rationale for some of them is difficult to understand, and there is no sign
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that Ferrostaal took appropriate care, or conducted any due diligence, before engaging
with Chippy.
Chippy’s most extended cooperation with Ferrostaal came through a joint venture
called TAN Mining and Exploration (PTY) Ltd. (“TAN”). In 2004, Ferrostaal,
Chippy’s company Enable Mining (Pty) Ltd. and Mining Projects Development (Pty)
Ltd. (“MPD”), a South African engineering company, formed TAN with the purpose
of mining tantalum in Mozambique and selling it to manufacturers in Europe. The
terms of the joint venture agreement required each partner to contribute capital to
TAN, although MPD was allowed to contribute a significant portion of its capital in
kind because of its engineering expertise.
Ferrostaal contributed just under $1.5 million to the joint venture between 2004 and
2006. It appears neither MPD nor Enable Mining made any cash contributions to the
joint venture; at one stage, Ferrostaal considered loaning Enable Mining the stake it
needed to invest. Ultimately, the joint venture failed and in 2007 Ferrostaal sold its
stake in TAN to Enable Mining for ZAR310,000 (about $40000). This was not only
significantly less than Ferrostaal had invested in the company, but also a fraction of
the amount it had been offered for its stake one year previously. Indeed, at that time,
BDO advised Ferrostaal’s stake was worth ZAR 10 million (about $1.25 million).
In 2008, members of the press asked Ferrostaal about its association with Chippy
through TAN. Ferrostaal replied that it had ended its association with Enable Mining
as soon as it discovered that Chippy was behind the company. This answer was
plainly false, as it was known to Ferrostaal all along that he was behind Enable
Mining; indeed, Ferrostaal directly negotiated with him.
Evidence suggests that Chippy may also have been behind a company called Illima
Community Financial Services (Pty) Ltd. (“Illima”), a consultant that supposedly had
“vast knowledge of the South African business environment.” FERISA [Ferrostaal’s
South African subsidiary] paid Illima ZAR 1.8 million in 2005, supposedly in return
for services relating to various offset companies and other joint ventures. But Illima’s
identity and purpose - and whether it performed any of the stated services – are
unclear. Its directors were listed as Moses Mayekiso and Julekha Mahomed, both
politically connected people (Mayekiso was a leading trade unionist and Mahomed is
Jacob Zuma’s attorney). However, at a meeting at FERISA in 2006, Ferrostaal staff
attacked the management for its ties to Illima and claimed that the engagement of
Illima was solely a way to pay Chippy. Given the unavailability of key former
employees, we have not been able to obtain any explanation of this issue.’364
The submarine contract has suffered from additional allegations of corruption than those
detailed in the Debevoise & Plimpton report. The most famous, or infamous, of these
allegations was made on 3 August 2008, when the Sunday Times ran a damning article in
which it was alleged that bribes had been paid to secure the submarine contract. In particular,
the article alleged that Ferrostaal, the leading member of the Consortium, had paid a R30m
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bribe to Thabo Mbeki.365 Further, the article claimed that, of this R30m bribe, R28m was
transferred over to the ANC, while the remaining R2m was transferred to Jacob Zuma. The
claim, in turn, was based on an intelligence report from a UK risk management agency,
which had been contracted to examine ‘the worldwide activities and “questionable practices”
of the shipbuilder’.366
In reality, as the Mail & Guardian was to report a week later, the UK intelligence report had
been based on the information provided by one Mhleli ‘Paul’ Madaka. Madaka, a former MK
soldier, had worked for the National Intelligence Agency, and had allegedly come across the
information while the NIA was conducting its own investigation of the Arms Deal.367 That
the NIA did conduct an investigation is certain: Andrew Feinstein recalled in the second
edition of his best-selling and widely-quoted After the Party, that he had been approached,
while still a Parliamentarian, by the NIA about the Arms Deal.368 The problem with the
allegation was that Madaka had died on 21 August 2007, prior to the publication of the
Sunday Times story, meaning that the only source who could corroborate the claims could no
longer do so.369 In a bizarre twist, his Golf had crashed into the business premises of none
other than MAN Ferrostaal. 370 Some have questioned whether or not the accident should be
described as such: reports of alcohol in Madaka’s blood sit uncomfortably with the fact that
he had been teetotal for a number of years, while a security guard on the MAN Ferrostaal
premises wondered why Madaka had driven off a gentle bend shortly after negotiating a
tricky freeway off-ramp. To add further spice to the story, it was similarly noted that there
were no tyre tracks leading to the accident site, usually indicative of a failure to apply the
brakes.371
The story was denied by Thabo Mbeki and Alec Erwin. The Presidency denied the
allegations and suggested that legal avenues for defamation would be pursued.372 Ferrostaal,
in a strongly worded repudiation, similarly suggested that legal action was on the cards.373 No
legal action was forthcoming.
Another allegation that has surfaced around the selection of GSC involves Joe Modise.
GSC’s big offset idea was an investment in a steel mill at Coega: an offer that would later
turn out to be a lifesaver after Billiton pulled out of the Coega project374 Without Ferrostaal’s
offer to build a steel mill at Coega, the development would struggle. In November 1999, a
month before the final submarine contracts were signed and about five months after Modise
had ‘initialled’ the submarine contracts in his last act as Minister of Defence, the Coega
Development Corporation (the body tasked with running Coega) contracted with Khuthele
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Projects to undertake preliminary planning on the site.375 Khuthele Projects was a joint
project vehicle that was created and part-owned by the engineering consultancy firm BKS, of
which 30 per cent was bought by Harambee Investments in August 2000.376 The Chairperson
of Harambee, and in large part the owner, was Joe Modise, who, soon after the HarambeeBKS deal, emerged as the Chairperson of BKS.377
Khuthele swiftly moved to deny any allegations of impropriety, arguing that BKS and
Khuthele had received the contracts long before Modise’s involvement via Harambee. But
this was to miss the crux of the claim, namely, that Modise himself had overseen the selection
of GSC and Ferrostaal as the submarine contractors because he saw a future profitable
business angle. And even if this was not corrupt, it was highly unusual and ethically
questionable. Indeed, Colm Allan, head of the respected Public Accountability Monitor,
noted the following after reviewing the facts of the case: ‘Modise effectively ends up
benefiting financially as a businessman from a decision that he made whilst he was a Cabinet
minister. This constitutes a clear conflict of interests.’378
All of these claims have focused on issues that arose after the contracts were signed. But
evidence has emerged that a considerable amount of questionable activity was going on
during the submarine contract negotiations. Perhaps the most serious involved Chippy Shaik - and yet another combat suite. After GSC had been selected as the preferred bidder the
decision still had to be made as to who would provide the combat suite for the submarines.
The initial preferred supplier as articulated by GSC and the Department of Defence was STN
Atlas. But this would have meant that African Defence Systems, which had won the contract
to supply the corvette combat suite -- and of which Schabir Shaik, Chippy’s brother, was a
major shareholder -- would not receive any benefit from the submarine contract.
Minutes from a meeting of the South African Submarine Industrial Cluster (SASUBCLUB),
an informal alliance of different contractors who could do work on the submarine contract
suggest that Chippy Shaik and one other person attempted to secure ADS’ involvement in the
submarine contract. Chippy Shaik and Admiral A.N. Howell had requested that members of
SASUBCLUB meet with them to discuss a number of issues on 30 June 1998. The meeting
was not just with Shaik and Howell, however. Effectively, it was a meeting between ADS
and the SASUBCLUB, with Shaik and Howell acting as facilitators. The intention of the
meeting: to try and negotiate a means by which ADS could enter workshare agreements with
the members of SASUBCLUB, in order to ensure that, even if ADS did not win the combat
suite, it would still get a range of subcontracts flowing from the deal. In addition, a further
meeting, held on 19 August 1998, seemed to suggest that ADS was already considered a
certainty for the combat suite contract.379 Remarkably, all of these meetings took place long
before the submarine contracts had been selected, suggesting that Shaik and Howell knew, or
strongly suspected, that the German Submarine Consortium would win, and that this would
entail the involvement of ADS.
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Admiral Howell recalled matters a little bit differently, despite the evidence of the minutes
discovered by the Auditor-General’s team. Howell recalled that, at the time (before the prime
contractor had been selected), ADS approached Howell with a complaint that the
SASUBCLUB had refused to admit ADS as a member. At roughly the same time, the
SASUBCLUB approached Howell and claimed the opposite: that ADS had refused to join
after an invitation had been offered. Howell decided to get ADS and SUBCLUB ‘face to
face’ in order to ‘stop local industry fighting among each other, which I considered could be
harmful to themselves and the navy, as we wanted to support our local industry as much as
possible. There was never any intention that Mr Shaik or myself should be part of the
meeting.’380 Chippy Shaik, under questioning from members of the Scorpions, recalled that a
meeting did take place but claimed that this did not raise conflict of interest issues: ‘No, no,
no, the sub-club is a loose coming together of people that had a common interest. They have
zero-zero-zero influence on any of the processes.’381
ADS did not receive the combat suite contract, and was not included as a significant part of
the main combat suite contractors’ plans. This was not for want of trying. On 3 June 1999, a
subcontractor attached to the STN Atlas bid sent a letter to Johan van Dyk, head of
Armscor’s DIP division, in which it was stated: ‘In view of the recent developments in the
submarine project, I have been asked by STN Atlas Elektronik GmbH, one of the combat
suite offerors [sic] for the project, what the IP implications to them would be if African
Defence Systems of Mount Edgecombe were to be one of their major RSA based
subcontractors. The question specifically relates to ADS’s foreign shareholding.’382 In reply,
Van Dyk noted that it would be unacceptable, and instructed STN Atlas to reinstate its
original combat suite subcontractor structure, which included Tellumat, Mattek and C2I2.
It is unclear exactly why STN Atlas made the suggestion in the first place, but one indication
is provided by the minutes of an Arms Deal meeting held on 7 May 1999, roughly a month
earlier. Under the sub-heading ‘combat suite’, the minutes indicated that it was decided to
‘invite a parallel offer from Messrs ADS for the combat suite. The final date of this offer is
14 May 1999 and should include all associated risks.’383
At a Project Control Board meeting on 27 May 1999, ADS’s hopes were dashed. According
to the minutes, a price comparison between Atlas and ADS’s different systems was
presented, with ADS emerging as the more expensive option. Chippy Shaik was unhappy
with the outcome: ‘The chairperson [Shaik] then raised his concern regarding the visibility of
how GSC determined the price difference and indicated that GSC had undertaken to give him
and the CEO of Armscor the required visibility’.384 In other words, Chippy Shaik that he
would have a meeting, along with Llew Swan, with GSC, in which he questioned why they
had listed his brother’s company’s offer as so expensive. It is plausible to believe that STN
Atlas may have considered adding ADS as a workshare partner because Chippy Shaik had
already strongly indicated his preference for this option.
It should be noted in support of this supposition that an employee of the German Submarine
Consortium interviewed by Debevoise & Plimpton’s investigators claimed that Chippy Shaik
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had directly demanded that ADS be selected as the subcontractor to supply the combat suite
on the submarines:
‘As noted, Chippy was in charge of acquisitions at the Ministry of Defence from 1997
to 2001. As such, he was one of the key people involved in determining who would
win the submarines contract. As was to be expected, Ferrostaal had numerous
dealings with Chippy during his tenure at the Ministry. On one occasion, one
interviewee said, Chippy told Ferrostaal and its consortium partners that they must
grant the subcontract for the submarine combat suite to African Defence Systems
(Pty) Ltd. (“ADS”) a company controlled by Chippy’s brother Schabir. According to
the same interviewee, HDW, the shipbuilding member of the consortium, refused to
do so because of ADS’ partnership with a French company. This incident is
nevertheless indicative of the possibility that Chippy may have sought to derive a
personal benefit from his public function.’385
As mentioned above, it seemed that Chippy Shaik’s intervention in the matter could not
secure the involvement of ADS as the key partner in the combat suite contract. Nevertheless,
ADS did receive certain subcontracts in the submarine contract. In the same exchange of
faxes between Johan van Dyk and the member of the STN Atlas group, it was bluntly
acknowledged that STN Atlas would place a subcontract with ADS for the Torpedo Fire
Control System ‘as instructed by the Armscor PCB’.386 Indeed, when the Auditor-General’s
office reviewed who was included in STN Atlas’s list of subcontractors, it was ‘observed that
ADS had been awarded a contract to the value of €2.5 million.’387
Another notable recipient of large contracts in the submarine selection was Futuristic
Business Solutions. This company has been discussed in depth in Chapter 1 and earlier in this
chapter. In March 1998, Futuristic Business Solutions entered into a contractual arrangement
with Log-Tek (Pty) Ltd -- the company that, after some allegedly dubious dealings involving
Joe Modise, Ian Deetlefs of Denel and Ron Haywood of Armscor, became the eventual
owner of Conlog, which was supposed to receive contracts from BAE as part of its offset
proposals. The subsequent joint venture between FBS and Log-Tek, known as Applied
Logistics Engineering (ALE), signed a raft series of logistics contracts with the German
Submarine Consortium in May 1999. Intriguingly, the shareholding of ALE suggested that
the most lucrative services it could offer would be the provision of political connectivity: by
agreement, FBS would hold 70 per cent of the shares, but only complete 10 per cent of the
work. Importantly, this was acknowledged by the Scorpions during their wide-ranging
investigation into the Arms Deal as a potentially illegal set of circumstances, no doubt
influenced by the fact that the individual appointed as the chairperson of ALE was Keith
Mokoape -- who, at the time, was also a director of Armscor, and a politically connected
figure who had once headed up MK’s intelligence unit in exile.388 As was made clear in an
affidavit filed by senior Scorpions investigator Gerda Ferreira, in support of search and
seizure warrants related to Schabir Shaik:
In March 1998, FBS and Logtek (Pty) Ltd established a joint venture in the form of
Applied Logistics Engineering (Pty) Ltd (‘ALE’). In respect of both the submarine
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and the corvette programmes, cooperation agreements were signed between ALE and
the successful bidders, namely the German Submarine Consortium (‘GSC’) (May
1999) and the German Frigate Consortium respectively. The detail of the contracts
still has to be finalised. The cooperation agreement with the GSC envisages that ALE
shall be the main partnership subcontractor to the GSC for that part of the logistic
services to be rendered in South Africa. In terms of the agreement between FBS and
Logtek, FBS held 70% of the shares in ALE and would initially be responsible for
only 10% of the work. After an 18 month period during which skills were to be
transferred, the work ratio was supposed to be divided equally. However Logtek
subsequently withdrew from the contract and litigation is currently pending. 389
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4. The Selection of the Preferred Contractor in the Light Utility Helicopter Contract
and the Taint of Corruption
At a total cost of just under R500m, the contract to purchase 30 Light Utility Helicopters
(LUH) was the smallest acquisition of the entire Arms Deal.
When the Auditor-General’s office examined the documents used in the selection of the LUH
little seemed to be amiss, except for the selection of one of the subcontractors, which is dealt
with in section 5. The selection of the prime contractor, in this case Italy’s Agusta, had been
concluded without any notable irregularities. Besides a small number of calculation errors
that, while once again indicative of a process badly managed, did not influence the eventual
selection, no evidence could be found of the gross manipulation that was found in all the
other contracts. When the final rankings were evaluated, it seemed clear, at least to
investigators from the Auditor General’s office, that the correct contractor had been selected,
as the following table indicates:
Table 25: Official SOFCOM scores in the selection of the Light Utility Helicopter390

Bidder
Agusta
(Italy)
Bell-Textron
(Canada)
Eurocopter
(France)

Military
suitability vs.
cost
100

Financial
evaluation

Offsets
evaluation

Rank

100

Total
indexed
score
100

97

57

67

68

64.6

3

69

100

71

80.8

2

1

However, one of the bidders, Bell-Textron, a US company bidding from their Canadian office
and with the diplomatic support of Canada itself, believed that the selection process was not
conducted fairly. A number of figures attached to the Bell bid have indicated that not only
were the figures manipulated in ensuring that Agusta emerged the preferred bidder, but that
this was done by means of inducements offered by Agusta to connected political individuals.
One such figure is Ambassador George Trail III, a retired American diplomat who had been
an ambassador in Africa. After his retirement he was approached in 1996 by the US office of
Bell with a request that he act as a consultant to any future helicopter bid:391 word was
already out that the Air Force was looking for helicopters, and already had a staff requirement
approved for any future acquisition.392 Once the tender was officially sent out in 1997, Trail
got to work supporting the Bell team – now bidding from the Bell-Textron Canada office as
the US and Armscor were still at loggerheads about a number of issues. Prior to starting his
lobbying drive, Trail was sent to the US office and briefed by lawyers, who explained the
US’s Foreign Corrupt Practices Act, which -- rarely for a first world country -- set out how a
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US citizen could be jailed for bribing a foreign official. Trail, by his own admission, felt that
the briefing was unnecessary, as he had a ‘good reputation to maintain’.393
Trail set up meetings with key individuals, including ‘people at the DTI and the Deputy
Minister of Defence’, in order to ‘make a deal for Bell, explaining about our good prices and
our good product’.394 But, to Trail’s concern, ‘it became apparent pretty early on that this
process was not going to be conducted the way it ought to be’.395 Trail described his first
meeting with Chippy Shaik as follows:
That’s when I first met Chippy Shaik. I didn’t know the other brothers at the time. But
he was the senior point of contact for any of the tender companies. You know, I come
from a diplomatic background, and any negotiation that involves arms and money and
arms sales, you always have a note taker or minute taker so that everybody agrees to
what was said and agreed to. There’s nothing like that when you’re dealing with Mr.
Chippy Shaik. Every time we met him, he was by himself, either in his office or in a
coffee shop. I met him out in Fourways at one time. He never came right out and said,
‘look, for a certain consideration I can be helpful.’ But, what he did suggest was that
we hire a company to lobby on behalf of Bell Helicopter.396
Another senior member of the Bell team, who agreed to be interviewed on condition of
anonymity, similarly recalled meeting Chippy Shaik early on in the selection process:
I met with Chippy Shaik several times. The first time we met it was a fairly positive
meeting, in that he indicated that it would be a good thing for South Africa and United
States to be involved and to get that contract would help that relationship. In the early
stages of the game, we felt that we were favoured in that regard. We weren’t
guaranteed to win, but they were leaning in our favour. I always say that there are four
elements to winning these sort of sales, and one of them is a political angle. So we
started off, we and Trail, we know that we had to come up with a very good offset
programme, particularly since our helicopter was in the development stage at that
time. We actually did that, we had almost USD300m in offsets, before they apply
multipliers, and they were proper real offsets. It was run out of our London office, and
our guy spent three months working on that programme. So we thought we were in a
very good position. And then things started turning a bit south.397
As it turned out, despite Bell’s commitment to the offset programme, according to Chippy
Shaik this would be only a small, and insignificant, consideration in the awarding of the
contract. During a meeting between Shaik and Ambassador Trail, Chippy Shaik allegedly
claimed that offsets were inconsequential:
Chippy basically said, look, don’t worry too much about this offsets stuff. You know,
the DTI guys, ‘they’re small boys’, so don’t get too hung up on this. Of course, we
did get hung up on it, and I must say that the guys at Bell, and the parent company
Textron, their main product is fasteners which hold planes and cars together, and is an
11 billion dollar company. So when you drive a car, or fly a Boeing, they use Textron
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stuff to hold it all together. As a result, we got Textron involved. Because Bell only
makes helicopters there is a limit as to what they can do. When the Textron guys
came, they saw huge potential for manufacturing. And instead of a seven year
programme, it would have been open-ended. It would have been to upgrade the
technology of producers of fasteners here, which would have upgraded the capacity
and capability, which they were prepared to do. But Chippy Shaik referred to it as
‘peanuts’, even though over the years it would have been billions of dollars, nearly all
of it export.398
More important than considerations around offsets, as Chippy Shaik soon made clear to Trail,
was the partnership that Bell would need to enter into with a specific company: Futuristic
Business Solutions. Upon being told that FBS should have been included as a partner in
Bell’s bid, Trail decided to follow up on who this company were, only to establish that it
existed largely in name only:
Chippy recommended Futuristic Business Solutions. He told me where the office was
and what the telephone number was; it was off Bolton road near Rosebank. I went to
go and visit it, but it wasn’t there. This guy, Tshepo Molai offered his services to Bell,
which would have required $250 000 to set up offices, and USD25k a month to act as
a consultant to Bell. It was just an outright request for money: this guy had no office
in Rosebank! There were always these kinds of games: these guys would be given the
contracts and then would subcontract to somebody else who could actually do the
work. We met with him, and it was clear what was going on.’399
Another senior member of the Bell bid recalled much the same interaction, and the same
demand for the inclusion of FBS as Bell’s lobbying partner. Interestingly, FBS was presented
as only one arm of a larger network of ex-MK cadres who believed that reward should be
forthcoming following their years of struggle:
There was a meeting organized at the Balalaika Hotel. A colleague of mine and
another guy who was in the offsets programme met with a group of people. It was a
kind of an organization that was attached to all the veterans of the anti-apartheid
movement, Joe Modise was there, as well as a white guy. In any case, they had a
meeting, and it became clear that one of the things that we were going to have to do
was to set up an office to monitor offsets, and we were supposed to hire seven people
and run this office for a number of years. We figured out it would cost about $3
million. As soon as they reported it to me, I thought it was no good. I then called a
guy who was in charge of the Armscor side of things, short fellow, Afrikaans, and I
said ‘isn’t that your responsibility’, and he said, ‘yes, that’s the government’s
responsibility to run this office.’ And that was the first inkling of things to come.400
While the Auditor-General’s office may have found that there was little in the selection
process to be questioned, this was not the opinion of one of Bell’s senior representatives.
Speaking on condition of anonymity, he claimed that details of Bell’s bid may have been
intercepted using illicit surveillance:
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We discovered that people were bugging our phones late in the day unfortunately. We
had Ambassador Trail’s house swept and we found a bug. They were bugging our cell
phones and that’s how they knew about some of our proposals for the offsets we were
offering. With one of the military guys, there was some suspicion in our camp that he
was in favour of the Agusta bid. We remarked about this, and we must have
mentioned it on the phone. I met him at a cocktail function, and he commented on it,
so it became very clear to us that he had been told about the conversation we had.
The way I knew they were tapping the phones was simple. Like we have the National
Security Agency here, South Africa has its own intelligence units, and they were
tapping the phones of people tapping our phones. We didn’t twig to that until quite
late in the day when this guy made remarks that he could only have made if somebody
had been listening to the phones.401
It should be noted that the Scorpions were suspicious of the relationship between Futuristic
Business Solutions and the primary contractor (Agusta), and instituted an investigation into
the relationship:
Whereas I have further reason to suspect that the abovementioned specified offences
[of fraud and corruption] have been committed or are being committed or that
attempts were made or are being made to commit such offences arising out of the
armaments acquisition for the Department of Defence whereby Agusta Un’ Azenda
Finmecannica S. P. A appears to have paid undue benefits in the form of success fees
to Futuristic Business Solutions (Pty) Ltd for its successful selection as sub-contractor
for the supply of integrated Logistic Support, Services for the light Utility Helicopter
Project.402
Upon investigating the matter, the Scorpions were able to determine that FBS had, indeed,
received a considerable payment from Agusta on 19 January 2000, just weeks after the Arms
Deal’s official unveiling. That this was a payment for ‘services to be rendered for logistic
services’ (the official description of the services offered by FBS) was in serious doubt,
considering both the political nature of its office-holders, and the fact that, much like Nkobi
Holdings, it had little actual competence to undertake the work. As Gerda Ferreira, in an
affidavit in support of a search and seizure warrant in the Shaik investigation, noted:
On 19 January 2000 FBS was successful in concluding a contract for the supply of
integrated logistic support services with Agusta, the Italian corporation whose bid to
supply the Light Utility Helicopter was successful. The total cost of the contract is
specified as R17 298 321.54, while the ‘Total Delivery Milestone Payment Schedule’
reflects an amount of R13 148 869.64. In terms of the prime Agusta contract with the
South African government in respect of the Light Utility Helicopter, ADS is listed as
a subcontractor.
… it must be mentioned that the evidence under oath relating to FBS's capacity to
service any of the contracts was inconsistent. It was a new company formed in 1997.
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The company was established 'to look at opportunities in the defence industry' and
had limited experience in the field of integrated logistic support services. The
evidence ranged from the view that the company had the necessary capacity, through
the view that the necessary capacity was limited, to the view that the necessary
capacity was lacking. There is thus at least a suspicion that irregularities attach to the
choice of FBS as a contracting party.403
Agusta, when contacted, declined to comment on the allegations.404
Interestingly, after Andrew Feinstein had had a similar discussion with Ambassador Trail (as
reflected above) he received additional similar information. The source (who asked not to be
identified as they had ongoing work related to the Arms Deal) was told that Fincantieri had
had an almost identical experience with Chippy. They were asked to meet at an informal
venue, not at his office. At the meeting Chippy suggested his brother Schabir as an
appropriate empowerment partner, implying that failure to follow his advice would hinder
their efforts to secure a contract. Someone acting for the company was so shocked by this that
they approached senior ANC leader Steve Tshwete. He listened attentively, but did nothing.
Fincantieri believed they had won the submarine contract, and their President flew to South
Africa to conclude the deal. However, they were then told that the decision had changed. The
contract had gone instead to the German consortium. The Italians were approached by
someone allegedly sent by Chippy, who suggested that for a payment of $15 million they
could still ‘better the Germans’. A second source, this time within the Navy, confirmed the
gist of this story, and the battles that had gone on around the decision and its reversal.
After Scopa had initiated an investigation, people associated with Fincantieri were told not to
co-operate with the investigators as the Italians ‘didn’t want to upset the South Africans’.
Feinstein had no reason to doubt the sources and felt that a second, unconnected account very
similar to Trail’s added credibility to both.
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5.1 Irregularities in the Selection of Turbomeca in the Light Utility Helicopter Contract
While the Auditor-General’s office could not find any manipulation in the award of the
primary helicopter contract, they stumbled across one instance of gross abuse of process in
the selection of subcontractors. In particular, the Auditor-General was able to establish that
the selection of Turbomeca engines over Pratt & Whitney engines was frequently
manipulated – to the point where the matter was sent back for review four times before
Turbomeca was finally selected, despite Agusta’s frequent protestations.
It seems that, initially at least, this interest in the subcontractors was motivated by
information fed to Agusta by Futuristic Business Solutions.405 According to the draft version
of the Auditor-General’s Report, FBS and Agusta had signed a memorandum of
understanding that included a stipulation regarding the involvement of the local defence
industry:
The representative of FBS explained that they were introduced to Agusta by ACS
International, the local representative of CASA (a Spanish company). They wrote a
letter introducing FBS and used ACS International as a reference. FBS put a proposal
together for Agusta, using expertise from EXCEL, Logtek and Paradigm systems.
These latter companies were local defence industry companies and participated in
other programmes as sub contractors in own right [sic]. A confidentiality agreement
between Agusta and FBS contained the following statement: ‘as part of the request for
offer, there is a requirement for deep involvement of South African Industry.406
This was an interesting point, largely because of the involvement of ACS International. As
discussed in Section 1.2 above, ACS International (short for Aviation Consultancy Services)
was reported by the UK’s Serious Fraud Office (SFO) to be part-owned by John Bredenkamp
– a recipient of considerable moneys from Red Diamond Trading according to the SFO.407 It
was also alleged that a payment from ACS International to Fana Hlongwane had been
contemplated, as confirmed by documentary evidence, but that the SFO was unable to trace
it.408 Independent investigations – one by the UN – confirmed that ACS International
represented Agusta in Africa, as well as BAE and Dornier of France.409 This suggests that a
company that was deeply involved in the allegations of corruption in the BAE deal was
acting as a key intermediary for Futuristic Business Solutions in their interactions with
Agusta. Considering that ACS’s website boasted that ‘ACS associates are highly influential
individuals whose contacts reach into Government agencies, corporate structures and Royal
families’410, it is hard not to view this relationship – and the money that FBS was to make
from it – with the deepest suspicion.
405
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Initially, it seemed that Agusta would still have a relatively free hand in choosing the
subcontractors to be used to build the helicopters. In particular, Agusta recommended the use
of the Pratt & Whitney 207C engine. Armscor favoured the selection of the Turbomeca
Arrius 2K2 engine. Armscor wrote to Agusta on 3 December 1998 to request that the
decision be reviewed to ‘compare the technical characteristics, costs and industrial
participation proposed from each of the two engine manufacturers’.411 Agusta listed a number
of reasons why the Pratt & Whitney was the favoured engine, including the fact that the
Turbomeca engine was more expensive and that Pratt & Whitney offered an 80 per cent
better industrial participation programme. In addition, Agusta had already used the Pratt &
Whitney engines in previous versions of the Light Utility Helicopter. Turbomeca’s engine
was still in the prototype and design phase, suggesting that it might not meet the eventual
technical requirements of the process.412
As a result, on 3 February 1999, the SAAF and Armscor CEO Llew Swan were tasked with
re-evaluating the proposal, which was presented on 24 June 1999. Yet again, the Pratt &
Whitney emerged as the favourite contender, largely as a result of cost and the fact that the
Turbomeca engine was still in development phase.413 The cost implications were substantial:
selecting Turbomeca would have increased the total acquisition cost by $2 701 835
($2.701m) -- roughly R19m. In the meantime, however, while the evaluation was being
conducted, Llew Swan received a letter dated 11 February 1999 from Mr J Botha, the acting
CEO of Denel, stating:
1. LUH. In many ways it is vital for Denel that Turbomeca secure this contract, and
hence it is our hope that their bid is on equal footing or better than that of their
competitor Pratt & Whitney. This is for the following reasons:
2. Should they win, they will establish Denel as a major service, repair and overhaul
centre for their primary range of engines, covering the entire African continent.
3. Significant manufacturing work, for which the first order or batch for 10 sets of
gears has already been received.
4. Engines, and where they are currently supporting us in Australia [sic]
5. Turbomeca has declared their intention to acquire a controlling share, 50% +/- in
Denel Airmotive.414
When the military evaluation was discussed at a meeting of the Helicopter Project Control
Board (the official body overseeing the LUH acquisition, which was to report to Cabinet on
preferred suppliers), it was argued that the evaluation was not complete. According to
minutes of the 1 June meeting, which were signed by Chippy Shaik, it was argued that the
evaluation might be overridden by ‘strategic issues’ on the part of the Cabinet sub-committee,
and that the NIP and DIP proposals were still to be included:
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The evaluation of results indicated a normalized figure of military merit of 95.5 for
Turbomeca and 100 for the Pratt and Whitney offer. No selection can take place
before both the NIP and DIP have been included and approval is obtained from the
PCB [Project Control Board]. It was noted that the strategic issues as depicted in the
value system are technical and that the politicians could possibly apply national
strategic issues that may differ from the military appreciation.415
This suggested that considerable weighting would be given to the NIP and DIP concerns, and
that a cost and technical evaluation might be overruled as Cabinet saw fit. In order to rank the
NIP and DIP values of the engine deal, Armscor personnel were tasked with evaluating the
proposals that had been made. The final results were heavily in favour of Pratt & Whitney,
which scored 100 on the revised offsets evaluation compared to 84 for Turbomeca. To date,
therefore, Pratt & Whitney had won in every evaluation undertaken: it was cheaper, safer,
technically better suited, and offered a better offsets programme.
Upon completing the evaluation, the head of Armscor’s DIP team overseeing the evaluation,
Johan van Dyk, wrote to Llew Swan informing him of the outcome. Importantly, the results
of this evaluation were never presented at a meeting of the Project Control Board for
discussion. Instead, Swan wrote to Van Dyk, stating that ‘we need to evaluate the investment
by Turbomeca in Denel Airmotive – I believe it is some R100m – which will alter the DIP
evaluation. Talk to Denel and Turbomeca.’416 On Swan’s instructions, the matter was
reviewed again. The DIP evaluation team refused to include the proposed R100m investment
in Denel as no business plan had been submitted. As a result, the revised evaluation again
favoured Pratt & Whitney. Indeed, the re-evaluation led Turbomeca to score only 78,
compared to their original 84. After yet another review was requested, Turbomeca still failed
to come top of the list, scoring 85 compared to Pratt & Whitney’s 100.417
These evaluations were still not to the liking of key decision makers. As such, a fourth review
was conducted in June 1999, and, as a result, Turbomeca emerged as the victor with a score
of 100 compared to Pratt & Whitney’s 94.418 This was only achievable as a result of the fact
that the entire evaluation system was changed. The NIP proposals, which were weighted
differently to the DIP proposals, were suddenly bundled together with the DIP proposals.
This, it was claimed, was because of their alleged ‘duality’419: some of the NIP proposals, it
was suggested, could just as easily be thought of as DIP proposals, at least if an absurdly
flexible and broad approach was adopted. In other words: the offset evaluation criteria were
changed, and Turbomeca’s investment in Denel Airmotive was included, despite the fact that
it had been previously specifically excluded because no business plan had been submitted at
that time.
The new evaluation, listing Turbomeca as the preferred bidder, was presented to the
Helicopter Project Control Board on 6 July 1999, and discussed in an extraordinary meeting
called on 3 August 1999. The Technical Team (who had overseen the initial evaluation that
did not select Turbomeca because of cost and other concerns) raised their concerns with the
new information, as they had already expressed their preference for the Pratt & Whitney for a
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whole host of reasons. The result of the meeting, which was chaired by Chippy Shaik with
Llew Swan as alternate chairperson, was that
...the forum present was unable to reach consensus with regard to the engine selection.
It was decided that the information would be presented to Cabinet for final decision
on the choice of engine. The Chair indicated to the members present that the PCB
could not overturn the final evaluation Figure of Merit.420
In effect, this meant that both the revised offsets evaluation (which favoured Turbomeca) and
the technical and cost evaluation (which favoured Pratt & Whitney) were supposed to be
presented to Cabinet for a discussion. However, at a further meeting of the Helicopter Project
Control Board on 22 September 1999, it was only recorded that ‘the engine selection for the
LUH was performed and the engine decided upon was the Turbomeca Arrius 2K2’.421 As a
result, Cabinet was not provided with any options: Turbomeca, despite the protests of the
Project Control Board, was presented as the preferred supplier, without a comparison being
made with Pratt & Whitney.
That this situation was highly irregular is confirmed in the draft Auditor-General’s Report.
Indeed, a representative of Pratt & Whitney lodged a letter of complaint noting that Denel
and Armscor were dealing directly with Turbomeca, despite the fact that this was against the
rules governing the acquisition process. The summary provided in the draft AuditorGeneral’s Report agreed, noting:
The facts and circumstances relating to the selection of the sub contractor for the
supply of engines for the LUH showed that the process leading to the awarding of the
contract to Turbomeca was irregular.
The proposals from Turbomeca and Pratt and Whitney [sic] were evaluated against an
approved value system… The results were in favour of the Pratt & Whitney proposal.
The main bidder, Agusta, also recommended the Pratt and Whitney [sic] engine.
Direct intervention by Mr. Swan led to several re-evaluations that ultimately resulted
in the contract being awarded to Turbomeca…
Before the final IP evaluations in June 1999 various documents were submitted to
DTI and Armscor on Turbomeca letterheads, but they appear to have emanated from
Denel Airmotive. Some of these documents were faxed from Denel Airmotive to
Armscor and it would appear that the documents originated from the office of the
Acting CEO of Denel, Mr. Botha. It transpired that one of the main evaluators, Mr.
van Dyk, subsequently resigned from Amscor and joined Denel as the Executive
Manager to coordinate the Industrial Participation. He submitted during evidence that
this position was only negotiated much later during the first months of 2001.
Turbomeca was awarded the engine despite the risks that had been identified. Special
measures had to be taken to abate the risk since the prime contractor was not prepared
to accept the risk…422
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The implication of the above was profound. During the evaluation process, it was claimed,
Denel had become so close to Turbomeca that letters with Turbomeca’s signature were, in
fact, faxed from Denel itself. This suggests, of course that Denel had used its position in the
acquisition process to force through a selection that was against the wishes of nearly
everyone involved, including Agusta.
Less than a year after the Arms Deal was completed, Turbomeca was announced as the
strategic equity partner with Denel Airmotive, which had played such a key role in getting
Turbomeca selected over Pratt & Whitney. By 2006, the deal was completed, with a new
company, Turbomeca Africa, the result. Turbomeca, based in France, owned a 51 per cent
stake in the company, with Denel taking the remaining 49 per cent423 Interestingly,
Turbomeca bought a share in the company for only R30m – representing a R86m loss for
Denel. Indeed, it was later acknowledged that Turbomeca Africa would have an annual
turnover of roughly R400m. According to Turbomeca, it intended to channel its DIP
obligations through the newly formed company.424 This suggests that Turbomeca’s DIP
obligations that were to be fulfilled were, in effect, financed by the taxpayer: if Turbomeca
were to discharge its DIP obligations as a result of the Arms Deal through Turbomeca Africa,
it would, in reality, be using the cash it received from the Arms Deal to fulfil its DIP
obligations.
Unfortunately, this is not the only problem with regard to the Turbomeca contract. Indeed,
the decision on the part of Armscor to pursue the Turbomeca engine may also have benefitted
a number of politically connected individuals (although there is no evidence that Turbomeca
was ever aware of this), or, at the very least, a strategic move to bolster a project that had
almost no public support: the Rooivalk attack helicopter. As was noted above, one of the
reasons that Denel supported the Turbomeca bid was because Turbomeca was ‘currently
helping us in Australia’. At the time, it was openly acknowledged that BAE was helping
Denel to market the Rooivalk attack helicopter in Australia under the name Red Hawk.425
Australia had made public its intention to purchase US$710m in replacement helicopters.426
According to the agreement, BAE Australia would be the main contractor dealing with the
Australian government, while Denel would serve as BAE’s subcontractor. Winning this
contract, one would imagine, would thus be a strategic priority of both BAE and Denel: a
feeling that would no doubt have been intensified by the fact that, at the time, BAE and Denel
were in talks to become strategic partners.427 This strategic partnership did not, in the end,
materialise.
Turbomeca, in turn, would have been vital to get on-board: they were one of the largest
helicopter engine manufacturers in Australia at the time, and a major player in the Australian
helicopter market. With Turbomeca’s support, it seems, BAE and Denel hoped to get
Australia to purchase the Rooivalk: a helicopter that no one, excluding the South African Air
Force, has ever bought, despite the R8bn that has been spent on its development. Quid pro
quo: Turbomeca would get the Agusta Light Utility contract because of the interference of
Shaik and Swan, which, in turn, would fund the firesale acquisition of Denel Airmotive (at a
loss of R86m to the South African taxpayer), while Turbomeca could play a key role in
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assisting BAE and Denel secure the Australian contract. In the end, the contract was granted
to Eurocopter with its Tiger Helicopter – and with Turbomeca supplying the life-cycle
support for the Tiger, suggesting the centrality of Turbomeca to the Australian helicopter
purchase.428
This, of course, hints at no more than strategic positioning, and there is nothing necessarily
illegal involved, although there are concerns that the South African fiscus was prejudiced by
the selection of a more expensive bidder.
But this is only part of the story. What is remarkable is the extent to which Chippy Shaik and
Llew Swan were willing to intervene to ensure that Turbomeca got the contract. Later drafts
of the Auditor-General’s report noted:
During the consultations with witnesses it was alleged that Messrs L Swan and S
[Chippy] Shaik had intimidated certain staff members who had been opposed to the
awarding of the contract to Turbomeca. The staff members concerned had been
threatened with dismissal if they dared to openly oppose the said two persons.429
It would seem odd, if such allegations were accurate, that both Swan and Shaik would
respond to this aggressively merely because of the need to protect local industry: the example
of the deselection of C2I2, for example, indicated that Shaik was happy to intervene to ensure
the use of foreign suppliers for the Information Management Suite to the detriment of C2I2’s
locally developed technology. This raises the possibility that the selection of Turbomeca may
have been informed by other motives. The Scorpions, too, may have had similar concerns. In
August 2001, for example, they issued a proclamation stating that the unit was to investigate
a number of corruption possibilities in the Arms Deal. To quote from the proclamation:
‘Whereas I have reason to suspect that specified offences as intended by the Act, of
fraud and/or corruption in contravention of the Corruption Act, 94 of 1992 have been
committed or are being committed or that attempts were made or are being made to
commit such offences arising out of the armaments acquisition for the Department of
Defence, involving the prime bidders/contractors in terms of which certain contracts
and/or sub-contractors for the supply of armaments were concluded and more
specifically in respect of the following contracts and subcontracts…
Turbomeca as sub-contractor for Agusta Un' Azienda Finmecannica S. P. A for the
supply of engines for the light Utility Helicopter programme.’430
Tracing how corruption may have infiltrated this particular selection is difficult, but the
following may provide one potential avenue. One of the largest contractors on the Rooivalk
project was Advanced Technology and Engineering (ATE).431 Indeed, ATE was responsible
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for the integration of Rooivalk’s combat suite during its initial design phases and was given
the task of upgrading the Rooivalk’s suite in the mid-2000s to reach international standards –
creating, in the process, what was known as Rooivalk II, or Rooivalk Mark II.432 ATE was 20
per cent owned by BAE (and later became the only production centre in the entire world
provided with a licence from BAE to install the full avionics system in the Hawk aircraft at a
contract value of R500m433). It featured a number of notable directors, including Diliza Mji
and Richard Charter. As discussed previously and more fully below, Diliza Mji – the former
treasurer of the ANC in KwaZulu-Natal and previously in business with Moeletsi Mbeki –
has appeared on a number of occasions in BAE-related South African companies, and has
made a considerable amount of money as a result of this connection as a shareholder in BAE
Land Systems. Richard Charter, similarly, was acknowledged as the official agent of BAE in
South Africa, although it has subsequently been alleged that he was merely a conduit for the
payment of bribes to senior South African officials.434
Also on the board of ATE was one Jean Marc Pizano, who also appeared on the board of
Osprey Aerospace435 – the company through which Richard Charter ran his BAE agency in
South Africa, and which was named in affidavits lodged by the SFO as a vehicle for the
receipt of ‘commissions’ from BAE that were suspected of being subsequently paid on as
bribes to politically connected South Africans.436
Nevertheless, the closeness between BAE and a number of ATE’s directors, including
Richard Charter and Diliza Mji, and BAE’s connections to corrupt dealings in the Arms Deal
(facilitated by the individuals who were so key to ensuring Turbomeca’s inclusion) suggest
that this may have been a potential reason why Chippy Shaik and Llew Swan intervened with
such gusto to ensure Turbomeca’s selection: the inclusion of Turbomeca may have led to the
signing of the Rooivalk contract in Australia, significantly enriching ATE who were the
prime contractor for the avionics system, which, in turn, would have benefited a number of
well-connected politicians and agents used by BAE in the Arms Deal.
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5.2 Irregularities in the Selection of RENK in the Corvette Contract
Irregularities were also found by the Auditor General in the selection of RENK instead of
MAAG to provide gearboxes for the corvette. The details of this were entirely excluded from
the Joint Investigation Report.
In June 1999, MAAG appeared to be the favourite subcontractor to provide gearboxes for the
corvettes. This was confirmed in the minutes of a Project Control Board meeting, which were
signed by Chippy Shaik, and followed visits by MAAG representatives to South Africa to
investigate whether or not they could supply the necessary equipment by using local
suppliers, and a confirmation from GFC that MAAG needed to submit details in order to be
included in the final bid. This suggested that, by June 1999, GFC had selected MAAG as the
preferred supplier, and that this decision was ratified by the Project Control Board.437
However, by 12 August 1999, this was no longer a certainty. Although the letter from
Armscor to GFC is no longer extant, a telex from one of the members of the GFC consortium
(Blohm and Voss GMbH) to Mr Johan Van Dyk (the head of Armscor’s DIP section, as
mentioned above) on 12 August 1999 suggests that Armscor had, indeed, requested GFC to
reconsider the selection of the MAAG gearbox over that of RENK:
Referring to your fax message dated 12-08-99 stating that Armscor is requesting GFC
to change from Gear manufacturer MAAG to RENK we like to inform [sic] Armscor
that MAAG has been chosen for technical reasons. We had been aware that the DIP of
RENK was more attractive than the one of MAAG.438
Regardless, on 24 August 1999, minutes of the Control Board Meeting noted:
Gearboxes: Acting POP S informed the board that deliberations around the selection
of either MAAG Gearbox or the RENK Gearbox were continuing and that Mr. J Van
Dyk (SM DIP) was investigating the issue. The dilemma being that, whereas MAAG
gearbox is the approved selected option, the inclusion of the RENK gearbox would
provide much needed work for Gear Ratio, a division of Reumech-OMC. C. Acq
[Chippy Shaik] stated that the key issue was compliance with the technical baseline
and if both gearboxes meet this baseline, preference will be determined by DIP related
issues. He instructed the project team to take the lead in determining this
requirement.439
The following month, Johan van Dyk of Armscor’s DIP Division sent a further letter to
Chippy Shaik and Llew Swan in which he asked for RENK to be selected as the preferred
supplier for the gearboxes:
When comparing the DIP offered by the two gearbox suppliers it became evident that
not only did RENK offer a much more substantial DIP package, they also directed all
their business to the local company Gear Ratio. Gear Ratio plays an extremely
important part in the maintenance of a host of defence equipment, mainly on the
Army side. A lack of orders over the last couple of years has severely impacted on the
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company’s cash flow and turnover – to such an extent that Reumech alleges that they
might have to ‘mothball’ the company.
The planned business of RENK will provide a lifeline for maintaining the capabilities
(and to some extent the capacities) of Gear Ratio…
As it seems that there is no real evidence to support a technical preference for either
gearbox and that RENK has proposed a very valuable DIP package, it is
recommended that RENK be appointed as the gearbox supplier for the four SAN
Meko A200 corvettes.
If, however, the ruling should be in favour of MAAG, the DIP division requests the
opportunity to renegotiate the MAAG DIP business plan in order to try and secure a
similar or better deal for Gear Ratio.440
The letter was presented to Chippy Shaik and Llew Swan prior to the Control Board meeting
that would decide on the issue. A note was made on the document stating ‘will be approved at
PCB on 6 October 1999’.441 On 6 October 1999, minutes of the PCB meeting stated:
Since both the MAAG and RENK gearboxes complied technically with the
requirements, the project officer recommended that the decision as to which
gearboxes to acquire, should be based on the DIP evaluation. DIP manager presented
the DIP evaluation and pointed out that from a DIP point of view it is clear that the
RENK option should be selected. The RENK option provided work to Gear Ratio
which is considered a strategic industry for the SA Army. The matter was discussed at
the Armscor board. The PCB ratified the selection of RENK gearboxes for Project
Sitron.’442
This was a strange decision, for a number of reasons. First, MAAG, on 22 October 1999,
discovered that supporting Gear Ratio was a central issue to the awarding of the contract. As
such, MAAG approached Reumech-OMC, the parent company of Gear Ratio, to suggest a
partnership agreement that would see the production of the gearboxes taking place through
Gear Ratio in South Africa. In fact, MAAG had offered Reumech a licence to produce
gearboxes in South Africa that would generate income of between R18m and R25m a year.
This, it seems, was not factored into any decisions regarding the selection of the gearbox
supplier, despite the fact that the main reason for RENK’s selection over MAAG was now a
non-issue. Second, by the time that RENK was selected in order to support Gear Ratio, Gear
Ratio was no longer, in ownership terms, a South African company. Indeed, at the same 6
October 1999 meeting where the decision to go with RENK was approved, it was noted on
the minutes: ‘Strategic Imperative: Gear Ratio now bought out by Vickers UK.’443 Thus, the
decision was made to support a South African company that was considered strategic to the
SANDF’s needs, although, by the time of the decision, it was no longer a South Africanowned company.
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In 2001, Vickers OMC concluded a black empowerment transaction with Dynamic Global
Defence Technologies (DGDT) to transfer 25 per cent of Vickers-OMC’s shares to DGDT.444
The shareholders of DGDT, in turn, were KMM Investment (Pty) Ltd and Goldenwood
Investments. Moeletsi Mbeki, the brother to then President Thabo Mbeki, was majority
shareholder of KMM Investments, while Diliza Mji, the ANC Treasurer-General for
KwaZulu-Natal, was the majority shareholder of Goldenwood Investments.445 Diliza Mji, as
described above, had close links to BAE: he was a director of BAE Systems South Africa
prior to the Arms Deal, and, later, head of the Industrial Development Corporation. Mji left
the later position after allegedly securing a R22.5m loan from the IDC to purchase a stake in
DGDT.
In 2004, Vickers OMC was bought out by BAE Systems South Africa, again linking Mji to
BAE.446 In essence, it was a cosmetic change: Vickers OMC was, at the time, a subsidiary of
Rolls-Royce, which, in turn, was owned by BAE. In other words, when RENK was chosen to
support Gear Ratio, the latter company had been bought out by Vickers OMC, which, in turn,
was a BAE subsidiary. After a series of renaming and share transactions, Vickers OMC
morphed into BAE Land Systems OMC, in which Moeletsi Mbeki and Diliza Mji held the
majority of the black empowerment shares issued in the deal.
What is even more disturbing is the timeline attached to these transfers. According to a report
in the Mail & Guardian, Vickers OMC purchased Reumech OMC on 30 August 1999.447
This was just prior to the official awarding of the gearbox contract, although it seemed certain
that RENK was to receive the bid. As such, the R120m paid to Reumech OMC at the time
excluded the additional value that would have accrued to the company if the gearbox contract
was factored in.448 In addition, it was reported in a 2002 SAPA press statement that the
transfer of shares to Mbeki and Mji’s DGDT was ‘the fulfilment of a black empowerment
undertaking made by Vickers Defence Systems when it acquired from Reunert what was then
called Reumech OMC in 1999’, the statement issued by Vickers OMC said.449 Taken
together, this would suggest that it was known, at the time the decision to select RENK over
MAAG was taken, that Vickers OMC would be purchasing the main DIP beneficiary at a
price that did not include the awarding of the gearbox contract, and that a black
empowerment deal would be effected that would eventually benefit both Diliza Mji and
Moeletsi Mbeki.
It should be noted that BAE Land Systems OMC was widely considered to be a contender to
receive large contracts flowing from Project Hoefyster. Project Hoefyster is a project to
replace South Africa’s land-based Ratel military infantry vehicle with 256 new ‘Badgers’
(based on a design by the Finnish company Pattria), it is estimated to cost roughly R8.3bn:
‘the biggest contract in [Denel’s] history’, according to Denel’s own promotional material.450
This figure, of course, is somewhat misleading: like the Arms Deal, it excludes the cost of
‘logistics, project management, risk management, financing, statutory charges etc.’, which
could ‘easily add another 30 to 40 percent to the contract price’, according to Dr Richard
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Young.451 The final price of Project Hoefyster could, therefore, reach a figure nearer to
R12bn, excluding, of course, the costs that may accrue from foreign exchange rate
movements.
Denel was selected as the prime contractor for Project Hoefyster, tasked with the
responsibility of subcontracting out large sections of the deal to various local and
international suppliers. The largest slice would go to the local defence industry: Shaun
Liebenberg, the then CEO of Denel, acknowledged that 70 per cent of all work on Hoefyster
would be completed by local suppliers452, who would benefit both from the seven-year period
in which the vehicles were being produced, and the roughly 20 to 30 year period thereafter in
which local suppliers would be involved in maintenance and support.453 At the time the
Project was announced, it was assumed that one of the largest subcontractors in the entire
deal was BAE Land Systems OMC, which was to be given the job of building all but 40 of
the 256 armoured hulls for the Badgers.454
E suggests that BAE and the Arms Deal selection committees were clearly aware of the
imminence of Project Hoefyster and its profitability, as evinced by a number of facts. First,
Project Hoefyster was, in fact, registered as an official Armscor project as early as 1997;455
by the time of the Arms Deal in 1999, it would therefore have been known that the project
was to take place in the near-to-medium term. Second, it was similarly well known that Gear
Ratio (after renaming, BAE Land Systems) was to play a central role in Hoefyster. Indeed,
according to the letter quoted above from Armscor’s DIP chief, Johan van Dyk, to Shaik and
Swan, the selection of RENK would
provide a lifeline for maintaining the capabilities (and to some extent the capacities)
of Gear Ratio in support of the SANDF’s logistic support imperatives until such time
the new vehicle programmes can take its effect (Ambition, Hoefyster and Aorta).456
Put in a more simple chronology, the RENK/MAAG issue runs as follows. First, RENK was
selected as a subcontractor to supply gearboxes for the corvettes at the behest of Armscor,
Llew Swan and Chippy Shaik, despite the government’s frequent statements as to their nonresponsibility for subcontractors. Second, this was done even though the German Frigate
Consortium would have preferred to have made use of the services of MAAG. Third, RENK
was selected as a result of their willingness to invest in Gear Ratio, a local defence company
supplying services to the South African Army. Fourth, before the decision was made between
MAAG and RENK, Gear Ratio was bought out by Vickers OMC. This meant that selecting
RENK in order to keep Gear Ratio alive was no longer a key priority: Gear Ratio’s buy-out
would have ensured this, suggesting that Gear Ratio’s survival was not the real issue being
decided on in the selection between RENK and MAAG. Fifth, Gear Ratio was acknowledged
to be a key subcontractor for Project Hoefyster, which had been approved as a future
programme as early as 1997. Subsequent to the selection of RENK, and the buy-out of Gear
Ratio, the latter company was cannibalised to form BAE Land Systems OMC, of which
Moeletsi Mbeki (the brother of the then President) and Diliza Mji (a key ANC figure in
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KwaZulu-Natal) would become significant shareholders. Soon after these share transactions,
Project Hoefyster was put into motion, and an over R8bn project was undertaken: a process
that would have significantly enriched key players, such as BAE, Diliza Mji and Moeletsi
Mbeki.
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6. The Arms Deal and ANC Party Funding
We believe that there is a strong possibility that illicit funds from winning Arms Deal bidders
were paid to the African National Congress.
While Andrew Feinstein was an MP and in the turbulent midst of attempting to investigate
the deal as part of his brief as the ranking ANC member of Parliament’s Scopa, he was
invited to the house of a senior and well-known member of the ANC’s National Executive
Committee. He explained to Feinstein that he was never going to achieve agreement for an
unfettered investigation into the deal, or even get any support for such a proposal within the
ANC. When Feinstein asked him why not, he replied: ‘Because we received money from
some of the winning companies. How do you think we funded the 1999 election?’ The
ANC’s receipt of money from the deal was confirmed to Feinstein informally by three other
senior members of the party over the course of the following years.
The first example of this can be found with regards to Tony Georgiades In November 2007,
the UK’s Serious Fraud Office raided the offices of Tony Georgiades’ Alandis company as
part of an investigation into Arms Deal corruption by both UK and German authorities.457 As
we saw in Sections 2 and 3 above, Georgiades was identified by Debevoise & Plimpton
investigators as a consultant to Ferrostaal and ThyssenKrupp regarding the Arms Deal.
According to the search warrants that were filed in support of the raids in November 2007, it
was alleged that Georgiades had met with representatives of ThyssenKrupp as early as 1994,
and had entered into a consultancy agreement with Thyssen (responsible as the leading
contractor for the corvettes) on 26 April 1995.458 The agency agreements stipulated that
Georgiades would receive US$22m, which was to be paid to an offshore company housed in
Liberia by the name of Mallar Inc (again, later confirmed to be owned by Georgiades by
Debevoise & Plimpton). Subsequently, according to the search warrants filed, large portions
of the funds were transferred ‘to South African government officials and Cabinet
ministers’.459
Even more notable was a set of three cheque deposits allegedly made by Georgiades in 1999,
each totalling R500 000. The deposits were made into the accounts of the Nelson Mandela
Children’s Fund, to the Foundation for Community Development, a Mozambican charity set
up by Mandela’s wife, Graça Machel, and to the ANC.460 According to a secret dossier
uncovered by the Mail & Guardian, the payments were discovered when the house of
Christoph Hoenings, a ThyssenKrupp executive, was raided in 2006. Indeed, the same dossier
uncovered by the Mail & Guardian – a set of letters from the lawyers of Thyssen in South
Africa to then Justice Minister Brigitte Mabandla – included a statement of remarkable fact
on the part of Thyssen’s own lawyer: ‘It is readily ascertainable from Mr. Georgiades that he
donated R1,5 million in three amounts to the above entities. He has made charitable
donations to these kinds of charitable institutions in the past … [copies of the bank drafts
were sent] to individuals and organizations that he is acquainted with, and challenged them to
follow suit, and also to donate money to the charities.’461
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The difficulty with the allegations related to Georgiades is that they fail to suggest that the
donations may have bought undue influence: a recognition of the grey area in which
donations to a party may or may not been made with ‘strings attached’, and in which the
wisdom of a party’s acceptance of that donation has to be questioned.
In another instance of funds finding their way to the ANC, however, it seems that the case
may be somewhat more straightforward. As we saw in Section 1 above, in the early 1990s
BAE was generous with its donations to various ANC-aligned organisations, including the
MK Military Veterans Association. One such donation was a payment of roughly £30 000
made in May 1998 to enable the ANC archives to run a scholarship programme:462 a figure
that ensured that, when the scholarship was officially launched during a ceremony in
Parliament, it was attended by various ANC grandees.463
Documents stored in the dusty ANC archives at Fort Hare, however, suggest that the donation
was not purely motivated by BAE’s concern for the ‘rewriting’ of South African history. The
fund was to be managed by one Osprey Aerospace, the official ‘overt’ agent of BAE in South
Africa. Importantly, the key contact point between Osprey and the ANC was Richard Charter
-- who, along with being an ‘overt’ agent for BAE in South Africa, was also listed by the
Serious Fraud Office in the UK as operating a ‘covert’ set of companies suspected of being a
vehicle for the receipt and payment of bribes. The idea of setting up an ANC scholarship
funded by BAE seems to have been raised by Charter as early as 1996, although it only
officially got off the ground in 1998. Correspondence between the head of the ANC archives
at the time, the Speaker of Parliament Frene Ginwala, and Charter seems to suggest that the
donation was made largely with the aim of gaining the attention of the ANC’s executive.
Indeed, in one letter from Charter to the head of the ANC archives, he warmly thanked those
involved for securing a meeting with some key figures in the ANC hierarchy:
On behalf of BAE, I take great pleasure in confirming the Post-graduate Student
Bursary as discussed at our meeting on Friday. The bursary will allow a doctoral
thesis to be written on the history of the ANC…
I look forward to attending the inauguration of the Archives at Fort Hare on 17
March, being such an historic and important occasion. I wish to thank you for
arranging for me to meet with President Nelson Mandela and Deputy President Mbeki
on Sunday, in order that I may brief them more fully on this project.464
No doubt Charter’s concerns about the executive of the ANC paying attention were assuaged
when the scholarship was launched in Parliament, but this was not always a given. In fact, a
letter from the head of the ANC archives to Frene Ginwala mentions Charter’s concerns
about the fact that nobody in the higher echelons seemed to be paying attention to the
bursary. He made it abundantly clear that the donation was made with the almost exclusive
intent of gaining influence: why else, if he was so concerned only about the well-being of a
potential PhD student, would he harp on about acknowledgment from the upper echelons? To
quote from the letter:

462

‘Bursary to research ANC history awarded’, Daily Dispatch, 7 May 1998
Ibid
464
Letter from Richard Charter (Osprey Group) to Ms Narissa Ramdhani (ANC Archives), 12 March
1996, Nelson Mandela Papers (BAE Scholarship 1996 – 1997 folder), ANC Archives, University of Fort Hare.
Attached as Annex OO
463

179
I met with Richard Charter today to finalise matters related to the scholarship. He
shared the following concerns with me. He felt that the ANC did not consider the
scholarship to be of any importance to bother themselves with. From his enquiries, he
learned that the ANC executive was not even aware of the existence of this
scholarship. He believed that people higher up were not even showing any interest or
becoming involved. Also, his enthusiasm did appear rather jaded …
More important, I have persuaded Richard to agree to donate R500 000-00 to the
ANC Archives over a two year period beginning in July this year. He seemed to think
that this was not such a large sum, but he would confirm within the next few days.465
It should be borne in mind, however, that Dr. Narissa Ramdhani, at the time in charge of the
ANC archives, was somewhat dismissive of the idea that the donation was made specifically
to curry favour. Believing that a donation to the archives would have attracted the attention of
ANC bigwigs was ‘giving too much credit’ to the archives. In reality, according to
Ramdhani, the archives were low on the ANC radar, meaning that Ramdhani was frequently
marketing the archives to the very ANC whose history they were protecting. Ramdhani did
recall that Charter – who impressed Ramdhani with his grasp of the academic debates around
archival work – was keen to meet Mandela. But Ramdhani dismissed this: ‘Everyone and
their dog wanted to meet Mandela – to shake his hand, to have a photograph.’ And when
Mandela failed to turn up at the opening of the archive, he was replaced by Thabo Mbeki at
the last minute – someone that Ramdhani recalled Charter having no interest in meeting.’466
Yet another set of donations made by BAE may also have been made with the same intent.
One of the more persistent claims that has been made, notably by Economists Allied for
Arms Reduction (SA) and the Campaign Against the Arms Trade (UK), was that BAE had
made ‘donations’ to shop stewards who led the National Union of Mineworkers (NUMSA) in
order to secure their support for the Arms Deal.467 In addition, it was claimed that the same
shop stewards had been offered a series of paid-for holidays in the UK and Sweden. Needless
to say, the claims have been rubbished by NUMSA and BAE, who have pointed out that little
hard evidence has been presented to support the claim.468
In November 2012 the Swedish investigative television program, Kalla Fakta, presented the
outcome of an investigation it had undertaken into the links between Saab, the Swedish union
IF Metall and the National Union of Metalworkers of South Africa (NUMSA). According to
Kalla Fakta, NUMSA had been convinced to issue a statement providing political support for
the purchase of the Gripen aircraft, in return for which NUMSA would receive funding for
the establishment of a training school from Saab and IF Metall. The total funding for the
school was said to be in the region of R10m. The deal was codified by means of an
agreement between NUMSA and IF Metall. However, it emerged that NUMSA’s leadership
had not approved of the agreement. Instead, the agreement was only signed by Moses ‘Moss’
Mayekiso. Mayekiso had served as NUMSA national chair previously, but at the time the
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agreement was signed, he had resigned from NUMSA and was thus unable to sign in any
official capacity.469
Following the airing of corruption allegations linking NUMSA, Saab and the Arms Deal,
NUMSA decided to initiate an investigation into the agreement. Three representatives from
NUMSA were tasked with doing so: Melanie Samson, Philemon Shiburi and Petrus Ngcobo.
The investigation team travelled to Sweden to undertake a fact-finding mission. After
speaking to Saab and IF Metall, they were given a copy of the agreement signed by Moses
Mayekiso. According to Petrus Ngcobo, the agreement specifically linked the training school
with political support from NUMSA for the Gripen deal: ‘This clause was talking about
assisting NUMSA in terms of establishing a school or a training college so that NUMSA,
being a big union, would support their investment in the country.’470 Philemon Shiburi also
confirmed that ‘one of the conditions was that we will do our level best to support them in
acquiring the arms procurement issue [contract].’471 This confirms that not only did the
agreement exist, but that it specifically stipulated the provision of political support in return
for funding for the training school, which could easily be interpreted as a corrupt – or at least
ethically questionable - agreement.
A further allegation levelled against IF Metall and Saab was that an additional amount of
roughly R40m was transferred from BAE/SAAB to South African decision-makers in the
Arms Deal and in other positions of influence. The funds were allegedly routed via IF Metall
and NUMSA. There are suspicions that the transfer of these funds were regulated by the same
agreement in which NUMSA pledged political support in return for a training school, which
has been given credence by the fact that there seems to have been a concerted effort to hide
the full contents of the agreement. Upon viewing the agreement in Sweden, the investigative
team became aware that a page of the agreement was missing. Philemon Shiburi recalled: ‘we
went through the agreement and we realised, because as we were going through the
agreement there was a continuation of a paragraph to find on the next page, but the next page
doesn’t correspond with the paragraph.’ Petrus Ngcobo confirmed the missing clause: ‘And it
became a big issue: why is this clause missing? To us, it was as if it was not a mistake.’
Indeed, when the agreement was delivered to NUMSA’s steering committee for review,
sections of the agreement had been redacted.472
Following the visit of the investigation team, NUMSA officials recall an additional visit to
South Africa by IF Metall representatives. The IF Metall representatives offered to provide
funding for an HIV/Aids project run by NUMSA in return for NUMSA agreeing to drop any
investigation into the training school and other allegations. NUMSA agreed to the deal and
ceased its investigation.473
What is certain is that BAE did make donations to both NUMSA and the South African
National Civics Organisation (SANCO), both of which had considerable political clout if
they decided to oppose the Arms Deal; SANCO being so close to the ANC as to be
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considered its unofficial representative in civil society matters. In July 1999, nearly six
months before the final selection of the Hawk and Gripen aircraft, it was publicly announced
that BAE and SAAB were facilitating injections of cash and resources into the both
organisations. BAE-SAAB, for example, loudly trumpeted that it was to donate £4m to
NUMSA in order to set up an ‘industrial school’, and that the donation would be facilitated
by two Swedish unions, Metall and the Union for Clerical and Technical Employees in
Industry.474 Similarly, SAAB belatedly acknowledged, in 2005, that it had made a loan of
R2.5m to SANCO to assist the ANC-aligned NGO to set up a series of small enterprises.475 In
both instances, NUM and SANCO, previously critical of the Arms Deal, were announced to
‘have indicated their support for the Gripen proposal in separate memoranda of agreement
signed in Johannesburg’, according to a joint press release issued at the time.476
That allegations of impropriety would attach to the SANCO donation was unsurprising: in
2005, the Mail & Guardian reported that the money had been substantially misused.
According to SANCO, part of the R2.5m was used to establish approximately 30 small
enterprises with disbursements of between R2 000 and R20 000 (if all 30 enterprises had
received R20 000, which did not seem to be the case, a total of R600 000 would have been
spent of the original R2.5m loan). Not only did all the enterprises fail, but the remaining
R1.9m of the loan went unpaid, used instead to cover ‘administration costs’, and later written
off the books of Celsius (the SAAB-owned company through which the loan was made).477
This would suggest that the R2.5m loan could better be understood as a R1.9m donation – a
godsend to an organisation that, by 1998, was struggling under a debt of R1.3m.478
Third, we believe that evidence produced in the Schabir Shaik corruption trial indicate that
Shaik’s company, Nkobi Holdings, may have been considered an ANC ‘partner’ company.
The company created by Shaik to keep track of the donations to the ANC was named Floryn
Investments. According to Shaik's testimony during the trial, the company had been set up by
himself in the early 1990s, and, when it remained dormant for a number of months, he
decided to make use of it as the main company through which he would make, and keep track
of, donations to the ANC.479 Such an accounting mechanism was certainly useful, and
probably necessary, as Schabir Shaik was continuously called upon to assist the ANC with its
day-to-day running costs. In one letter seized by the Scorpions, for example, the ANC's
KwaZulu-Natal Provincial Treasury (and currently the Premier of the province), Dr Zweli
Mkhize, pleaded with Shaik to help settle various debts:
Kindly be informed that we are experiencing problems with the cheques that were
sent to various ANC creditors. As you know, these cheques were post dated starting
from May to October 1998.
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Quite a few of the cheques have been referred to the drawer. The following creditors
have contacted us with regards to the above matter and others have taken legal action.
(i.)
(ii.)
(iii.)
(iv.)
(v.)

Manase & Associates
Avbob
Waltons Stationery
Von Klemperer et al.
Amesh Singh et al.

R2660 for May & June
R 994.50 for May & June
R3160 for May & June
R1846.66 for May & June
R2817.81 for May & June

=
=
=
=
=

R5320
R1989
R6320
R3697.32
R5653.62
R22 961.94

At the end of July, the cheques to the value of R24 491.74 are supposed to go through,
we have promised the concerned creditors that the discrepancies were being attended
to.
If we are to sort out this problem it would mean that we need to ensure that at least
R50 000 is made available by 31 July 1998, so both the bounced cheques and those
that are done can go through.
We therefore appeal to you to ensure that the funds are transferred in time.480
On 3 December, the same month in which the final signatures were applied to the Arms Deal
agreements, Schabir Shaik instructed his accountant to send ANC Treasurer-General Mendi
Msimang a full Schedule of Payments that had been made to Floryn Investments from 1996
onwards. The full amount paid to the ANC by Shaik by December 1999 had reached R1.38m,
and he had promised a further R1m payment. Although little evidence has been presented to
suggest the source of this further R1m, there is no doubt that Shaik would have been in a
more suitable position to make such donations shortly after money from the Arms Deal began
to flow to Nkobi.
What is even more remarkable about the schedule is the manner in which donations were
made: on an ad hoc basis, often in cash, and sometimes to host events specifically to assist
the ANC in its own electioneering. One payment, a R26 000 purchase of a Toyota motor car,
for example, was completed for the benefit of a KwaZulu-Natal ANC electioneer who needed
a car to mobilise ahead of regional and provincial elections. Another amount of just over R92
000 was paid to rent a property for an ANC member: Shaik claimed, under oath, that he was
often approached to house ANC members who had recently defected from the Inkatha
Freedom Party and were worried about their safety. To quote from the schedule:
Payments Made to Floryn Investments (PTY) Ltd
Date

480

Description

Amount

Year Ended 28.02.96
Year Ended 28.02.97

R350 000
R400 000

KING GOODWILL ZWELITHINI
Rent Paid

R150 000
R92.225.76

Letter from Zweli Mkhize to Schabir Shaik, 28 July 1998, submitted as evidence in the Matter of The
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05/06/1998
05/06/1998
05/06/1998
09/06/1998
20/08/1998
26/11/98
27/11/98
23/12/98
26/01/99
26/02/99
10/04/99
19/06/99
29/06/99
26/07/99
25/09/99
25/10/99
25/11/99

Std Bank – Floryn
Floryn Investments
Floryn Investments
Floryn Investments
The Fundraiser- Floryn
Notebook Computer -- Siemens
Automarket – Toyota Purchase
Cash
Cash
Cash
Cash
Cash
Cash
Cash
Cash
Cash
Cash
Cash

R455.00
R7,972.00
R8,370.00
R45,000.00
R60,889.40
R35,000
R26,674
R10,000
R45,000.00
R10,000
R10,000
R10,000
R10,000
R10,000
R5,000
R15,000
R10,000
R10,000

ANC EXTRAVAGANZA

R64,722.84

Further Payments Envisaged – Current Year R1,000,000.00
TOTAL

R2,386,318.00481

While these donations were certainly not improper, the fact that they were made in this
manner has raised eyebrows. In particular, the fact that Floryn was used as a vehicle at all
struck the lead KPMG auditor on the Shaik case, Johan van der Walt, as somewhat strange.
He could not fathom why it was necessary to set up such an accounting mechanism, and such
an account, when it would have been easier to just hand over cheques to the ANC itself.
Under questioning, Van der Walt instead suggested that the use of Floryn in these
circumstances suggested that it was perhaps considered not just as an accounting vehicle, but
as a means of arranging for the ANC to receive a share of Nkobi Holdings:
I do not see the necessity to set up a company to make donations. If donations were to
be made by the Nkobi group of companies, then those donations would have gone
directly to the ANC as payments to and on behalf of the ANC. A company within the
structure is a bit odd to set up, unless it was the intention to provide the ANC with
benefits of future projects from the activities of Nkobi group of companies, because
the way I understand [it] is Floryn Investments was a shareholder in the Nkobi group
of companies and as a shareholder it would or may benefit from future dividends and
the dividends are realised or paid from the visible profits realised by Nkobi group of
companies on projects in which they are engaged. M'Lord, the very straightforward
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business way to do a donation, if one wants to support an organisation such as the
ANC, is to issue a cheque and make the donation.482
Upon later examination, it was firmly established that the ANC did not officially hold shares
in Floryn. But perhaps this was besides the point. Far more important, it could be argued, was
the fact that the ANC considered the success of Nkobi as bound up with the financial position
of the ANC. In other words, perhaps the ANC, even without an official holding in Nkobi, still
felt entitled to some of the company’s profits, thinking it due to the organisation as payment
for the political connectivity afforded to Shaik. That this may have been the case should not
just be deduced from the fact that Shaik had named his company after the deceased former
ANC Treasurer-General, Thomas Nkobi; the following intriguing letter from the ANC's
Zweli Mkhize should also be borne in mind. In the letter, much like the one Shaik had drafted
to be sent to Msimang, the sum total of contributions to Floryn – and hence the ANC – were
confirmed by the ANC's KwaZulu-Natal Treasury. The R1m that was due by the end of 1999,
however, was listed as dividends rather than merely a 'future payment'.
'Dear Mr. Shaik
CONTRIBUTIONS TO THE ANC FUND
I wish to confirm receipt of, and thank you for the following contributions made from
your group to the ANC KZN:
Actual Disbursements
Year end Dividend

1 261 595.16
1 000 000.00

TOTAL CONTRIBUTION 1999

R 2 261 595.16'483

Attention in this regard should also be paid to Diliza Mji. As we have noted previously, Mji
was involved in a number of Arms Deal-related companies. In addition, Mji was highly
placed in the ANC, previously serving as the KwaZulu-Natal Treasurer-General (preceding
Zweli Mkhize).484 Mji was involved in funding the ANC. According to newspaper reports
from July 2008, Mji had an increasingly strained relationship with the ANC’s KwaZulu-Natal
hierarchy. As a result, Mji sold the Durban property, valued at R2m, in which the ANC ran
its provincial headquarters, known as Masonic Grove. He did so without notifying the ANC
itself, and after the ANC had paid R2.3m on renovations. But what is clear is that Mji, up
until that point, had effectively privately funded the ANC’s provincial headquarters.485
New evidence emerging in 2014 from Ajay Sooklal suggests that payments from Arms Deal
Contractors to the ANC continued long after the December 1999 agreements were signed. In
2014, news media in South Africa broke the story that Ajay Sooklal had given voluminous
evidence to an arbitration board regarding his work for Thales. According to Sooklal, Thales
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owed him R70m for work he had done for the company. The services that Sooklal had
performed included working behind the scenes to ensure, amongst other things, that the Arms
Deal was not properly investigated or wrongdoers prosecuted.486
According to Sooklal, Thales was involved in bankrolling Zuma and the ANC. This was done
in order to try and prevent the corruption trial involving Zuma, in which Thales’ South
African subsidiary Thint was a co-accused, reaching court. Sooklal testified during arbitration
proceedings that this included a €1m donation to the ANC, equivalent to around R14m at the
time. Sooklal stated that the donation was made by means of a cheque to be paid from a
secret Dubai account into an ‘ANC-alligned trust.’ Sooklal recalled that the cheque was given
directly to the ANC Treasurer Mendi Msimang by Thint executive Pierre Moynot at
Moynot’s home in Pretoria. When Moynot was questioned by the Sunday Times, he admitted
that the company had both bankrolled Zuma after his corruption indictment was served, and
that the company had made the payment to the ANC. Moynot believed that there was nothing
wrong with the donation, stating that ‘a lot of companies want to have good relations with the
ANC and give them money from time to time.’487
It is also possible that funds from Arms Deal offset projects may have benefitted Chancellor
House, which is widely recognized as an ANC investment vehicle.
In May 2004, Bateman Engineering announced that it was incorporating a new entity in
South Africa, Bateman Africa. At the time, Bateman's local head was one Sivi Gounden, a
former director-general at the Department of Public Enterprise, and erstwhile director of
Chancellor House Holdings. Bateman Africa, whose turnover was estimated at R1bn per
year, was, in turn, divvied up to favour black economic empowerment groups: 51 per cent of
the total shares were to go to BEE companies, while the remaining 49 per cent remained in
the hands of Bateman Project Holdings.488 Chancellor House, along with a number of other
BEE partners, formed a substantial portion of Bateman Africa: according to the Bateman
Africa website, Chancellor House has and continues to own 10 per cent of the total
shareholding in Bateman Africa.489 Bateman, as the supplier of engineering services and
equipment to various heavy industries, most notably mining, thus operated in a section of the
economy closely tied to the State.
In 2004, it was announced details of the offset program related to the Arms Deal were
published, which included a list of successful projects. One of the key projects listed was a
project involving SA Chrome & Alloys. ThyssenKrupp, which had won the tender to provide
the corvettes in the Arms Deal, had agreed to invest in the company in 2002. Although little
has been provided by way of explanation as to the amount invested, it was established by the
Competition Tribunal that ThyssenKrupp owned roughly 1.9 per cent of the shares in the
company.490 By far the most important contribution of ThyssenKrupp – one of the largest
industrial end users of ferrochrome and chrome alloys in the world – was to negotiate a major
fillip for the company: it agreed, in 2002, to purchase the entire export output of a new mine
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established by SA Chrome & Alloys at Boshoek in North West Province for a period of five
years.491 The other shareholders in SA Chrome & Alloys, meanwhile, were the Industrial
Development Corporation, the Royal Bafokeng nation and, most importantly, Bateman
Project Holdings, which held roughly 4.6 per cent of the total shares in SA Chrome.492 In
addition to this, Bateman Africa, in which Chancellor House held its shares, was also one of
the key service providers on the project.
What is key, here, is the fact that, after Bateman Africa had been formed and Chancellor
House achieved its shareholding, ThyssenKrupp still had a further three years remaining on
its commitment to purchase the entire output of the Boshoek smelter. In other words, as a
result of an offset project, an Arms Deal company had agreed to buy the entire output of a
mine in which the ANC, through Chancellor House, had a shareholding. This was put in
doubt, however, albeit still in a manner that favoured Chancellor House: it was agreed in June
2004 that SA Chrome & Alloys would merge with Xstrata, and, as a result, ThyssenKrupp
would relinquish its exclusive rights to the output of the company.493 The newly formed
entity, which still included a shareholding controlled by Bateman (and which would continue
to award tenders to Bateman Africa), was known as Xstrata-Merafe, and was considered the
second largest ferrochrome producer in the world. Nevertheless, there is little doubt that
ThyssenKrupp's involvement in the early stages helped to ensure the proper lift-off for SA
Chrome & Alloys.
This, of course, may be a complete coincidence, and a function only of wise investment
decisions on the part of Bateman and its partners. But what is clear is that, as a result of the
ANC's involvement in the broader economy through front companies – and those tied to
massive infrastructure, energy and mining deals that frequently interface with State
authorities – these situations are almost certain to occur.
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7. Total Value of Suspicious Direct Payments and Undue Benefits
The whirlwind of payments, transfers and benefits described above can make tracking the
total value of suspicious payments and undue benefits in the Arms Deal difficult. For the ease
of the Tribunal, we present a summary table of both.
We provide the following breakdown of suspicious direct payments made by primary
contractors to various individuals in the Arms Deal, as well as a brief summary of other
undue benefits earned in suspicious circumstances. Note that, in the case of suspicious direct
payments, we have included only those payments for which we believe we have sufficient
primary evidence in the form of primary documents or the statements of investigators – all of
which we have provided as annexes to this submission.
Table 26: Total Payments from Contractors or Affiliates to Individuals or Entities in Suspected
Corruption Related to the Arms Deal

Applicable
Contract
Submarine

Payment Made By

Recipient

Amount

Ferrostaal

€16.5m
(R184.47m)494

Submarine

Ferrostaal

Submarine

Ferrostaal

Submarine

Ferrostaal

Mallar Inc and
Allandis (Tony
Georgiades)
Elmar Maritime
(Tony Georgiades)
Kelco Associates
(Tony Ellingford)
Jeremy Mathers

Submarine

Ferrostaal/Ferrisa

Light Utility
Helicopter
Corvette

Agusta SpA

Corvette

ThyssenKrupp

Corvette Combat
Suite

Thomson-CSF

Corvette

Thomson-CSF
(Thales)
Red Diamond
Trading/BAE

LIFT/ALFA

494

ThyssenKrupp

Illima Community
Financial Services
(Moses Mayekiso and
Julekha Mohamed
directors, Chippy
Shaik alleged to be a
beneficiary)
Futuristic Business
Solutions
Mallar Inc. (Tony
Georgiades)
Chippy Shaik
Jacob Zuma (via
Nkobi Holdings
Schabir Shaik/)
Tony Yengeni (paid
in1995)
Kayswell Services
(John Bredenkamp,

$1.85m
(R15.688m)
€16.5m
(R184.47m)
€1.2m
(R13.416m)
R1.8m

R17 298 321.54 (total
contract value)
$22m
(R186.56m)
$3m
(R25.44)
R1m
Deutschmark 2.5m
(R6.6m)
£40m
(R551.20m)

Note all exchange rates calculated on the basis of the stated interbank rate as of the 6th of January 2012
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LIFT/ALFA

Red Diamond
Trading/BAE

LIFT/ALFA

Red Diamond
Trading/BAE
Red Diamond
Trading/BAE

LIFT/ALFA

LIFT/ALFA
LIFT/ALFA
LIFT/ALFA

Red Diamond
Trading/BAE
Red Diamond
Trading/BAE
Red Diamond
Trading/BAE

LIFT/ALFA

Head Quarters
Marketing/BAE

LIFT/ALFA

SANIP/BAE & Saab

LIFT/ALFA

SANIP/BAE & Saab

LIFT/ALFA

Osprey Aerospace (as
the overt agent of
BAE)
Hlongwane
Consulting
Saab

LIFT/ALFA
LIFT/ALFA

Trevor Wilmans,
Walter Hailwax, Rick
Passaportis)
Arstow Commercial
Corporation
(Alexander Roberts)
Huderfield Enterprises
(Richard Charter)
Commercial
International
Corporation (Fana
Hlongwane)
FTNSA Consulting
(Basil Hersov)
Zomita Development
Ltd (Nabil Hajazi)
Brookland
Management Ltd
(Alan Curtis)
Hlongwane
Consulting (Fana
Hlongwane)
Hlongwane
Consulting (Fana
Hlongwane) and
Ngwane Aerospace
(Fana Hlongwane)
Veriytech CC (Victor
Verichenko)
ANC Archives Fort
Hare
Saab (2003/2004
contract)
Mayekiso Labour and
Community Services

TOTAL

£15m
(R206.7m)
£26m
(R358.28m)
£290 000
(R3 996 200)
£5m
(R68.9m)
£7.9m
(R108.862)
£8.5m
(R117.13m)
£10m
(R137.8m)
R51m

R750 000
£30 000
(R413 400)
R2 052 000
€270 000
R3.9m
R2 242 765 215.40
(US$263.45m)

Table 27: Other Undue Benefits Accrued By Individuals and Companies Related to the Arms Deal

Applicable
Contract
Corvette

Corvette

Description

Estimated Amount

Discount on luxury vehicle purchased by
Siphiwe Nyanda (calculated by difference
between purchase and retail price) provided
by Daimler Chrysler Aerospace
Discount on luxury vehicle purchased by
Llew Swan (calculated by difference between
purchase and retail price) provided by

R67 730

R109 948
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Corvette

Corvette

Corvette Combat
Suite

LIFT/ALFA

Submarine

All primary
contracts

LIFT/ALFA
TOTAL

Daimler Chrysler Aerospace
Discount on luxury vehicle purchased by
Vanan Pillay (calculated by difference
between purchase and retail price) provided
by Daimler Chrysler Aerospace
Discount on luxury vehicle purchased by
Tony Yengeni (calculated by difference
between purchase and retail price) provided
by Daimler Chrysler Aerospace
Total contract value of the corvette combat
suite provided by Thomson-CSF/African
Defence Systems. The total value of the
contract is included as we are of the view that
the combat suite contract may have been
differently awarded or modified in the
absence of corruption.
Profits made by virtue of the use of insider
knowledge of the BAE NIP program via the
purchase and resale of the business of Conlog
by Charleston Marketing Services (benefitting
Ian Deetlefs, Joe Modise and Ron Haywood)
Joint Venture between Ferrostaal South
Africa and TAN Mining and Enable Mining
(directors included Chippy Shaik, Julekha
Mohamed, Rafique Bagus). Benefit amount
calculated by subtracting final sales price of
the JV to Enable Mining from total
investment of Ferrostaal in the business)
Estimate of total earnings of Futuristic
Business Solutions (Yusuf Mohamed,
Lambert Maloi, Tsepho Molai, Ian Elvis
Pearce) from the 70 sub-contracts placed with
FBS by all primary contractors. As noted in
the body of the text, it was widely
acknowledged that FBS had little to no
capacity to carry out the work for which it
was contracted
Funding for a NUMSA training school by
Saab/IF Metall in return for which NUMSA
would provide explicit political support for

R57 649.10

R167 386.37

R2.599bn

R90m

$1.46m
(R12 380 800)

R750m

R10m
R3 461 783 513.47
(USD$408.229m)
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8. ANC Efforts to Conceal Corruption
The ANC’s extensive efforts to ensure that there was no unfettered investigation into the
Arms Deal further stokes suspicion of significant corruption in the deal. This account of the
lengths to which the party went to quell an independent investigation is drawn from Andrew
Feinstein’s own experience as the ranking ANC member on Parliament’s Scopa at the time
the issue came to Parliament:
After receiving the Auditor-General’s report on the deal in September 2000 a meeting of the
ANC component of Scopa was convened at which we agreed to hold a public hearing on the
matter. During the meeting, as chair of the Study Group I agreed to talk to the government
and party hierarchy, not to seek a steer but to ensure the leadership was informed. This was
the accepted practice of the Study Group.
The Leader of Government Business in Parliament at the time was the country’s then Deputy
President, Jacob Zuma (JZ). I arranged to see JZ during the next sitting of Parliament.
I met the Deputy President in a room behind the ANC benches in Parliament. I briefed him
on the report and our proposed way forward. He thanked me for informing him and insisted
that we continue with our constitutional role along the lines I had suggested. Later that
afternoon I bumped into Zuma’s then Parliamentary Advisor, John Jeffrey, at a urinal behind
the Chamber. I repeated JZ’s instruction. John asked whether I had heard anything from the
Auditor-General’s office about JZ’s relationship with Schabir Shaik. I hadn’t – mainly
because, embarrassingly, I had never heard the name before.
The day before the hearing, the then Speaker of Parliament, Frene Ginwala, called Gavin
Woods (the chair of Scopa from the IFP) and me to see her. She informed us that before
mentioning any implicated MPs we would need to provide those names to her together with
any documentation pertaining to their behavior. We agreed. She then encouraged us to pursue
our enquiries ‘fully and comprehensively’, and offered material support for additional
research capacity if required. Both Laloo Chiba (a Robben Island veteran and senior ANC
member of Scopa) and I gave separate, short and informal briefings to the Minister of
Defence, Mosiuoa Lekota, who said that we must pursue the matter and that we had ‘nothing
to be inhibited by’.
On the morning of 11 October as Laloo Chiba and I were undertaking our final preparations
for the public hearing, the Chief Whip, Tony Yengeni, asked to see us. I explained to him
what we were planning to do, mentioning that I had briefed the Deputy President. He asked
us what a ‘forensic investigation’ involved and looked pained as Laloo explained that
investigators would scour bank accounts, minutes of meetings and even telephone transcripts.
‘I don’t think a public hearing is a good idea,’ he said. ‘This matter should be dealt with
internally, like the Maduna matter.’
The Maduna matter referred to unconstitutional remarks about the Auditor-General (AG)
made by Penuell Maduna, then Minister of Mineral and Energy Affairs. Misunderstanding a
fairly standard accounting entry, he had accused the AG of hiding a significant loss in oil
reserves for nefarious, apartheid-era reasons. Even after the error had been pointed out to
him, the Minister refused to retract, creating a minor constitutional crisis. Rather than allow a
full investigation, the ANC decided to exonerate the Minister through the creation of an
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ANC-dominated ad hoc committee of Parliament chaired by an ANC whip. I served on the
committee. Despite hearing damning evidence against the Minister, the Committee found in
his favour. This was the precedent the Chief Whip wanted us to follow. I explained that the
hearing started in five minutes and that we were not in a position to cancel it. This was the
start of significant political pressure.
As we approached the room where the hearing was scheduled to take place, a throng of
witnesses and other interested parties had gathered. Yengeni joined the crowd a few minutes
after we did. I saw him in conversation with Ron Haywood, then the Chairman of Armscor. I
walked closer to where they were standing and overheard the Chief Whip say: ‘I’ve called the
two main chaps in and I’ve laid down the line.’
After the public hearing, in which Chippy Shaik assured the committee that he had recused
himself from meetings that discussed his brother’s interests, myself and Gavin Woods began
to meet people connected to the deal.
They included George Trail who repeated to me what he later told Paul Holden. And the
source linked to Fincantieri. (See above). Interestingly, after Chippy Shaik had suggested his
brother Schabir as an appropriate empowerment partner for the Italians, someone acting for
the company was so shocked by this that they approached senior ANC leader Steve Tshwete.
He listened attentively, but did nothing. I had no reason to doubt these sources and felt that a
second account very similar to the first was sufficient grounds for pursuing a more extensive
investigation into the deal.
We also met with Richard Young who suggested that Chippy’s claimed recusal from
meetings where his brother’s interests were discussed was bogus. He produced minutes of a
meeting that suggested that far from leaving the session when ADS was discussed, Chippy
continued to chair the meeting and intervened in the discussion in support of his brother. In
other words, Chippy lied to Parliament. This was damning evidence, later confirmed by a
source in the Defence Force.
A fellow MP came to see me at my constituency office in Sea Point. He told me that, as a
one-time member of Parliament’s Defence Committee, he was aware that both Tony Yengeni
and his then deputy on the committee, Ntsiki Mashimbye, had received money and/or gifts
for ‘various roles played in assisting international defence companies’. He mentioned that a
Defence Committee visit overseas generally meant that Ntsiki (now chair of the committee)
would be whisked off by representatives of one or other arms company to return laden with
suits and other gifts. Two other ANC colleagues of his on the Defence Committee confirmed
this allegation with me over the following months.
Before finalising a resolution to place before Parliament, Gavin and I met with Bulelani
Ngcuka, a former ANC MP and at that time the Director of Public Prosecutions. Ngcuka was
enthusiastic about the investigation and the message it would send. He claimed this was
going to be the biggest investigation in South Africa’s history and detailed the foreign
resources he had already lined up to assist with the international dimensions of the probe. He
was comfortable with the composition of the investigating team proposed by Scopa. So was
the Public Protector, Selby Baqwa.
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Gavin Woods and I then met with Frene Ginwala to brief her on the resolution. She was
enthusiastic about the investigation and the Committee’s role in briefing the relevant bodies
and receiving regular reports from the investigating team. She again
offered us any additional resources we required for the investigation, suggesting we talk to
her legal advisor, Fink Haysom, about the nature and extent of our involvement with the
investigating team. At a subsequent meeting with her on my own I mentioned the Chief
Whip’s concerns about the public hearing and the process. In rousing style, she said that if
anyone attempted to subvert our investigation she would publicly resign in protest.
After another conversation with Jacob Zuma in which I told him I felt Tony Yengeni was
intimidating the ANC component of Scopa, the Deputy President instructed Yengeni to have
no contact with the committee or its members.
Our resolution was tabled in the National Assembly on 2 November. Later that afternoon I
began to hear whispers about Yengeni’s extremely angry response when he realised it had
been passed. We soon started to receive reports of then President Mbeki’s substantial
displeasure at the resolution as well.
A few days later, on 8 November, the ANC Study Group was called before a meeting of the
ANC’s Governance Committee, a body recently established to provide ‘political leadership’
to the ANC in Parliament. It comprised the Chief Whip, the Speakers of both the National
Assembly and the National Council of Provinces, the Leader of Government Business (JZ),
the Minister in the Office of the President (Essop Pahad), the President’s Parliamentary
advisor (Charles Nqakula), the chair of the ANC caucus (Thabang Makwetla) and a range of
other trusted senior MPs. In addition, for this meeting, Sue Rabkin, advisor to the Defence
Minister, was also present. Sue, the partner of Pallo Jordan, had made sure we were able to
brief her boss and had privately been very supportive of our efforts. Essop Pahad objected to
her presence but was overruled.
As the Scopa Study Group entered the committee meeting room Pahad was sitting with his
arm around Ntsiki Mashimbye, the youthful chair of Parliament’s Defence Committee.
Ntsiki’s predecessor, Tony Yengeni, was on his other side. We were surprised to see Yengeni
there, as we thought he had been told to keep out of this issue. JZ instructed us to sit on the
opposite side of the table to them.
Mashimbye started what can only be described as a tirade against the Study Group, alleging
that we didn’t understand the deal and that it was a matter his committee should be dealing
with. Throughout Ntsiki’s harangue Pahad was clapping him on the back encouragingly.
Johnny de Lange, then chair of the Parliamentary Justice Committee, weighed in that there
was no evidence of impropriety and we were engaged in an unjustified ‘fishing expedition’.
In addition, he said, the investigation should not under any circumstances involve the Special
Investigative Unit of Judge Heath, as suggested in Scopa’s resolution.
I was given a brief opportunity to describe the prima facie evidence that we had and the
process we were following. Within a few minutes Essop Pahad shouted angrily at me: ‘Who
do you think you are, questioning the integrity of the government, the Ministers and the
President?’ Pointing aggressively at me, he shouted that we should simply withdraw the
resolution. Johnny de Lange quietly pointed out that we couldn’t do that, but that we should
use our majority on the committee to water down the effect of the resolution and ensure that
the Heath Unit was excluded from the investigating team.
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Pahad then announced that he had to leave the meeting to catch a plane. With his departure
the atmosphere in the room changed. After a few moments, for the first time in the meeting,
JZ spoke. He stated calmly that he felt the Study Group was fulfilling its constitutional
responsibility, that the organisation hadn’t provided us with any leadership and that now they
would. The key point, he said, was to ensure that Judge Heath was not part of the
investigating team. He proposed convening another meeting at which we would be given the
opportunity to put our concerns to the relevant Ministers.
Soon after this, then Finance Minister Trevor Manuel asked me to have lunch with him. He
was someone I had met when I first encountered the then banned ANC in the townships of
Cape Town in the mid-1980s and with whom I worked closely on a number of financial
matters including the budgets and the Public Finance Management Act (the drafting
committee of which I chaired). We sat down at the Speaker’s Corner, a restaurant near
Parliament. In a very friendly tone Trevor summarised the extensive work the Treasury had
undertaken before agreeing to the financing package, and suggested I talk directly to those
officials. Towards the end of the meal he said: ‘We all know JM [as Joe Modise was known
and who had a reputation for corruption even during the exile years]. It’s possible that there
was some shit in the deal. But if there was, no one will ever uncover it. They’re not that
stupid. Just let it lie. Focus on the technical stuff, which was sound.’ I responded that there
were even problems with the technical aspects, and warned that if we didn’t get to the bottom
of the deal now, it would come back to haunt us – a view I expressed over and over again
within the ANC.
[Pahad and Manuel later accused me of recording this and other conversations, which I never
did. However, I took the accusation as confirmation of the accuracy of the notes I made
immediately following meeting].
It was soon after this lunch that another senior member of the ANC’s NEC invited me to his
house one Sunday, where he said to me that I was never going to ‘win this thing’. ‘Why not?’
I demanded. ‘Because we received money from some of the winning companies. How do you
think we funded the 1999 election?’ I still do not know whether he was asked to see me or
whether he took the initiative himself.
A few days later members of Scopa made our way to Pretoria for a meeting
with the agencies we had recommended for the investigation. The Chief Whip had initially
refused to authorise our travel expenses, but we decided to go nonetheless. Before the
meeting got underway one of the investigators asked to speak to Gavin and me. He led us
down through labyrinthine corridors, past rows of desks, into a basement and up to the gate of
what looked like a prison cell. This was the secure storage area. He unlocked the gates and
asked us to take a seat. Opening a safe he withdrew a sheaf of different-sized pages. We
looked at the series of bank statements, signed letters, deposit and withdrawal slips. ‘This,’
said the investigator, ‘is a substantial part of the paper trail linking money from a number of
the successful bidders to Joe Modise.’ ‘How much of the trail is outstanding?’ we asked. ‘Not
much. With the resources and legal powers of the investigating team upstairs, we will
complete it in a couple of weeks.’
The meeting of the investigators involved all of the agencies recommended
in our resolution. It was clear that they were all required, including the SIU (aka the Heath
Unit), which was in a position to consider the legal validity of the contracts and to seek civil
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remedy if any of them were found to be unsound. The mechanics of a joint investigation were
then easily agreed, with the agencies comfortable to provide Scopa with regular updates of
their progress before submitting a final report to us.
When we returned to Cape Town the ANC component of the Committee was called to the
President’s office in Tuynhuys.
Besides JZ, who was chairing the meeting, a number of participants from the Governance
Committee were joined by the Minister for Trade and Industry, Alec Erwin, and the deputy
ministers of defence and finance. JZ asked me to run through our major concerns. Minister
Erwin Alec responded but added nothing new and actually seemed confused on some of the
detail. For instance, when we pointed out to him that the contracts were shoddy as in one or
two cases they equated Dollars and Euros in value as credits, he answered that our point was
irrelevant, as the two currencies were equal at the time. They had never been at parity. He
also launched a most unconvincing defence of the industrial offsets. He suggested that
Cabinet was stung by our resolution which criticised them and accused them ‘of buying
Ferraris with the peoples’ money’. Later in the meeting, he said that there was no way we
would find anything if there had been corruption as it would have been too well hidden.
Ntsiki Mashimbye then read off a list of unacceptable contentions made in Scopa’s
resolution. Not only were the members of the committee able to respond cogently to
each and every point, but the fuzzy nature of the accusations led me to feel that many of those
accusing us of betraying the Cabinet and the ANC hadn’t actually read the resolution, let
alone any of the related documentation.
After an outburst from Charles Nqakula, then the President’s Parliamentary Advisor, who
accused me of leaking information from meetings, JZ ended the meeting. I went up to him
afterwards and said I needed to speak to him. He said he would call me later. He did so at
about 10 pm, and I went to meet him at his Tuynhuys office. He greeted me warmly and
asked me to sit close to him. I immediately started explaining that I had not leaked
information from the Governance Committee meeting. He stopped me: ‘I know it wasn’t
you.’ It was clear he knew who it was. Thinking about it later, I assumed that JZ’s office had
fed the media in an attempt to embarrass the President. JZ encouraged me to press on with the
investigation, reiterating that he believed we were fulfilling our constitutional responsibility.
His only caveat: ensure that Heath was not part of the investigating team.
As I walked home I tried to think through why Zuma was supporting us in the face of such
hostility from the President. With the limited knowledge I then had, I assumed that he saw an
opportunity to further destabilise a teetering President. At the time Mbeki was at his most
isolated since his election: his orthodox economic strategy, the HIV and AIDS debacle which
was at its height, his weak approach to Zimbabwe and his generally autocratic leadership
style were all contributing to his alienation from the ANC’s allies and many in the
organisation itself. Perhaps JZ felt that if Mbeki was intimately involved in the less
salubrious aspects of the Arms Deal, exposure might turn the ANC whispers of preventing a
second Mbeki term into a reality. Zuma would have seen himself as the most likely
beneficiary of such a scenario.
I then pondered why everyone in the ANC was so keen to exclude Judge Heath and his
highly successful investigating unit from the probe. Willem Heath had been a judge in the
former homeland of Ciskei. Post-1994 he had become one of the country’s leading crusaders
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against corruption. The unit he had built up was tenacious, illustrating its competence to
Scopa by its recovery of almost half of the money wasted on the ‘Sarafina II’ AIDS
imbroglio. The unit claimed to already have significant evidence of wrongdoing in the Arms
Deal, and importantly was the only entity in the proposed investigating team that would have
the power to annul the contracts if any corruption was proven. In addition, and crucially,
Heath was the only actor in the drama who had little connection to or sympathy with the
ANC.
The party, therefore, developed a coordinated and aggressive campaign to enable the
President to refuse Heath the proclamation he required to participate in the investigation.
Johnny de Lange wrote a 17-page article to explain why the judge should be excluded on
legal grounds. The Speaker entered the fray. Within the ANC Study Group there was debate
on the issue. Some wanted him excluded either because that was the wish of the leadership or
because they just didn’t trust him. Laloo, myself and a few others felt it was important to
have Heath involved, but that he needed to be kept within the parameters of the investigation
and work cooperatively with the other bodies. To this end, we insisted that the Joint
Investigating Team (JIT) report to Scopa at regular intervals, a prospect the JIT was
comfortable with.
However, the Speaker informed Gavin and me that it would be inappropriate
for us to instruct the JIT, or have regular interaction with them. We were surprised, given her
earlier support for our proposal, and approached her legal advisor, Fink Haysom, who had
fulfilled the same role with distinction for President Mandela. Haysom made clear that there
was no problem with the JIT keeping Scopa informed of its progress or our interacting with
them as long as we were not seen to instruct them. The Speaker was unmoved and took the
extraordinary step of editing Gavin’s letter to the JIT, imposing her view on the
correspondence.
Prior to this the JIT had written to Gavin asking him to request the President to include the
Heath Unit. The media too clamoured for his inclusion. Gavin duly wrote to the President,
requesting him to provide the Heath Unit with the required proclamation. He and I also
released a joint statement containing the advice we had received from Haysom. However,
after meeting the President, Selby Baqwa (the Public Protector at the time) and Bulelani
Ngcuka changed their minds about the need to involve the Judge. Even the Auditor-General
equivocated. Just before changing his mind, Selby Baqwa was accused, in the media, of
sexual harassment. [Strangely, once he had recanted on Heath the allegations were dropped.
His accuser spoke to the media and said she had been compensated for withdrawing
charges.495]
Soon afterwards the ANC hierarchy received a massive fillip when, in another matter, the
Constitutional Court ruled it was inappropriate for a judge to lead the unit (even though the
application of the ruling was delayed for a year and didn’t affect the day-to-day activities of
the SIU). The Speaker issued a statement claiming Scopa’s report did not call for Heath’s
inclusion in the JIT and alleging that Gavin was in conflict with Parliament for writing to the
President.
The Speaker called me even though it was now in Parliament’s end of year recess (at the end
of 2000). She complained that Gavin had overstepped the mark as he claimed to be acting on
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behalf of the committee when the committee hadn’t met for weeks. I pointed out that he was
acting with my support and in accordance with Parliamentary rules, which stipulate that the
chairperson acts on the committee’s behalf during the recess. She asked me to come and see
her at her official residence.
I did so on 2 January 2001. She explained to me that the JIT could not report to us and that
she would come to the Study Group to explain her reasoning. She also made clear that
Parliament would decide that our resolution did not include Heath, and that she would inform
the President accordingly. I asked her what had happened to her initial enthusiastic support
for the investigation, and she responded only be repeating that Gavin had exceeded his
powers. She suggested that my close working relationship with him was untenable. I was
troubled that someone who a few weeks earlier had fervently supported Parliament’s
independence and threatened to resign if I was intimidated or stopped from pursuing the
truth, was now a key player in neutering the investigation.
I began to piece together what had been taking place. Later my suspicions were confirmed by
a variety of journalists and a few senior comrades who remained sympathetic to me. Key
political functionaries in the ANC, the President’s office and Parliament had been
communicating either in a variety of sessions or in one large meeting that could have
included the Speaker of both houses of Parliament, Yengeni, Pahad, Ngcuka, Peter Mokaba
and others. At this meeting or series of deliberations in mid-December it had been decided
that the ANC Study Group would begin to row back the resolution, Heath would not be given
a proclamation and the remaining investigators would be directed as to the parameters of their
enquiries. At the same time, senior ANC leaders had started to brief individual members of
the ANC Study Group against me, claiming that I had an anti-ANC agenda. The harsh reality
and inappropriateness of this scenario were only fully brought home to me when I was told
by someone involved in the JIT about a meeting with the President at which they were
castigated for publishing their initial report and effectively told who they could and could not
investigate.
With the Speaker’s support withdrawn I attempted to speak to Jacob Zuma in order to
persuade him why the Heath Unit was essential to the investigation. I left urgent messages for
him and John Jeffrey. I didn’t hear from either of them and wouldn’t ever again have contact
with them.
On 8 January 2001 the Parliamentary Legal Advisors produced an opinion that Scopa’s
resolution did not insist on the inclusion of the Heath Unit. The ANC National Working
Committee discussed the matter and decided to campaign against Heath’s inclusion. A five
member task team was set up to deal with the Heath issue. The following week the decision
was endorsed by the ANC’s National Executive Committee.
At virtually the same time the Speaker issued a statement suggesting that Scopa had acted
inappropriately with regard to the JIT, thereby contradicting the view of her own legal
advisor and a senior ANC-aligned judge we had consulted. The judge reiterated that, in legal
terms, our intention for all four agencies to be included was clear. He also stated that he
thought it was inappropriate and wrong for the Speaker of Parliament to intervene in the way
she had.
A few days later Alec Erwin, Trevor Manuel, Jeff Radebe and Mosiuoa Lekota held a press
conference to criticise Scopa and argued that there was no need for an investigation as it was

197
‘the firm view of Cabinet that this process was undertaken with the utmost integrity.
Accordingly, the government rejects with contempt any insinuation of corrupt practice on its
part.’ They further suggested that the Office of the Auditor-General and Scopa had failed to
understand this very complex deal.
The NEC member who had previously warned me about the consequences of continuing the
investigation contacted me on 17 January to say that the NEC was ‘monumentally pissed off.
They believe they can just tough it out.’ He repeated his view that they would not allow an
unfettered investigation because the party had received money from some of the bidding
companies.
This was the context in which the decision on the Heath Unit’s participation was made.
A few days before the President was to announce his decision, Penuell Maduna –now
Minister for Justice – advised the President that it would not be appropriate or necessary to
include the Heath Unit in the investigation. Amongst many others who commented, the
international anti-corruption NGO, Transparency International, actually wrote to the
President that ‘the perception locally and internationally is that the integrity of the
government is in question.’496
On 19 January Thabo Mbeki announced that he would be following his Justice Minister’s
advice in refusing Heath a proclamation. In support of his decision he cited additional legal
opinion that he had sought from the Director of Public Prosecutions in the Western Cape,
Frank Khan, and Advocate Jan Lubbe. However, when the full text of the Khan-Lubbe report
was inadvertently presented to the media it was clear that they had advised exactly the
opposite. They stated quite unequivocally: ‘In addition there are sufficient grounds in terms
of the Special Investigating Units and Special Tribunals Act No 74 of 1996 for a Special
Investigating Unit to conduct an investigation and, in our opinion, such an investigation is
warranted. We agree with the conclusions of the Special Committee on Public Accounts (sic)
… that all the agencies referred to above be involved at the earliest possible stage.’497 They
went on to say that Judge Heath should be replaced as head of the unit as soon as possible to
give effect to the recent decision of the Constitutional Court. The Sunday Independent
editorialized that President Mbeki’s action ‘constitutes at best a cynical distortion of the
report and at worst a wilful misrepresentation of its key findings’.498
President Mbeki ended his address to the nation with the following statement:
Our country and all our people have been subjected to a sustained
campaign that has sought to discredit our government
and the country itself by making unfounded and unsubstantiated
allegations of corruption. Among other things this campaign
has sought to force us to do illegal things, to break important
contractual obligations, to accuse major international companies
of corrupt practice and to damage our image globally … We
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know that various entities have been hired to sustain this campaign
… I would like to assure you that the campaign will not succeed.
It is worth repeating that the President had held a highly inappropriate meeting with the
Auditor-General, the Public Protector and the Director of Public Prosecutions three days
before coming to his decision. In addition, besides the absurd characterization of Scopa’s
legitimate efforts to hold the Executive to account, and given that the President had acted as
chair of the Cabinet sub-committee that made the key decisions in relation to the Arms Deal,
it was improper for him to be setting the terms of the investigation into his own conduct.
During these tumultuous days I had tried incessantly to contact Jacob Zuma. Neither he nor
John Jeffrey would return my calls. It soon became clear why: on the same day the President
announced he was excluding the Heath Unit, a letter arrived for Gavin Woods, purportedly
from the Deputy President. It was a thirteen page excoriation of the committee for the same
offences highlighted by the President. Using Johnny de Lange’s words from the governance
committee meeting, it stated that ‘the investigation is tantamount to a fishing expedition’.
Describing the arms companies as ‘well-known and prestigious international companies’, the
letter fulminate against our rather measured statement that the arms industry was prone to
corruption. It continued: ‘Natural justice demands that you both substantiate the allegation
that the persons, governments and corporations … are prone to corruption and dishonesty …
it is a most serious matter indeed for our parliament or any section of it to level charges of
corruption against foreign governments and corporations without producing evidence to back
up such allegations.’ [I believe I have done in the over 500 pages of ‘The Shadow World’].
After further attacking Scopa for unfounded allegations and our ultra vires support for the
Heath Unit the letter concluded with a similar overstatement to the President’s statement:
‘The government will also act vigorously to defend itself and the country against any
malicious misinformation campaign intended to discredit the government and destabilise the
country.’499
It has since come to light that the letter was written by President Mbeki. What was clear was
that the Deputy President was either no longer driving the agenda on the ANC’s response to
the Arms Deal crisis or had changed his position quite dramatically.
The ANC members of Scopa were shocked. Having been informed of the support we were
getting from the Deputy President, they couldn’t understand this letter in his name. At the
time they were being briefed against me and the investigation by the Chief Whip and the
Presidency. They were now faced with a choice: continue to support the investigation and
alienate the party, or support the party and become part of the leadership’s effort to stymie
any meaningful investigation. This was a manifestly unfair choice as, within South Africa’s
pure proportional representation system, rebellion against the party inevitably results in
exclusion from Parliament, either immediately or most certainly at the next election.
On 21 January the Study Group met. It was a chastened group of people. Most of them had
clearly had their minds changed, as reflected in the statement of one member: ‘The President
has spoken. What more can we be expected to say?’
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The following day the Study Group reconvened. Geoff Doidge, the Deputy Chief Whip, had
joined us. He told us that the Speaker and the chairperson of the NCOP wished to join us as
well. Given the sensitivity of their positions, he suggested we invite them to the meeting. On
their arrival the Speaker stated: ‘We think you should issue a press statement stating that you
support the exclusion of Heath, that the investigation should not report to Scopa, and that you
apologise for the inference of wrongdoing by the Executive.’ The Speaker left as we started
drafting, but the chairperson of the NCOP remained and took an active part in the crafting of
the statement. I argued that we had to recommit ourselves to Scopa’s 14th Report, which was
accepted in return for my agreeing to state that we had not specifically identified the Heath
Unit as an essential part of the investigating team. I felt torn between loyalty to the party and
my convictions. Encouraged by my comrades, I agreed. With the backtracking statement
complete, the group insisted that I be the person to read it to the media.
I immediately regretted my actions and spoke to Gavin Woods. He and I then re-briefed the
media that we were united. On Heath I said there were different interpretations but that I had
understood when we drafted the resolution that we did want him in. Woods and I promised to
continue to fight for an unfettered investigation.
Scopa met again on 24 January. Gavin started the meeting by calling for the committee to rise
above our political differences and continue the proud, non-partisan and consensual tradition
of Scopa. I spoke strongly in support, as did Raenette Taljaard then of the Democratic
Alliance. Some of the ANC members repeated the view of the leadership that there was
nothing to investigate. Gavin called for objectivity all round. I was out of kilter with the other
ANC members of the committee, arguing that our resolution could be read both as insisting
on including Heath and leaving it open for the subsequent meeting of the investigators to
decide. I found myself contradicting many of my ANC colleagues who insisted we hadn’t
agreed to Heath’s participation. The meeting ended with the formation of a small sub-group
to resolve this and other issues.
On 29 January the Study Group was called to see the Chief Whip at 8 am. He announced:
‘Comrades, we have decided to strengthen the Public Accounts Committee. Feinstein will no
longer chair the Study Group. Geoff Doidge will be the chair. He will be joined by comrade
Andries Nel [the whip who had chaired the committee that had dealt with the problem of
Penuell Maduna’s attack on the Auditor-General], Chair of ANC Caucus Thabang Makwetla
and comrade Neo Masithela.’ He continued: ‘The ANC, from the President downwards, will
now exercise political control over Scopa.’ From that moment on the role of the Public
Accounts Committee as a non-partisan arbiter on matters of financial management was
brought to an end.
The new Public Accounts Committee was addressed by the Speaker. She said that the
Committee could not sub-contract its work to the JIT or give it instructions. She claimed that
Gavin had exceeded his authority as chair. He disagreed with her vehemently on all counts.
On the same day, Frene Ginwala wrote a letter to the Deputy President confirming that
Scopa’s allegations ‘are not substantiated’ and that the Committee could not instruct the JIT.
Gavin Woods experienced a tough time in the committee since its ‘thugging up’, to use his
words. Shauket Fakie, the Auditor-General, had disappeared from view. The Deputy AG,
Terrence Nombembe, appeared before Scopa and undertook to report back to the committee
on behalf of the JIT in July 2001. This never happened. Soon thereafter, staff in the AG’s
Office were instructed that they could not have contact with either Woods or myself.
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This was a culmination of strange behaviour by Fakie since the beginning of the new year.
Every time he saw Gavin and me he would become extremely agitated and nervous. He
would sweat profusely while talking to us and obfuscate the state of play in the investigation.
It soon became clear why. The two senior members of his Office who had been directing the
enquiries into the deal for over a year were removed from the investigation, with no reason
given. A source in the Office suggested that they stood down because of the manner in which
the process was being manipulated. I was later told by another source that the AuditorGeneral had been summoned to a couple of meetings with the President. In the first, Mbeki
supposedly attacked Fakie and admonished him for writing the initial report. He also made it
clear in no uncertain terms which aspects of the deal the AG’s Office could and could not
investigate. This pressure was intensified when they met again just before the President’s
announcement on Judge Heath.
The AG was reportedly ‘freaked out’ by the meetings and very nervous. He took the
extraordinary step of administering lie-detector tests to his staff. Many were insulted and
angry. Gavin Woods and I attempted to raise the issue of the AG’s submission to the will of
the Executive at the Audit Commission. This was a body appointed by the President to
oversee the work of the AG’s Office. I was Deputy Chair of the Commission. Pallo Jordan,
the incumbent Chair and usually an independent-minded ANC MP, closed the door on any
meaningful discussion of the AG’s behaviour.
Meanwhile, the behaviour of the ANC members of Scopa had become ever more politically
partisan and aggressive. Woods felt that this inevitably spilled over to other areas of the
committee’s work unconnected with the Arms Deal. After a few more meetings the ANC
contingent, responding to an instruction from the Chief Whip to move the committee away
from the Arms Deal, decided that the committee should take no further action to follow up
the 14th Report undertakings and should have no further communication with the Joint
Investigating Team. The committee had been rendered toothless. Now it’s only remaining
function was to play the compliant audience to an appearance by the Cabinet Ministers
involved in defending the deal. I was astonished when in a Study Group meeting (which I
was still attending) before the Scopa meeting, the Cabinet Ministers who were to appear
before the committee instructed the ANC members in exactly what questions to ask them.
The hearing with the Ministers took place on 26 February, at which they were asked the
scripted questions. Minister Erwin was particularly aggressive and enthusiastic in defence of
Chippy Shaik. In response to a question I had asked about the lack of declarations of conflicts
of interest he responded:
[Minister A Erwin]… when it was known to us, and it was known at an early stage, that a
person in a relatively critical position, the Chief of Procurement [i.e. Chippy], and that there
were now negotiations taking place between a company that his brother was involved in, we
took specific steps to ensure that the person recused himself … we were satisfied that we had
taken sufficient precautions to deal with that.500
The Ministers expressed the view that they had nothing to do with the sub-contracts and were
responsible only for the main contracts, which were all above board. Woods, Taljaard and I
explained that if, as Chippy Shaik had made clear at our hearing, deals were done between
the main contractors and the subcontractors prior to the main contracts being awarded, it was
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the relationship between the two levels of contractors that was most open to abuse and about
which we had received extremely worrying information of state involvement. Revealingly,
after claiming initially that Government had nothing to do with sub-contractors, Erwin
eventually stated that ‘… at various times … each of us as Ministers probably met in one or
other way subcontractors.’501
After unsatisfactory discussion of a number of the other key issues raised in this submission
the Ministers again castigated the Committee for our prejudgement of the arms industry as
corrupt, Minister Lekota stating ‘that particular position is unacceptable’.502
The committee made no headway after the hearing. At the ANC’s insistence it decided not to
follow up the letter signed by the Deputy President. Its second report on the Arms Deal was
highly contested. Unsurprisingly, the ANC’s report, which had been drafted with the
involvement of the Ministers concerned (which I had witnessed in a series of Study Group
meetings and exchanges of drafts), reiterated that the committee had never called for the
inclusion of the Heath Unit and expressed their confidence in the ongoing investigation.
Equally unsurprising was the ANC’s complete exoneration of the Executive. The document
apologised for the 14th Report’s unintended offence and accepted the Executive’s take on the
real cost of the deal. It criticised Gavin Woods for the position he took on the involvement of
the Heath Unit.
Gavin tried to persuade the committee that they had an obligation to Parliament and thus to
the country to continue to investigate aspects of the deal themselves. This was rejected by the
ANC. Gavin claimed that ‘the committee has been sidelined. We had interventions by the
Speaker which by design created uncertainty about accountability. That uncertainty has been
exploited to the point where we are in the dark.’
The Speaker called on Woods to apologise for his remarks about her. He refused. The
following day the leader of the small United Democratic Movement, Bantu Holomisa,
suggested the Speaker’s conduct in relation to the Arms Deal was in dereliction of her duty to
prioritise the integrity of Parliament. He said she was intentionally obstructing parliamentary
processes on behalf of the Executive and was improperly interfering in the committee’s
functioning.
It is worth noting that at one point the Speaker had asked Gavin Woods and me to speak to
her ‘intelligence advisor’, Russell Christophers. In addition to telling us that he was
concerned about our safety he told us that ‘the Speaker suggests, and I agree with her, that it
would be safer for you if I kept all your documentation under lock and key. You could
obviously have access to it at any time. I’m worried that it might be stolen or fall into the
wrong hands. It must also be very heavy to lug around.’ We assumed that the Executive were
desperate to know exactly what information we had. In fact we had demanded documents
from departments after our public hearing in terms of Section 56 of the constitution. As soon
as we had received the documents the Minister of Defence wanted them returned, arguing
that we had no right to them. Woods and I decided we would not give them back, but the
Speaker eventually demanded them, arranging that we could examine certain of the
documents under supervision in the AG’s office.
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After I resigned from Parliament (just before the ANC were going to remove me), I still had
contact with Gavin Woods, who continued steadfastly to chair Scopa.
Parliament eventually received the report from the JIT on 15 November. As discussed above,
it largely exonerated the Executive of any wrongdoing despite stating that most of the key
allegations around corruption were still under investigation. The report ‘regretted Joe
Modise’s behaviour’ but made no mention of the broader allegations against him. The report
revealed, as we had stated repeatedly, that Chippy Shaik had a massive conflict of interest
and didn’t recuse himself from relevant meetings. He had lied to Parliament for at the Scopa
public hearing he had been asked specifically whether he had physically left the meeting
rooms whenever issues relating to his brother’s company were discussed. He replied
emphatically that he had.
I wrote a letter to Speaker Ginwala suggesting that to protect Parliament’s integrity Shaik’s
misleading of the Committee should be investigated. I never received a reply. No action was
ever taken.
With respect to the procurement process, the report found around 50 instances of noncompliance, suggesting that ‘proper evaluation procedures were not consistently and
diligently applied and a proper audit trail was not established throughout the procurement
process.’503 In addition, ‘the time allocated for each evaluation and execution was insufficient
to ensure that it was done properly and efficiently,’ and ‘various key documents had not been
finalised and/ or duly approved before the final contracts were concluded.’504
In auditing terms these are very serious failures. In fact, in numerous Auditor-General’s
reports such findings would lead to the AG expressing an adverse opinion or refusing to
express an opinion at all. This would then lead Parliament to refuse to authorise the
expenditure and require government to recover the monies spent. This was what occurred in
relation to ‘Sarafina II’, with senior public servants losing their jobs.
The report contained a very weak section on costing and financing. In addition, the
investigators stated that they had not looked at the sub-contracts in any detail. It was in the
complex interaction between the main and subcontracts that Scopa was concerned corruption
might have taken place, especially given that Chippy Shaik had been involved at every stage
of these processes. The JIT decided this didn’t warrant meaningful scrutiny, even though in
his initial report the AG had highlighted it as an area requiring further investigation.
The report was primarily the work of the AG’s Office, with a few pages from the Public
Protector and Bulelani Ngcuka’s office. I was told by a source in Ngcuka’s office that the
investigators’ contribution to the report included a far stronger section on Modise’s
involvement and recommended that the role of the ANC in corruption related to the deal be
investigated. Unsurprisingly this draft never saw the light of day, and was replaced in total by
a section written by someone only peripherally involved in the investigation.
In essence, the report asked as many questions as it answered. It was going to be up to
Parliament to ask the hard questions and demand answers. However, when Gavin Woods
attempted to arrange for the JIT to discuss its report with Scopa, the ANC and the Speaker
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rejected his request. Instead the Executive engineered an event in Parliament where it stressed
the report had exonerated any wrongdoing by government or ministers.
A two-day hearing was set up between the JIT and six of Parliament’s committees. Four of
these committees knew little about the investigation or the deal but served to ensure that
tough questions were kept to a minimum. Soon after the session began, Gavin Woods decided
to end his participation in what he described as a ‘shameful charade’.
When Scopa next met, the ANC produced and voted through a pre-written report as Scopa’s
final Arms Deal report, expressing total satisfaction with the quality of the JIT investigation
and report and explicitly ruling out any further investigation. All other parties voted against
the ANC report.
All the committees reported back to Parliament in December 2001, reiterating that the ANC’s
Scopa report was representative of the findings and reports of the other committees as well.
As far as the ANC and government were concerned, the matter was at an end. There was no
further report by the JIT, despite its having stated that many of the corruption allegations had
not been fully investigated.
Astonishingly, the Mail & Guardian, through the efforts of Richard Young, revealed that the
President and the Ministers of Defence, Finance and Trade and Industry had received the
report prior to its submission to Parliament. The AG had not mentioned this to Parliament.505
The same newspaper had already revealed that the AG had shown a copy of his final draft
report to Chippy Shaik before submitting it to Parliament, and that Shaik had meaningfully
changed a part of the report that referred directly to his brother’s interests.506 Gavin Woods
had sight of a letter from Chippy to the AG insisting on the removal of a paragraph on
conflicts of interest that referred to him. This was yet another indication of the power and
authority that Chippy Shaik wielded over the process and its cover-up.
While it was accepted practice for the Auditor-General to show a copy of his departmental
reports to the relevant Minister just before submitting them to Parliament, it was highly
unusual for the Auditor-General to change the content of a report substantively at the
Minister’s request, let alone at the request of significant players in the matter under
investigation.
Shauket Fakie, the Auditor-General, was found by the High Court to be in contempt
of court and threatened with a jail term before he would make the original draft reports
available. It was soon clear why: the original draft report contained handwritten instructions
indicating what was to be removed, amended or added. It was widely alleged that the
instructions were written by the AG himself in meetings with the Executive. Without fail
these instructions were followed in the final report, starting with the new first sentence, which
completely exonerated the Executive from any wrongdoing. The most significant change
concerned Joe Modise, where the entire meaning of a section of the report was fundamentally
changed after the ‘intervention’ of the Executive. These changes were so blatant they deserve
quoting at length:
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Original wording:
5.13 CONCLUSION
According to documentation the Minister could have influenced decisions made by
certain role-players during the process to select BAE/SAAB as the preferred bidder
for the Gripen and Hawk aircraft.
Furthermore, during the investigation it became apparent that preference was given to
BAE/SAAB by making changes to value systems midway through the process. This
caused the Hawk aircraft to be ranked first, followed by the MB339FD (the
Aeromacchi jet).
The MB339FD could have been acquired much cheaper whilst also meeting the
SAAF LIFT requirements adequately.
1.8 OVERALL CONCLUSION
1.8.1 The findings of the joint investigation support the majority of the key findings
by the AG as contained in his Special Review dated 15 September 2000.
1.8.2 There were fundamental flaws in the selection of BAE/SAAB
as the preferred bidder for the LIFT & ALFA programme.’
Adjusted wording after Executive intervention and as presented to Parliament:
14.1 KEY FINDINGS
14.1.1 No evidence was found of any improper or unlawful conduct by the
Government. The irregularities and improprieties referred to in the findings as
contained in this report, point to the conduct of certain officials of the government
departments involved and cannot, in our view, be ascribed to the President or the
Ministers involved in their capacity as members of the Ministers’ Committee or
Cabinet. There are therefore no grounds to suggest that the Government’s contracting
position is flawed.
14.1.6 The decision that the evaluation criteria in respect of the LIFT had to be
expanded to include a non-costed option and which eventually resulted in a different
bidder being selected, was taken by the Ministers’ Committee, a subcommittee of
Cabinet. Although unusual in terms of normal procurement practice, this decision was
neither unlawful, nor irregular in terms of the procurement process as it evolved
during the SDP acquisition. As the ultimate decisionmaker, Cabinet was entitled to
select the preferred bidder, taking into account the recommendations of the evaluating
bodies as well as other factors, such as strategic considerations.
14.1.7 The decision to recommend the Hawk/Gripen combination to Cabinet as the
preferred selection for the LIFT/ALFA was taken by the Ministers’ Committee for
strategic reasons, including the total benefit to the country in terms of counter trade
investment and the operational capabilities of the SANDF.507
In February 2002, after unsuccessfully trying to reconcile Scopa, Gavin Woods completed his
critique of the JIT report and resigned as chair of Scopa.
It is my contention that the ANC went to such lengths to prevent an unfettered investigation
into the Arms Deal because they needed to conceal corruption involving the head of
procurement in the Defence Force at the time of the deal, at least two senior ANC leaders and
probably the party itself. In addition, Thabo Mbeki would have been deeply embarrassed if it
became public knowledge how negligent he and his Cabinet colleagues had been and how
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weak the processes governing this massive procurement were, at exactly the time that he was
setting out his stall as the country’s first post-Mandela leader.
To this end, besides the intimidation and pressure exerted on Gavin Woods and me, the
duress brought to bear on the investigators themselves was intense. The composite picture
from my varied sources was of valiant attempts to conduct a meaningful enquiry amidst
enormous political interference and even intimidation. As one investigator put it to me, ‘the
hand of the Presidency over the investigation was palpable.’
The investigators were regularly instructed as to what could and could not be scrutinised.
Director of Public Prosecutions Bulelani Ngcuka, a former Parliamentary colleague of mine,
would make decisions on the basis of the political consequences. For instance, the charge
sheet for the arrest of Schabir Shaik was drawn up to charge both Shaik and Jacob Zuma.
When presented to Ngcuka he responded: ‘I will only charge the Deputy President if my
President agrees.’ As a consequence Zuma was not charged in spite of the fact that the
indictment eventually used to charge Shaik mentioned Zuma almost as often as it did the
accused. It was also made clear to the investigators that a shadowy financier close to Mbeki
and Zuma who had played an on-going role in financing the ANC was off limits.
The decision to have a public phase of the investigation, hotly contested by all the
investigators I have spoken to over the years, was required because ‘we need something for
the public,’ according to Ngcuka. It took what soon became a demoralised team three times
as long to get anything done because of all the different levels of hierarchy that checked out
what they were doing. Some of them felt personally intimidated, experiencing break-ins at
their homes. New people were brought into established teams, with the incumbents fearing
some of the new arrivals were intelligence operatives placed there to watch over the
investigators rather than contribute to the team effort.
There was constant interference in the Tony Yengeni matter, which was clearly identified as
the one minor prosecution that would satisfy the public in the hope that the whole issue
would then die down. To their credit, the prosecutors presented evidence that pointed
unequivocally to a jail sentence in spite of being instructed to avoid asking for imprisonment,
as ‘Yengeni’s punishment must be such that he is able to make a return to politics’.
Guidance on Modise was contradictory but a fairly detailed investigation did take place.
Pierre Steyn, the Secretary of the Defence Force at the time, admitted that he resigned in
1998 over the deal specifically because he felt Minister Modise had made up his mind before
the bidding had even started and his acolytes had intervened to ensure his preferred outcome.
He also felt coerced by Modise into appointing Chippy and others to their strategic
positions.508 When the investigator’s report on Modise was brought to Ngcuka’s attention, he
responded: ‘Let’s not bother with that, now that he’s dead.’
Most importantly, a report submitted by the investigators to their bosses recommended that
corruption involving the ANC as an organisation be investigated. This was driven by myriad
factors including the broader party links to Schabir Shaik and a trip that the party’s TreasurerGeneral, Mendi Msimang, made to Switzerland to meet with successful bidders.509 This
recommendation never saw the light of day.
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This interference in the investigative process went beyond South Africa’s borders, with
complaints of a lack of lack of co-operation with international investigations: representatives
of at least one of the German companies involved in the deal were in repeated contact with
then Justice Minister Brigitte Mabandla and her Director-General Menzi Simelane, to try to
prevent the seizure of company documents and the interrogation of witnesses related to the
Arms Deal in South Africa.510 I heard from sources in Europe that Tony Georgiades’ lawyers
were putting pressure on the Swiss authorities not to release banking details to investigators
in Germany.
Did this pressure contribute to the German prosecutor’s decision in June 2008 to end their
enquiry into ThyssenKrupp’s involvement in corruption in the South African deal? The
German company paid a substantial settlement to the tax authorities in that country, an act
which contained no admission of criminal guilt.
The German authorities charged that, in addition to other factors such as the amount of time
elapsed since the start of the investigation and pressure from lawyers, the South African
Justice Department’s failure to assist had contributed to the ending of their investigation. The
initial German request for assistance and information was forwarded to the Justice
Department in the second half of 2007. The department in turn requested additional details
and clarifications. These were supplied by the Düsseldorf prosecutors at the beginning of
2008. The South Africans failed to act on the request. Indeed, a specific request relating to
bank accounts of an alleged nominee for Chippy Shaik was never even passed onto the police
or Scorpions. Scorpions investigators had even been prevented “on technical grounds” from
exchanging information with their German counterparts.511
But the Germans were not the only ones frustrated by the lack of cooperation from South
Africa’s Justice Department. The department and Justice Ministry under Mabandla made
cooperation between the UK’s Serious Fraud Office (SFO) and South African investigators
extremely difficult. The Mail & Guardian established that the Minister refused to authorize
overseas travel by investigators to meet with the SFO, or to follow up leads in other
countries, including a Swiss bank account allegedly linked to Fana Hlongwane. The Ministry
went so far as to challenge the legal basis of a request by the SFO that it and the Scorpions
cooperate in parallel investigations of the South African deal which would allow the sharing
of information both local and international.512 A former Director at the SFO once claimed
with exasperation that they had been waiting for replies from South Africa’s Department of
Justice for an inordinate length of time. In addition, a Swiss official informed me that after
they had collected huge amounts of information on Fana Hlongwane and his bank accounts in
Switzerland neither the SFO nor South African authorities were particularly interested in the
information.
Thus, in addition to the South Africans being uncooperative, according to my own
interactions with investigators in the UK, Germany, Sweden and Switzerland, the other
international investigations suffered from the usual problems of investigations into Arms
Deals: limited international cooperation, a lack of meaningful investigative resources and
agencies.
510
See Mail & Guardian 14 March 2008 and the Times, 15 March 2008
511
Ibid
512
ibid

207
political pressure. A number of senior people in ANC structures have intimated that they
know more about the dark side of the Arms Deal than they have made public. Most obvious
amongst these is current President Jacob Zuma. Judge Nicholson, in his judgment on Zuma’s
application to have the decision to prosecute him declared invalid, stated quite explicitly in
reference to the Arms Deal:
The court can hardly be unaware of the other dark mutterings emanating from the
applicant [Zuma] that if he goes down others will follow him. Like a blinded Samson
he threatens to make sure the temple collapses with him. The impression created is
that the applicant has knowledge he will disclose if he is faced with conviction and
sentence.513
The most flagrant example of the undermining of the country’s institutions of democracy to
protect key party members can be found in the demise of the Scorpions. Immediately after
Jacob Zuma’s victory at Polokwane the ANC Conference passed a resolution calling for the
disbandment of the Unit. The only logical reason for this demand was the Scorpions
considerable success in investigating senior ANC leaders, many of whom were now running
the party. They included Zuma himself, his financial adviser Schabir Shaik, Tony Yengeni
and Jackie Selebi. Siphiwe Nyanda, former Head of the Defence Force, stated it most baldly:
“It [the ANC’s resolution to disband the Scorpions] was informed by the view of how the
DSO conducted itself in relation to Jacob Zuma.”514 Unsurprisingly, among those most vocal
in calling for the Scorpion’s demise were Nyanda and others in the ANC who are most
closely linked to the Arms Deal.
These actions suggest, again, that the ANC and a number of its senior members have
something to hide, which this submission argues, is clearly corruption in the Arms Deal.
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8. The Testimony and Statements of Ajay Sooklal and the Implications for
Investigations Into the Arms Deal
In 2014, as discussed briefly above, the Sunday Times revealed details of arbitration
proceedings between Ajay Sooklal and Thales. Sooklal, an advocate, worked as a ‘fixer’ for
Thales, assisting them to, among other things, attempt to avoid criminal charges related to the
Arms Deal. The Sunday Times coverage was based on transcripts of the arbitration
proceedings, which we have subsequently acquired.
The matters discussed traversed by Sooklal shed new light on the conduct of investigations
into the Arms Deal to date, and raise serious questions about whether key decisions regarding
the prosecution of Arms Deal companies were undermined through undue pressure and, at
least in the case of Penuell Maduna, alleged bribery. And while we acknowledge that the
allegations remain, in the main, untested, they are worthy of discussion and further
investigation.
In his arbitration proceedings, Sooklal indicated that he began to work for Thales in
September 2003. 515 Sooklal was brought on board to help Thales, which found itself in a
difficult situation. Sooklal was able to do so because he had close connections to numerous
people in government due to his previous stint in government and through his social circle. At
the time, Thint, the South African subsidiary of Thales, and its executives, in particular Pierre
Moynot, were in danger of being indicted for corruption alongside Schabir Shaik. Moreover,
arrest warrants had been issued against Pierre Moynot, which he found distressing. Bluntly,
Sooklal was hired to use his connections to prevent the charging of Thint and the cancellation
of the arrest warrants against Thint employees.
In the same month that Sooklal was hired, he travelled to India in the company of Pierre
Moynot. Sooklal claims that, during the trip, he had an occasion to meet with Dr. Penuell
Maduna. Maduna was, at the time, the Minister of Justice. Maduna refused to meet with
Moynot, insisting that he was a ‘crook’ and that he would rather discuss matters with Sooklal
alone. During the lengthy meeting, the two discussed the Thint issues, but it appears that
nothing concrete was agreed.
In November 2003, Sooklal met again with Dr. Maduna. Sooklal claims that, at the meeting,
Maduna made a series of combustible claims:
I did meet with him and he
12 had conveyed to me the following, he stated that on the
13 occasion – and Mr Maduna did not accompany President Mbeki
14 on this visit to France. Later in Johannesburg Mr Maduna
15 indicated to me that President Chirac had approached
16 President Mbeki during the state visit in Paris and
17 President Chirac had requested President Mbeki to endeavour
18 with the National Prosecuting Authority not to bring about
19 charges against Thint (Pty) Limited as well as to uplift
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20 the warrants of arrest against Perrier and Thetard.
21
MR HODES SC:
And what did Maduna then
22 say further than that?
23
MR SOOKLAL:
Maduna says that he was
24 tasked by President Mbeki to work with the then Secretary25 eneral of the ANC, Mr Kgalema Motlanthe and the Treasurer1 General of the ANC, Mr Mende Msimang to bring about a
2 resolution of these matters that were, as per the request
3 of President Chirac
If this allegations is true, it is astonishing: the President of France directly intervening with
the President of South Africa to intervene in ongoing corruption investigations to the benefit
of a multinational arms company – and that the President of South Africa agreed to do so and
directed two of the most senior members of the ANC to achieve this.
According to Sooklal, he continued to facilitate meetings with authorities in South Africa, in
particular Dr. Maduna and Bulelani Ngcuka. In the end, an agreement was reached that
satisfied the wishes of Thint and Moynot. In short, Thint would not be charged as a coaccused in the Shaik trial, but only if Moynot signed an affidavit (and agreed to testify in the
Shaik trial) that attested to the authenticity of the ‘encrypted fax.’ This was agreed to – and,
as a result, Thint was not indicted alongside Shaik, although they would eventually be
indicted in 2005 alongside Jacob Zuma upon Shaik’s conviction.
Following Zuma’s indictment, which included Thint as a co-accused, Thint once again sought
the advice and assistance of Dr. Maduna. During the meeting, attended by Sooklal, Moynot
and Maduna and which took place in November 2005, Maduna allegedly said ‘Mr. Moynot, I
hope you brought my fees.’ Moynot then handed Maduna an envelope containing €50 000
(equivalent to R700 000 at the time) and said ‘we thank you for your assistance in 2004 and
here is €50 000 payment in this matter.’ If this allegation is true, it is, once again, shocking:
that Dr. Maduna, as Minister of Justice, intervened to assist Thint, for which he was paid a
handsome sum in cash. Maduna also apparently agreed to make further representations on
behalf of Thint, but eventually informed Sooklal that he was unsuccessful in his discussions
with ‘reactionaries’ at the NPA.
As will no doubt be addressed elsewhere before the Tribunal, in 2017 Sooklal sought to
become a party to the Corruption Watch/R2K application to set aside the Seriti Commission
of Inquiry. Although we have not had sight of his affidavit, we understand that Sooklal made
two key allegations. The first was that he was directly approached by Jacob Zuma and asked
not to testify before the Seriti Commission.516 Second, Sooklal alleged that he decided to
approach the Seriti Commission in late 2015 to give evidence, but that his attempt to do so
went unanswered.517 While this was very late in the Commission’s life, it is surprising that
the Commission failed to call him after Sunday Times articles in 2014.
When seen in totality, Sooklal’s multiple allegations are deeply concerning. They suggest that
direct interventions were made, on numerous occasions, by politically connected individuals,
including Thabo Mbeki, to influence the shape and content of investigations into the Arms
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Deal. While the allegations remain untested, we believe that they could point to even further
evidence – if any was needed – that direct political intervention was responsible for the
repeated failures of investigations into the Arms Deal.
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9. The Constitutionality of the Arms Deal
Prior to moving onto the content of this section, we must highlight that neither of the authors
of this submission are Constitutional experts. As such, we do not make the definitive
statement that the Arms Deal, or contracts within it, were definitely unconstitutional: this is
the prerogative of legal experts and jurists, and humility prevents us from claiming this
mantle. However, we believe that the information below could be indicative that the majority
of primary contracts in the Arms Deal were unconstitutional, and that further inquiry on this
point by jurists or legal experts could prove fruitful.
Section 217 of the South African Constitution addresses public procurement, and prescribes
that all public procurement must follow key prescripts. Section 217(1) of the Constitution
states that:
When an organ of state in the national, provincial or local sphere of government, or
any other institution identified in the national legislation, contracts for goods or
services, it must do so in accordance with a system which is fair, equitable,
transparent, competitive and cost-effective.
Our focus, here, is on the requirements for public procurement to be ‘competitive and costeffective.’ While we recognised that the Constitution requires a ‘system’ that is fair, rather
than that all procurement be fair, we believe that is impossible for a ‘fair’ system to produce
systematically unfair results. The fact that the majority of primary contracts in the Arms Deal
were neither cost-effective or competitive, implies that both the procurements themselves and
the system used to reach those procurement decisions were unconstitutional. We address each
contract below.
The ALFA/Gripen Contract
The ALFA contract was awarded to BAe/Saab. However, this award was made without any
meaningful competition. In addition, the contract was awarded despite the state not having
any reliable competitive price information.
As noted above, the ALFA contract was awarded to BAE/Saab partially after the bids were
addressed across three domains: technical, financing and offsets. However, two of the three
shortlisted finalists failed to submit financing information. We do not believe that the claim
that the two losing bidders, Daimler-Benz and Dassault, ‘failed to offer financing, despite
repeated requests.’ It is simply not credible that two multinational competitors for multibillion dollar contracts would ‘fail’ to submit information that would be crucial for their
victory.
The result of this, as the Joint Investigation Report noted, ‘there was no competitive financial
evaluation. The aforementioned lack of a competitive financial evaluation played an
important role during the overall evaluation process, as the financial evaluation score
comprised 33.3 per cent of the total evaluation.’518
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This is a profound failure. It meant that the decision-makers in the Arms Deal would not have
been able to ascertain the terms of the financing deals on offer by Daimler-Benz and
Dassault. These terms would have had a major impact on the ultimate cost of these contracts
as they determined the manner and conditions under which the loans would have been repaid;
or, more simply, how much the South African government would be required to pay to settle
the loans taken out to pay the capital acquisition costs.
Thus, there was no competitive assessment of the costs between the three shortlisted bidders,
and there was no way for the State to be certain that it chose a best-value proposition.
The LIFT Contract
As discussed previously, the LIFT contract was awarded to BAE Systems after the direct
intervention of Joe Modise. Modise’s intervention comprised of an instruction to remove cost
as a criterion in the competitive evaluation of the Hawk and MB339 bids. There is
considerable debate about how the ultimate decision to select the Hawk was made (see
above). Nevertheless, it appears that the Hawk only won and was only approved because cost
was excluded in the analysis, leading the Hawk offer to be moved into first place.
It should also be borne in mind the original draft Auditor-General’s Report was clear that
BAE/Saab had been favoured. The original paragraph 5.12.2 of the report stated that
‘During the investigation it became apparent that, during the technical, DIP, NIP and
financial evaluations, as well as during the negotiation phase, preference was given to
BAe/SAAB.’519
The Submarine and Light Utility Helicopters,
We believe that both the submarine and light utility helicopter contracts were unconstitutional
for the same reason, namely, that the eventually contracted for amount of items acquired was
different to the number assessed during the evaluation phase. Or, more simply, the
government bought fewer items than originally planned, and that, during the selection phase,
the bidders had submitted bids based on the higher number of items requested.
In the submarine contract, the Request for Offer document stipulated that bidders were to
submit bids for the supply of 4 submarines. The bidders were evaluated based on these offers,
which generated the final consolidated SOFCOM scores that were forwarded to Cabinet. It
was on the basis of this evaluation that the German Submarine Consortium won the bid.
This would have been unproblematic if there was a linear relationship between the number of
units acquired, their price and the value of the offsets offered. If for, example, the price for
four submarines was R10 (or R2.50 each), and the price for the three submarines was R7.50
(R2.50 multiplied by 3), then there would be no problem with the contract award decision.
However, there was no linear or directly proportional relationship between the number of
submarines acquired, the cost of the submarines and the quantity of offsets offered. Generally
speaking, it seems that, at least in the case of GSC, the bidder was willing to offer a better
per-unit cost and per-unit offset offer the more submarines were purchased by the South
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African government. This is made abundantly clear by the difference between the eventually
contracted for price for 3 submarines, and the original RFO bids.
On the 18th of November 1998, a presentation was made to Cabinet for approval of the
recommendation for preferred bidders and to allow the final contracts to be negotiated with
the suppliers. These recommendations were approved by Cabinet, on which the German
Submarine Consortium was selected as the preferred supplier and negotiations entered into.
During that presentation, the German Submarine Consortium program was costed at R5 212
500 000. This was at variance with the final contracted value of R4 225 920 000. The
difference was R986.58 million, and was explained by the fact that the first figure was for the
purchase of four submarines, and the second was for the purchase of three submarines. While
the decrease in costs could be lauded, it actually hid the fact that the government ended up
paying more, per unit, than under the original offer:
Table 28: Comparison of Per Unit Price for Submarines, 1998 Bid Offer and Final Contract Price

1998 Offer (4
submarines)

Contracted Price
(3 submarines)

5 212 500 000

4 225 920 000

1998 Per Unit
Price (4
submarines)
1 303 125 000

Contract per unit Unfavourable
price (3
variance
submarines)
1 408 640 000
105 515 000

In the most simple terms, South Africa thus paid R105m more per submarine when they
bought 3 submarines against when they were offered four submarines.
This non-linearity was also evident in the offset offer made by GSC. In the November 1998
Cabinet presentation, the Industrial Participation figure was given as R30 274 000 000
(R30.274 billion). This was the IP offer for four submarines. However, the final contracted
Industrial Participation amount, for three submarines was only R18 255 746 906 (R18.255
billion). Therefore, the South African government contracted received less IP per submarine
when they contracted for three submarines against when they were offered (and evaluated the
offer) for four submarines. The table below makes this clear:
Table 29 – Comparison of Per Unit Price Industrial Participation for Submarines, 1998 Bid Offer and
Final Contracted IP

1998 Offer Total
IP Offer (4
submarines)
30 274 000 000

1999 Contracted
IP (3
submarines)
18 255 746 906

1998 IP Unit (4
submarines)

IP per unit (3
submarines)

Unfavourable
variance

7 568 500 000

6 085 248 968

1 483 251 032

Again, to simplify: when the submarine contract was evaluated on the basis of four
submarines, GSC was offering R7.568 billion per submarine as part of its Industrial
Participation bid; when the contract for three submarines were eventually awarded, GSC only
offered Industrial Participation equal to R6.085 billion per submarine. Or, as in Section 3.1
above, while the price of submarine contract was reduced by just under 19%, the amount of
offsets GSC was contracted for was reduced by 40%.
This difference is particularly vivid when the calculation is not based on IP offered per unit,
but, rather, on the rand value of IP offered for every rand spent on the contract. In the 1998
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evaluation, GSC offered considerably more IP per rand spent than they were eventually
contracted for, as the table below shows:
Table 30 – Rand by Rand Comparison: Price Paid to Offsets Offered, 1998 Bid and 1999 Contract

Total Price
IP Offer
R offset offered per R
Contract Price

1998 Offer
5 212 500 000
30 274 000 000
5.80:1

1999 Final Contract
4 225 920 000
18 255 746 906
R4.31:R

In more straightforward terms: in 1998, GSC offered R5.8 in Industrial Participation for
every R1 spent by the South African government buying the submarines; in 1999, in the final
contracted terms, this was reduced to R4.31 of Industrial Participation for R1 spent buying
the submarines.
The huge variance in the bid offer and the final contract offer was profoundly prejudicial to
other bidders. Indeed, if the bid were re-evaluated on the basis of the contracted price and IP
for three submarines rather than the bids based on four submarines, it is entirely possible that
another winner would have emerged successful. This was the inference that was drawn in the
draft Auditor-General’s report:
‘Prejudice towards unsuccessful bidders could exist, as the reduced value of NIP
eventually contracted for did not take into account the impact this could have had on
the original NIP evaluation. Had these final contracted figures been utilised for the
purposes of the NIP evaluation, it is conceivable that a different result might well
have been identified as the preferred bidder.’520
It should be noted that this issue was raised, but completely ignored, by the Seriti
Commission of Inquiry. It was even confirmed by one of the naval witnesses who appeared
before the Commission. Following his testimony, Robert Maxwell Vermeulen was crossexamined by Paul Holden, who was forced to undertake the examination himself due to the
Commission’s refusal to fairly delay questioning. Vermeulen had been part of the selection
process for the submarines, acting as the acquisition’s Project Manager, employed by
Armscor. We pause to note that the majority of the cross-examination by Holden with
Vermeulen was not reproduced in the summary of witness testimonies appearing at Volume 2
of the Seriti Commission’s Final Report; it certainly made no reference at all to the following
exchange between Holden and Vermeulen that confirmed the points above.
To quote from the full transcript of the proceedings:
Mr Holden: I would imagine as a matter of logic, and I’m sure that this should be
quite simple to apprehend, but the price for three submarines would be different to the
price of four submarines?
Mr Vermeulen: Very much so.
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Mr Holden: Which begs the question for me, and I know you maybe weren’t part of
this decision making process but if the RFO constituted a binding commitment in
terms of price and the state agreed to negotiate on the basis of a price quoted for three,
four submarines, one would imagine that the process would be reopened because the
price would be different and that’s very important part of the RFO process as you’ve
mentioned.
Mr Vermeulen: I think your word is correct when you say ‘you can imagine.’ I’m not
sure what negotiations took place at an upper level. If you recall there was an IONT
that was negotiated in the umbrella agreement and then at a lower level the supply
terms, so one could surmise that an agreement was struck and a price was agreed
upon, but I wasn’t privy to that.
Mr Holden: And now we come to, I think you’ve pre-empted one of my questions, are
you aware, so when the decision was made to purchase three rather than four
submarines are you aware of whether an approach was made by any member of the
acquisition team to any of the three losing bidders in the RFO phase to get a formal
and binding quotation as to what it would have cost to purchase three rather than four
submarines?
Mr Vermeulen: Not to my knowledge...
Mr Holden: Obviously I’m not suggesting that you could make an educated guess on
the basis of the existing RFO’s, but that’s not really my point, my point and my
question is this, is it true you cannot reference a binding price offer from the three
losing bidders on the RFO evaluation phase to confirm what it would have cost to
purchase three submarines from Fincantieri, Kockums or DCN?
Mr Vermeulen: It’s correct, it’s very hard to extrapolate. You can’t simply divide the
price by four because scale of economy comes into it, obviously the more submarines
you buy the price decreases proportionally under normal circumstances, so it would
have been difficult to extrapolate and guess at what the losing bidders, what their
price would have amounted to in the case of reducing and removing one submarine
from its scope of supply...
Mr Holden: ... Would it be fair to say that on the basis of the purchase of three
submarines from each of the four suppliers at this point in time you couldn’t comment
as to the cost-effectiveness?
Mr Vermeulen: That’s a fair assessment yes, I would not have been able to do that
because I wouldn’t have known the impact of the prices of either of those, of any of
those four submarine product systems.
Mr Holden: Okay, thank you. The reason I ask this question is really it’s about a
question of competition and I think you will apprehend what I’m trying to say here, is
that it seems to me that the evaluation process that produced the final results that
eventually led to the selection of the preferred bidder was done on the basis of four
submarines and not three submarines. Now I know the Commission has already
indicated that your opinion may not be valuable in every instance but would it be fair
to say to your mind at least as somebody with experience in procurement, that by
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failing to get a competitive quote or re-entering the RFO phase for three submarines
rather than four submarines the decision that was made was not competitive, you did
not take into account the realities of how the contract was going to be negotiated?
Mr Vermeulen: I think that’s a valid point. At this stage following the completion of
the value system assessment it was based on a scope of supply of four submarines
each, so one, I can understand your sentiments in that regard.
Mr Holden: I’m going to put a very, it might not be speculative but it’s quite a broad
question, if you were sort of to go back to that phase when it was decided to buy three
rather than four submarines and it was your decision to make, would you personally
have seen the wisdom in asking for another evaluation?
Chairperson: I’m sorry, I think you are asking the witness to speculate now. You are
definitely asking the witness to speculate and I’m not quite sure what value the
answer that he’s going to give to that question is going to be to the Commission.
Maybe let’s try avoid asking the witness to speculate.
Mr Holden: Thank you Chair, I will try and bear that in mind. Can you give me one
second if I can try and rephrase that question. I think the point that I’m trying to
establish is that there was no competitive evaluation process at the RFO stage for the
purchase of three rather than four submarines, can you comment on that?
Mr Vermeulen: Yes, the situation was as follows; the basic results were normalised
and those results were then recommended to SOFCOM and that was on the basis of
the scope of supply of four submarines and that’s where the evaluation process as far
as I understand ended.
Mr Holden: Thank you Mr Vermeulen. That ends my questions on that line of
questioning although I would have imagined that the Chair appreciates the importance
of what Mr Vermeulen has just said and what I have just asked.
The same problems afflict the Light Utility Helicopter contract. In short, the original RFO
issued to suppliers was for the supply of sixty helicopters. The evaluation of the best supplier
was thus made on the basis of 60 helicopters. However, largely due to the excessive cost of
the LIFT/ALFA contracts, it was decided to reduce the quantity purchased from 60 to 30.
This was done after the evaluation had been conducted and Agusta chosen as the preferred
bidder.
Taken together, the above suggests that every contract in the Arms Deal, excluding the
corvette contract, was arguably unconstitutional as the evaluation process was not fair,
competitive or cost-effective.
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Chapter 3: The Cost of the Arms Deal
Summary of Key Points
1. When the Arms Deal was first announced, the South African public was told that it
was going to cost R30bn.
2. Since then, the cost of the Arms Deal has substantially increased due to currency
fluctuations, inflation and the cost of financing.
3. The R30bn spent on the Arms Deal in 1999 is equal to over R80bn in 2017 rands.
4. Due to ambiguities in the available information, it is difficult to estimate of the total
cost is difficult. However, we have estimated that the Deal will cost between
R61.501bn and R71.685bn between 2000 and 2020.
5. As this suggests, payments on the Arms Deal will continue until 2020. The remaining
payments are to settle the outstanding loans taken out to finance the Arms Deal.
6. The Affordability Report indicated that, if the full economic benefit of the Arms Deal
offsets were not realised, the macroeconomic impact would be profound, with over
100 000 job losses predicted.
7. Evidence presented before the Seriti Commission, but ignored by it, suggests that the
actual economic impact of the offset programme was massively overinflated. This
was the result of the adoption of a flexible method of assessing the impact of offset
projects that allowed for the use of multipliers, package deals and assumed causality.
This meant that the number of offset credits awarded was far in excess of the actual
economic investment and activity.
8. The most notable example of this was the Denel-Saab Aerostructure deal. It was the
single largest offset project in the Arms Deal, and involved Saab trying to turn around
the fortunes of Denel Aerospace. Saab invested $6.6m in the transaction, but, because
it was a so called ‘package deal’, BAE/Saab were granted offset credits in excess of
$1.7bn. Moreover, three years after the deal was completed, Denel terminated the
management agreement with Saab – the project was, effectively, a failure.
9. When the Arms Deal was announced, it was promised that the offsets attached to the
Deal would create 65 000 jobs. According to the DTI’s figures, 51 436 jobs were
created or retained by the offsets programme. This is a shortfall of over 13 500 jobs.
10. Unfortunately, even these estimates are probably over-inflated. Evidence led before
the Seriti Commission confirmed that the DTI made no substantive effort to monitor
the number of jobs actually created via the offsets. Instead, the DTI simply used
figures that were provided to them by the Arms Deal companies. The DTI appears not
to have considered that the companies would have submitted inflated figures.
11. If the funds spent on the Arms Deal were directed to other social priorities, the
number of jobs created would far exceed 65000.
12. Corruption in the Arms Deal massively increased the cost of the Deal. Our
calculations, based on working out what the Arms Deal would have cost if the true
best suppliers were selected, suggest that the Arms Deal would have been just under
25% cheaper if there was no corruption in the Deal.
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3.1 Introduction
The following section looks to evaluate the real cost of the Arms Deal. We do so in 3 parts.
In the first part, we look, briefly, at the actual financial cost of the Arms Deal and compare
this against what could have been purchased; we also calculate the number of jobs that could
have been created by spending the equivalent amount of the Arms Deal on other sectors. Or,
in other words, we attempt to calculate the opportunity cost of the Arms Deal.
In the second section, we address the offsets attached to the Arms Deal, which were
presented to the South African public as the means by which the macroeconomic impact of
the Arms Deal was to be mitigated. Evidence presented at the Seriti Commission of Inquiry,
which was either ignored or wilfully misconstrued, indicates that the offset programme
delivered considerably less economic benefit, and created far fewer than the 65 000 jobs than
was originally promised.
In the final section, we calculate, as best as is possible, what the Arms Deal would have cost
if it weren’t beset by irregularities in the selection process and corruption. To do so, we
calculate the cost of the Arms Deal if the true best bidders were chosen. This is the direct,
calculable cost of corruption in the Arms Deal.
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3.2 The Opportunity Cost of the Arms Deal
The Cost of the Arms Deal: Introduction521
Over the last twenty years, South African citizens have been subject to a range of different
statements about the real cost of the Arms Deal, with pertinent information withheld from the
public for years. In response, we attempted to calculate, in 2011, the real cost of the Arms
Deal. This was based on the best information available at the time, which was combined with
what had been put into the public domain about the financing of the deal. Our best estimate,
then, was that the Arms Deal would cost the state around R70bn all in.
The Seriti Commission should have given us a final answer. And, indeed, one of the
witnesses before the Commission, Andrew Donaldson, gave a detailed witness statement
about the cost of the Arms Deal and the way it was financed. Donaldson was, at the time,
Deputy Director General in the Treasury; he retired from Treasury in 2017. Donaldon’s
witness statement included information that had never been published before, including the
exact amount of interest that the government had paid on the loans that had been taken out to
pay for the Deal.
Unfortunately, even this witness statement does not allow us to calculate a true final cost of
the Arms Deal. The reason for this are dealt with below. Nevertheless, with the added
information and detail, we have, again, endeavoured to estimate a true cost of the Arms Deal.
But, because of ambiguities in the presentation of the data to date, there is enough uncertainty
that we have had to calculate two different estimates, which are based on slightly different
assumptions.
A Simple Estimate of Cost in 2017 Prices
Before we move onto the discussion about cost estimates, it is worthwhile highlighting a
number of things. First, giving a total rand cost of the Arms Deal over time can be a little bit
misleading in the way we conceive of the Deal. Compounded inflation over time can make a
figure like R30bn – the original stated cost of the Arms Deal – seem, by comparison, a little
less impressive. To this end, we think it is useful, here, to include a very basic calculation of
what the stated cost of the Arms Deal would look like if it was announced in 2017.
Calculating for inflation, the capital cost of the Arms Deal in 1999 – R30bn – would be
equivalent to R80.67bn in 2017. Note that this figure excluded the cost of financing or paying
off the loans, so was less than was eventually paid. This suggests that a figure of R80.67bn is
almost certainly less than was actually paid in the Deal. If we were to include the financing
costs of the Arms Deal – reported at as 49% in the Joint Investigation Report522 - the 2017
cost of the Arms Deal would be roughly R120bn.
By comparison, the South African government’s most recent budget statement shows that
R14bn was spent on the entire National Student Financial Aid Service scheme, through which
521

This section draws on the witness statement of Andrew Donaldson before the Seriti Commission of
Inquiry, unless otherwise stated
522
‘Strategic Defence Packages: Joint Report’, 2001. Available at: www.info.gov.za. See: Chapter 9: Cost to the State
and, in particular, para. 9.3.1

220
students are given bursaries and loans to study at tertiary institutions.523 The government has
budgeted for a further R15.251 billion in 2017/2018, R17.089 billion in 2018/2019 and
R21.936 billion in 2019/2020.524 In total, between 2016/2017 and 2019/2020, the South
African government will spend just over R68 billion on NFSAS.
The capital cost of the Arms Deal in 2017 prices is thus R12 billion more than will have been
spent on sending students to university between 2016 and 2020. If we use the estimate that
includes the 49% figure included in the Joint Investigation Report, the amount spent on the
Arms Deal would be equivalent to R52 billion more than NFSAS – almost double.
Excluded Costs
One further caveat should be noted before moving onto our estimates of total cost: the
amounts reported in the national budget and in Andrew Donaldson’s witness statement would
not have reflected all the costs of the Arms Deal. This is because, as we have seen earlier, the
Arms Deal, during the negotiation phase, was calculated to exceed the budgetary allocation
that had been allowed for it. To resolve this, it was decided to acquire the items outside of the
Arms Deal by delaying their purchase. This allowed the official cost of the Arms Deal to be
reduced, even though the State would eventually have to cover this cost through the
Department of Defence budget.
In the Hawk/Gripen contracts, for example, substantial items were moved out of the contracts
by delaying their acquisition. As we saw earlier, these figures could be substantial – one of
the costs delayed was $73.46m for flight simulators, which were purchased, instead, out of
the normal DoD allocation.525 This was equal to a massive R459m at R6.25 to the dollar, the
exchange rate at the time: equivalent to 1.65% of the stated R30bn cost of the Arms Deal. We
understand that, in addition to this, a further $40m in functionalities were most likely
acquired outside of the Arms Deal cost – R250m at the prevailing exchange rate at the time.
If these functionalities were, indeed, acquired outside the Deal, this would mean that the
Hawk/Gripen project cost the state R700m more than was included in the Arms Deal budget
– and thus R700m more than would be stated in the estimate figures below. R700 million is
equal to a 2.33% of the total cost of the Arms Deal.
The Light Utility Helicopter contract, too, appears to have incurred costs over and above that
included in the SDP contracts. Hidden away in the draft report of the Auditor-General’s
Report is confirmation that R176m in programme costs were not included in the Cabinet
approval of the Arms Deal, and had to be covered out of the Air Force’s operating budget.
This is equivalent to 0.5% of the total cost of the Arms Deal. As the draft Auditor-General’s
report noted:
‘Implementation costs of R176 320 000 were not included in the total programme cost
submitted to the Cabinet in September 1999. This total had to be incorporated in the
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Budget Review 2017, National Treasury: Republic of South Africa, 22 February 2017, Table 5.10:
Post-school education and training expenditure, p. 60.
http://www.treasury.gov.za/documents/national%20budget/2017/review/FullBR.pdf
524
Ibid
525
‘Strategic Defence Packages: Draft Report of the Auditor-General’, Annex B, Chapter 5,, para 5.11.7,
p. 149
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normal SAAF operating budget, for which approval was only sought after signature of
the contract.’526
Unfortunately, we do not know, for certain, the exact value of functionalities or equipment
that was acquired for the Arms Deal but paid for out of the normal Department of Defence
budget. As a result, we do not try to include them in our estimate of total costs below. That
said, it is likely that, because of this, our estimates below are conservative.
Finally, although it may be stating the obvious, the estimates below do not include any of the
maintenance or life-cycle costs of the equipment bought in the Arms Deal – the cost to run
the equipment, buy spare parts and repair them. We understand these costs are most likely
substantial, possibly equal, over 40 years, to the capital cost of the Arms Deal. Only when
life-cycle cost data is released will we truly be able apprehend the total cost of the Arms
Deal.
Two Estimates of the Total Cost of the Arms Deal
Two tables in the statement of Andrew Donaldson are relevant here. They are reproduced
below, with notable inferences included in bold.
Table 31: Arms Deal Expenditure Declared as Part of the Defence Budget

R millions
2000/01
SDPP
2 901
Expenditure
2006/07
SDPP
4 537
Expenditure
2012/13
SDP
1 098
Expenditure

2001/02
4 223

2002/03
6 342

2003/04
5 864

2004/05
4 502

2005/06
6 331

2007/08
3 678

2008/09
2 767

2009/10
3 248

2010/11
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2011/12
634

2013/14
322

The total amount spent on the Arms Deal, via the Department of Defence budget is thus
46,666 million.
Table 32: Actual and Project Estimated Cost of Financing of the SDPP, 31 March 2014

Arms
Procurement
Loans
AKA
Commerzbank
(corvettes)
AKA
Commerzbank
(submarines)
Barclays Loan
526

Approved
Amount

Amount
Drawn

Interest
Paid

Cap. Still
to be Paid

EUR 566
180 005

Loan
Repaid
(Rand)
R 5 603
285 121

R1 391
394 172

R146 310
164

Interest
Still to be
Paid
R1 920
854

EUR 611
884 680
EUR 846
339 546

EUR 816
419 796

R6 683
901 990

R2 099
814 788

R2 698
082 605

R61 630
987

GBP 695

GBP 665

R6 423

R3 206

R550 707

R155 932

Ibid, chapter 6, paragraph 6.10.4, p. 252
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British Pound
Portion
Barclays Loan
Swedish
Krone Portion
Barclays Loan
USD Portion
Societe
Generale
Mediocredito
Centrale
Totals

315 739

084 235

640 623

022 865

486

135

SEK 6 446
979 5267

SEK 5 962 R2 834
398 154
950 245

R1 947
862 672

R5 237
962 959

R1 269
989 047

USD 461
622 461
EUR
188 068
000
USD 199
778 887

USD 428
528 011
EUR 183
318 747

R2 178
621 800
R1 736
887 794

R853 313
928
R619 997
831

R3 331
406 805
R217 273
081

R1 135
607 927
R8 207
048

USD 93
778 887

R560 153
180
R26 021
440 752

R66 507
171
R10 184
913 427

n/a

n/a

R12 181
743 100

R2 653
287 998

As the above table suggests, as of the 31st of March 2014, R12.1bn in capital costs and
R2.6bn in interest still had to be paid on the Arms Deal (a total of R14.8bn). In addition,
an amount of R10.1bn had already been paid in interest on the Arms Deal loans. Finally,
as Donaldson’s statement indicated at another point, the final repayment on the Arms Deal
loans – to cover the cost of the Hawk and Gripen – will only take place in 2020.
Two estimates can be drawn based on the above data. The first, and most straightforward,
estimate is calculated by simply adding the amount already spent on the Arms Deal via the
DoD’s budget to the total amount of money projected, in 2014, that still had to be covered on
paying off the remaining loan amounts (including interest). Using this method, we arrive at
an estimated total cost of the Arms Deal of R61.501bn, with costs incurred from 2000 to
2020.
The second estimate is based on a considerable ambiguity in the publicly available data.
Briefly, we are not able to establish, based on the data in Donaldson’s statement, whether or
not the interest already paid on the bank loans are reflected in the SDPP expenditure line item
in the DoD budget. This situation was compounded by the fact that certain documents
attached to Donaldson’s statement, which would perhaps have made the calculations more
accurate, were withheld from us due to confidentiality. The ambiguity stems from the fact
that the loan facilities were considered the purview of the national treasury, and weren’t
accounted for in the Department of Defence budget. As Donaldson noted at paragraph 84 of
his witness statement (emphasis ours):
‘Expenditure on the SDPP, as accounted for in the appropriation accounts of the
Department of Defence and financed through the National Revenue Fund, amounted
to a total of R46.7 billion, ending in 2013/2014. However, the loan facilities
associated with this expenditure extend beyond this date, as is explained below. The
loan facilities are not for the Department of Defence’s account and not accounted
for as defence expenditure. They form part of the financing activities of government
which are the responsibility of the National Treasury. As with all sovereign debt
obligations, the servicing and repayment of the SDPP loans are a first charge against
the National Revenue Fund.
Including the ‘interest paid’ figure produces our second estimate: that, between 2000 and
2020, South Africa will have spent R71.685bn on the Arms Deal.
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We should add that, while the ambiguity prevents a definitive statement, the balance of the
evidence leads us to believe that the second estimate is most likely to be the most accurate.
In any event, we can say, with certainty, that we estimate the total cost of the Arms Deal to
be between R61.501bn and R71.685bn between 2000 and 2020.
Job Creation in the Arms Deal versus Job Creation via Other Avenues of Social Spending
Because of the difficulty of calculating the cost of the Arms Deal, both when we tried to do
so in 2011 and more recently, we have not modelled the opportunity cost of the Arms Deal
based on the estimates we made in 2011 or now. We are also wary of making like-for-like
comparisons based on financial data spread over such an extended period, which is effected
by, amongst other things, currency fluctuations and inflation. Instead, we attempt to use the
data in the Affordability Report to calculate opportunity cost on a like-for-like basis in 1999
Rands.
As noted above, the Affordability Report completely failed to model what is known as the
‘opportunity cost’ of the Arms Deal – what could have been obtained by spending the money
in a different manner. Indeed, the two independent economists who reviewed the
Affordability Report commented: ‘Very little attention seems to have been paid to the
opportunity cost analysis of spending on the SDP.’527 In the Affordability Report’s Executive
Summary it was noted that:
The expenditures required for the arms packages are significant in relation to current
and desired spending levels of existing government departments. Under the R25bn
scenario, for instance, the additional arms spending is about the same as the current
budget of the Department of Housing, about 50% more than the current investment in
municipal infrastructure, and is roughly a third to half the budget of the Department of
Education. These ratios are proportionately lower for the R21bn and R16.5bn
scenarios. It should also be noted here that, aside from package expenditure, the
Department of Defence is seeking an additional R1bn for 2000–01 over and above its
existing MTEF allocation in order to carry out additional responsibilities that have
been allocated to the Department.
Here, we attempt to outline how diverting the funds spent on the Arms Deal towards other
social avenues would have produced considerably more jobs. In order to retain balance, and
because certain figures were not available elsewhere (in particular the amount paid towards
the Arms Deal out of operational budgets of the Department of Defence), we have done so
making use of figures from the Affordability Report to conduct a simple modelling exercise.
Before moving onto the results of this modelling, some words of warning are in order about
the figures. First, the opportunity cost of the Arms Deal was only modelled on the basis of
how much of the Arms Deal expenditure was not available in the national budget at the
time.528 These figures (how much was available in the national budget and defence allocation
527

Strategic Defence Packages: Joint Report’, 2001, paras. 9.2.3.15 (j). Available at: www.info.gov.za.
“Affordability of the Defence Strategic Armaments Packages: An Assessment of Their Economic,
Fiscal and Financial Impacts”, Confidential Report to the Ministers Committee, August 1999, Section 4.2: The
‘Additionality Approach’, p. 42 – 44. The ‘additionality approach’ outlined by the Affordability Report
528
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to pay for the Arms Deal) were provided in the Affordability Report, but we have revised
them to reflect the fact that the Arms Deal was more expensive than acknowledged in the
Report: we have thus included the additional cost of extra Hawk and Gripen aircraft. We
have, however, excluded the 49 per cent increase that would have been engendered by the
financing costs as these were included, once and only once, in the relevant section of the
Affordability Report that dealt with this particular issue.
Second, the modelling we have done for employment figures was conducted simply and a
more refined model could arguably be developed by a team of economic modellers.
Nevertheless, we include them here as indicative figures rather than authoritative ones.
Simply put, we have taken the amount not available in the national budget at the time, and
divided it by the wages of different occupations as they were paid in the public service in
1999. You will also notice that the calculations included only extend to 2006: this is because,
in the Affordability Report, the figures provided only reached this stage.
We believe any distortions that might have resulted from the caveats above are worth-while,
and are balanced: as we have argued, the Affordability Report consistently under-represented
the cost of the Arms Deal. This suggests that, if the figures we arrive at are slightly too
pessimistic, these are offset by the fact that we used figures from a Report that was overly
optimistic. With this in mind, the following tables can be presented:
Table 33: Arms Deal expenditure as excess of national budget: base and revised, 1999 prices529

R-million
(1999
terms)
Available
from DoD
and
national
budget
Expenditure
not
available in
national
budget: R
25.364bn
level
Total cost:
R25.364bn
Revised
expenditure
not
available in
national
budget:

2000-01

2001-02

2002-03

2003-04

2004-05

2005-6+

Total

417

1047

2343

3699

3859

4055

15 420

3866

4313

3897

3564m

2816

1707

20 025

4283m

5360

6240

7263

6675

5762

35 383

(1694.46) (1890.38)

(1708.05)

(1562.1)

(1234.25)

(748.17)

29 000

5560.46

R5605.05

5126.1

R4050.25

R2455.17

R6203.38

suggested that the macroeconomic impact models were calculated, in terms of deviation from the baseline, only
on the basis of expenditure over and above that available for redistribution in the national budget
529
This is drawn from ‘Table 7: Amounts available within, and additional to, the National Budget (Rm
nominal)’ in Ibid
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R36.482bn
level530
Revised
total cost

5977.46

7250.38

7948.05

8825.1

7909.25

6510.17

43
420.41

Arms Deal opportunity cost: expressed in terms of employment by differential category531
2000 –
2006

Total
amount
exceeding
national
budget

Opportunity
cost:
salaries for
doctors
R78 300
(p/a)

Opportunity
cost:
salaries for
nurses
(R63 000
p/a)

Opportunity
cost:
salaries for
educators
(R63 000
p/a)

R25.364bn
level
R25.364bn
level –
jobs p/a
(jobs/6
years)
R36.482bn
level
R36.482bn
Level –
Jobs p/a
(Jobs/6
Years)

R20 025

255 747
jobs
42 624 jobs
p/a

317 867
jobs
52 977 jobs
p/a

317 867
jobs
52 977 jobs
p/a

370 370
jobs
61 728 jobs
p/a

460 317
jobs
76 719 jobs
p/a

460 317
jobs
76 719 jobs
p/a

n/a

R29 000
n/a

Opportunity
cost:
salaries for
Dept. of
Correctiona
l Services
(R50 600
p/a)
395 750
jobs
65 958 jobs
p/a

Opportunity
cost:
salaries for
maintenanc
e workers
(cleaners
etc.) (R25
400 p/a)
788 385

573 122

1 141 732
jobs
190 288
jobs p/a

95 520 jobs
p/a

131 397
jobs p/a

Scenario projections vs. opportunity cost: employment
Employment

R25bn level

R36.482bn level

R25bn (p/a)

Scenario 1
Scenario 2
Scenario 3
Scenario 4
Salaries: doctors
Salaries: educators/nurses
Salaries: Dept.
Correctional Services

7000
-138 000
-144 000
-270 000
+ 255 747
+ 317 867
+ 395 750

n/a
-295 320
-308 160
-577 800
+ 317 867
+ 460 317
+ 573 122

777
-15 333
-16 000
-30 000
+ 42 624
+ 52 977
+ 65 958

530

R36.482bn
(p/a)
n/a
-32813
-34240
-64200
+ 52 977
+ 76 719
+ 95 520

This figure has been calculated by multiplying the figures in Row 2 by 43.83%. This figure has been
arrived at by calculating the difference between the R25 and R36bn packages, and further calculating what
percentage increase the R36bn constituted in terms of the R25bn expenditure. Thus, R36.482 – R25.364 =
R11.118bn. R11.118bn/R25.364bn as percentage = 43.83%. This can be verified by multiplying R25.364 by
43.83%, which equals R11.117bn, or the increase in the cost between the two packages
531
The figures for salaries in 1999 terms are taken from Seidman-Makgetla, N. 2000. ‘A new labour
policy for the public service’, Indicator SA, Vol 17, No 4. Available at: www.naledi.org.za

226
Salaries: maintenance
+788 385
workers (cleaners, laundry
staff, etc.)

+1 141 732

+ 131 397

+ 190 288

We have decided not to argue that spending on other avenues than the Arms Deal would have
saved a certain amount of jobs: this is because, in reality, this level of expenditure was over
what the country could afford anyway, and may in the long-term have had negative economic
effects as a result. Also, using the figures of salaries alone is somewhat misleading, as it
ignores the additional costs of employment, such as administration and wastage. Considering
the overly optimistic nature of the Affordability Report’s figures, however, we believe that
these concerns act as a countervailing measure to the Report’s halcyon projections.
What the above figures suggest, however, is that the Arms Deal exerted a massive
opportunity cost in terms of employment. Excess budget used to pay for the Arms Deal could
have paid for 255 747 doctors’ salaries for a year (at the R25bn level) or 42 624 jobs per
annum over six years. This stands in stark contrast to the modelled scenarios in terms of
projecting employment: the most optimistic scenario suggests job creation of 7000 jobs over
nine years (at the R25bn level), or 777 per annum; the most pessimistic suggests a total loss
of 270 000 jobs (at the R25bn level), or 30 000 jobs per annum over nine years.
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3.3 Evaluating the Economic Benefits of the Civilian Offsets Program
The Macroeconomic Importance of the Offsets Program
The importance of offsets to the Arms Deal cannot be overstated. They were absolutely
central to the selection process, forming one third of the total score granted to bidders for
primary contracts; they were also, as we have seen in detail in previous sections, one of the
domains most afflicted, during the selection process, with irregularities and questionable
decisions. They were also important in selling the Arms Deal to the public: the promise of
R100bn in economic activity and the creation of 65 000 jobs were vital to counter allegations
that the Arms Deal was irrational at a time of severe poverty and socio-economic need.
But they were especially important in hard terms: they were necessary, according to the
government’s own economic modelling, to mitigate the projected macroeconomic impact of
the Arms Deal. The 1999 Affordability Report (referred to throughout the previous sections),
which sought to model the potential macroeconomic impact of the Arms Deal, explained that
if offsets were not fulfilled the negative economic impact of the Arms Deal would be
pronounced.
The Affordability Team generated four scenarios based on the purchase of R25bn of Arms
Deal equipment. This figure was considerably less than the amount eventually contracted for,
as these projections did not model for the purchase of the full complement of Hawk and
Gripen aircraft. Seeing as all scenarios painted a universally negative view of the
macroeconomic impact of the Arms Deal, it is almost certain that the figures produced in the
tables below significantly under-reported the negative impact the Arms Deal was projected to
have on the South African economy.
That said, the following four scenarios were plotted by the Affordability Report:
Table 34: Scenario 1 of purchase of R25bn equipment: offsets fulfilled and low impact on interest rates
(percentage deviation from baseline – baseline being performance of economy with Arms Deal excluded)532

GDP growth
Budget
deficit as %
of GDP
Current
account %
of GDP
Employmen
t (’000 jobs)

532

2000
0.6
-0.2

2001
-0.2
-0.4

2002
-0.3
-0.3

2003
-0.1
-0.3

2004
-0.3
-0.2

2005
-0.1
-0.2

2006
0
-0.1

2007
0.1
-0.1

2008
0.1
-0.1

-0.7

-0.4

-0.3

0.1

0.4

0.5

0.5

0.6

0.5

9

14

12

8

2

-5

-9

-12

-12

Extrapolated from ‘Affordability of the Defence Strategic Armaments Packages: An Assessment of
Their Economic, Fiscal and Financial Impacts’, Confidential Report to the Ministers Committee, August 1999,
Appendix B, ‘Summary of Outputs From Macroeconomic Model’. Attached as Annex A
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The above table presents the best-case scenario for the impact of the Arms Deal on the South
African economy, in which offsets are fulfilled and interest rates remain low after the
announcement of the procurement. Even here, however, it is clear that impact on employment
will be negligible – certainly nothing like the 65 000 jobs promised. It cannot be emphasised
enough that the figure of 65000 jobs initially highlighted when the Arms Deal was announced
directly contradicted considerable evidence in the hands of the Cabinet Sub-Committee in
charge of the Arms Deal. While we have to assume that the State acted in best faith, it is hard
not to view the 65000 jobs figure as a fabrication at worst and a wildly optimistic guess at
best.
This was based, in turn, on how the Arms Deal – even if everything went to plan – would
have impacted on the Gross Domestic Product and the budget deficit. As the Arms Deal was
essentially a massive import programme, it would have substantially increased the budget
deficit. This, in turn, would have sent signals to the market that the South African economy
was a more risky investment destination and that South Africa was not running its economy
in a prudent manner. As a result, GDP growth would stutter and slow down as foreign and
domestic investment contracted in response to the budget deficit. Employment would
increase in the first four years of the Arms Deal, largely as a result of the labour used to build
the three steel mills that formed the largest part of the offsets programme, but after 2004 it
would fall once again as the steel mills came on-line: running the steel mills would be
considerably less labour-intensive than building them. However, the budget deficit would
shrink and the GDP would grow as the offsets started contributing to the economy in the form
of tax revenues. It should be pointed out, here, that the Affordability Report questioned the
viability of the mills promised under offset agreements. In the end, none of these mills
materialised. Thus, the positive figures above should be considered an over-optimistic
projection, as it was unlikely, due to the failure of the mills, that the offset programs
generated the same quantity of jobs in the years 2000 to 2004.
What Table 31 suggests is that if everything went to plan, the Arms Deal’s economic impact
would be at best slightly negative, with the major aim being neutrality. Employment losses
towards the end of the programme would be offset by the increase in employment at the
beginning, while the growth in the deficit would be mitigated, towards the end of the project,
by new economic activity flowing from the Arms Deal. According to the most optimistic
scenario, it was economically neutral in terms of key macroeconomic indicators.
Table 35: Scenario 2 of purchase of R25bn equipment: offsets not fulfilled and low impact on interest
rates
(percentage deviation from baseline in which baseline is macroeconomic performance without the Arms
Deal)533

2000
GDP growth 0.1
Budget
-0.4
deficit as %
of GDP
Employmen 1
t (’000 jobs)
533

2001
-0.4
-0.6

2002
-0.4
-0.5

2003
-0.4
-0.6

2004
-0.4
-0.6

2005
-0.3
-0.6

2006
-0.2
-0.7

2007
-0.1
-0.9

2008
-0.1
-1

-4

-15

-31

-50

-72

-94

-116

-138

Extrapolated from ‘Affordability of the Defence Strategic Armaments Packages: An Assessment of
Their Economic, Fiscal and Financial Impacts’, Confidential Report to the Ministers Committee, August 1999,
Appendix B, ‘Summary of Outputs From Macroeconomic Model’. Attached as Annex A
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The above table addresses the potential impact if offsets do not come to full fruition. What is
remarkable about the figures is the severity of the impact of the Arms Deal on the economy
in the medium to long term. This would be the case as the negative impacts of the Arms Deal
described in Scenario 1 were not mitigated by the growth in the economy that would come
from offsets. As such, no tax revenue would be collected on the offsets, no export sales
would be achieved, and even the minimal increase in employment created during the
construction phase of the first phase of the offsets programme would not materialise. This, in
turn, would create a series of cascading events, as the market reacted negatively to an
increased budget deficit, thus further limiting investment in the economy and growth. In
short, not only would South Africa lose up to 138 000 jobs, but the negative economic
indicators that would prevail at the last phase of the Arms Deal would prevent any rapid
resurrection in the county’s economic fortunes.
Table 36: Scenario 3 of purchase of R25bn equipment: offsets fulfilled but adverse impact on interest
rates
534
(percentage deviation from baseline)

2000
GDP growth 0.5
Budget
-0.3
deficit as %
of GDP
Employmen 9
t (’000 jobs)

2001
-0.9
-0.8

2002
-0.6
-0.8

2003
-0.4
-1.0

2004
-0.4
-1.0

2005
-0.3
-1.0

2006
-0.1
-1.1

2007
-0.1
-1.3

2008
-0.1
-1.4

4

-12

-32

-54

-78

-101

-123

-144

The above (Scenario 3 of the Affordability Report) describes the impact of a rapid increase in
interest rates on the back of the announcement of the Arms Deal. This requires a bit of
background. According to the Affordability Report, there were concerns that the Arms Deal
might scare foreign and domestic investors, and particularly portfolio holders, as such a large
acquisition would involve an increase in the budget deficit. An increase in the budget deficit
might lead to an uncontrollable ‘herd’ reaction on the part of domestic and international
capital and a run on capital markets (a mass exodus from the South African economy, in
other words).
A run on the local capital markets would increase the cost of borrowing as the South African
Reserve Bank would respond by increasing interest rates in an attempt to make it more
attractive for capital to remain in the country. This high rate of return in terms of interest
would increase the cost of borrowing as higher interest rates results in higher repayments to
settle loans. This, it was feared, would be an ever-worsening cycle: as borrowing got more
expensive, domestic investment would be reduced, leading to a decrease in GDP and the
potential tax base, requiring even more borrowing to pay for an already inflated deficit as tax
returns could not cover the increased costs of the State, again triggering a further ‘run’ on the
markets as the key economic indicators worsened.
In other words, if interest rates were increased on the back of a negative reception, the Arms
Deal might in fact have created the very situation that GEAR had attempted to avoid.
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Table 37: Scenario 4 of purchase of R25bn equipment: offsets not fulfilled and adverse impact on interest
rates
535
(percentage deviation from baseline)

2000
GDP growth 0.1
Budget
-0.5
deficit as %
of GDP
Employmen 1
t (’000 jobs)

2001
-1.1
-1

2002
-0.7
-1

2003
-0.6
-1.3

2004
-0.5
-1.4

2005
-0.5
-1.5

2006
-0.3
-1.8

2007
-0.3
-2.1

2008
-0.3
-2.4

-14

-39

-71

-107

-146

-186

-227

-270

The last scenario presented in the Affordability Report (above) is the worst-case scenario: the
situation that would have prevailed if offsets did not materialise and interest rates were hiked
in response. Here, the negative investor sentiment engendered by the increase in interest rates
could not be mitigated by the increase in revenue or employment from offsets, leading to
massive job losses and a reduction in GDP growth. In short: an economic disaster at the very
time when such a disaster could least be absorbed, namely, in the aftermath of the first three
disappointing years of GEAR.
We can use the above figures to draw some striking conclusions regarding the Arms Deal’s
impact on the economy. First, it is abundantly clear that even if offsets were fulfilled and
interest rates remained low, the impact of the Arms Deal on the economy was broadly
negative. Indeed, this is even acknowledged in the Affordability Report: ‘If the risks do not
materialise, the arms expenditure programme has a limited, though non-negligible impact on
the macroeconomy. This is true even for the highest (R25 billion) expenditure level.’536 This
is clear from the most optimistic scenario described above (scenario 1), where the GDP
growth contracts more than it expands in the period between 2000 and 2008.
Second, and most importantly for this section, the Arms Deal relied extensively on offsets in
order to prevent a potential economic disaster. If the offsets were not fulfilled, as should be
clear from the figures above, the impact on employment and GDP growth would be
substantial.
Finally, it is clear that, the Arms Deal could have had a profoundly negative impact on
employment, especially in those scenarios where offsets were fulfilled. According to the most
optimistic scenario, a relatively insignificant number of jobs would be created: roughly 3 000
over the period of the Arms Deal in total. In terms of opportunity cost, however, it is clear
that a R25bn expenditure on virtually anything else would have generated considerably more
employment during this period. Under the more adverse scenarios, the figures are frightening:
in the second scenario above, in which offsets weren’t fulfilled but interest rates remained
stable, roughly 138 000 jobs would have been shed by 2008; and in the fourth scenario, in
which offsets weren’t fulfilled and interest rates were increased, the total job losses reached a
staggering 270 000 – excluding the opportunity costs.
In terms of the national unemployment figures, these would have added to the already heavy
burden of job losses in the first three years of GEAR. Between 1995 and 1999,
unemployment leapt from 1.8m to 3.2m, creating an official unemployment rate of 23.3 per
535
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cent of the adult population (and a 36.2 per cent unemployment rate according to the
unofficial definition). Under the most adverse scenario, the Arms Deal would have increased
the national unemployment rate (according to the official definition) by nearly 2 per cent
annually, while, under the second most pessimistic scenario, unemployment would have
increased by nearly 1 per cent.537 In more prosaic terms: under these scenarios, between 1 per
cent and 2 per cent of all adult members of the South African population would have lost
their jobs as a direct consequence of the Arms Deal.
Unfortunately, we are not able to calculate the ultimate macreconomic impact of the Arms
Deal based on the information that we have at our disposal. However, what is clear is that, in
broad terms, if the offset program did not deliver on its promises, it could not have acted to
mitigate any negative macroeconomic impact of the Arms Deal. Unfortunately, it is now
abundantly clear that the offsets program produced considerably less economic benefit than
predicted.
The Performance of the Civilian Offsets Program
Details about the civilian offsets programme were, for a very long period of time, hard to
come by. The DTI’s reports on the programme were often superficial and lacking in detail,
and it was hard to establish the true economic impact of the offset programme. Instead,
citizens were forced to attempt to read the tea leaves, piecing together small scraps of
information and indicative stories.
This situation changed hugely with the Seriti Commission. More detailed information than
had ever been made public before was submitted to the Commission. This information was
absolutely damning, and indicated that the civilian offsets program delivered considerably
less economic benefit than was originally promised (over R100bn in economic activity and
65,000 jobs).
As the Tribunal knows, the Commission found that the offset program was an unqualified
success, generating economic benefits and jobs as promised. We are frankly flabbergasted at
this conclusion, especially considering the voluminous evidence presented before the
Commission, which the Commission appears to have either misconstrued, misunderstood or
ignored. In this regard, we note that the Commission’s failure to fully and fairly investigate
the offsets programme is one of the grounds on which Corruption Watch and R2K are
challenging the Commission’s findings in the High Court.
According to the evidence led by State witnesses before the Seriti Commission, all of the
Arms Deal companies met their NIP obligations and created the promised number of jobs.
Appended to the evidence of Sipho Zikode, a DTI employee who worked on the civilian
offsets, was a table outlining the performance of the offset program. The extended table is
attached as Annex III. It indicated the following:
Table 38: Offset Credits Awarded to Arms Deal Companies

Obligor
537

Jobs Created

Investment

Sales Credits

Total

These figures were calculated from the figure of 3.2m jobless South Africans equalling 23.2%
unemployment provided by Statistics SA. This equates to 137 000 jobs per 1% of employment. Scenario 2
suggested a decrease of 130 000 jobs, or a 0.94% increase in unemployment. Scenario 4 predicted a contraction
of 270 000 jobs, or a 1.98% increase in unemployment.

232

BAE/Saab

7172

Credits
$2 012 407 677

GFC (Corvette
Platform)
Thales (combat
suite)
GSC

1700

€516 724 125

2213

$199 279 454

$6 871 704
560
€1 545 361 234 €2 062 085
368
$591 255 265.89 $790 534 71

10250

€961 383 389

€2 156 377 635

Agusta

958

$184 630 165

$619 371 018

$4 859 296 882

€3 117 761
024
$804 001 184

The Fiction of Offset Credits
Unfortunately, these figures are so questionable as to be effectively useless. This is because
the number of offset credits awarded bore almost no relation to the actual amount invested in
the country, or the number of sales actually made as a result of their involvement.
The complete disjuncture between the number offset credits awarded and actual economic
impact was because offset credits were not granted on a one-to-one basis. Or, more simply,
the companies were not given $1 in investment credits for every $1 invested. Instead, a series
of circumstances led the DTI to approve the awarding of credits way in excess of the real-life
economic deliver.
Prior to moving onto the multiple ways in which Arms Deal companies were granted often
ludicrously generous offset credits, it is worth noting that there is a possibility that such a
system may, in fact, have broken the underlying contracts in the Arms Deal. This emerged
from the evidence of Dr. Phillip Paul Jourdan, who appeared before the Commission in
2004.538
Dr. Jourdan was a senior member of the IONT negotiating team, which was involved in,
amongst other things, negotiating the final offset obligations of the winning bidders.
According to Dr. Jourdan, and confirmed by review of the underlying NIP umbrella terms,
the contracts underpinning the NIP agreements was unambiguous in requiring that offset
credits be awarded on a $1:$1 basis. That is, if a company invested $1, or caused $1 to be
invested in a project, they would receive an investment offset credit equal to $1. The
contracts thus explicitly did not provide for the use of multipliers or any other award method
that would violate the $1:$1 principle. This was also the understanding and intention of the
IONT team. The inference, of course, was that if multipliers were introduced, the actual
economic benefit accruing from offsets would be diluted. Dr. Joudan’s statement noted:
‘My attention has been drawn to the fact that the NIP contracts provide for one credit
for each unit of currency invested. My recollection is that early in 1999 the IONT had
agreed that all multipliers under the old NIPP system would be scrapped. This was
particularly after the discussion I have referred to regarding how projects could be set
up to maximise the benefit of multipliers. I do recall that Dr Rustomjee was
concerned at the removal of the multipliers. The view of the IONT, however, was that
the targets set for the obligors were fairly onerous but manageable. If multipliers were
to be utilised, however, the targets would require little effort to be achieved.
538
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Accordingly if multipliers were to be used, the targets would have been considerably
higher.
It has been suggested to me that notwithstanding the wording of the contracts it was
understood by all persons involved and in particular by the DTI that multipliers would
be used. I dispute this. In my view it was overwhelmingly clear that multipliers would
not and could not be used, as per the final contracts...
I must reiterate that it was very clearly understood by the IONT that multipliers were
not going to be used. Although I cannot recall any particular discussions with the
director general at the time, Dr. Rustomjee, or with other personnel in the department,
in my view the approach of the IONT was well known and was made clear to the
department, as worded in the final contracts.’539
But almost as soon as the Arms Deal contracts were signed, the $1:$1 approach was dropped.
Instead, the DTI, under instruction from the Minister at the time (Alec Erwin), adopted a
policy whereby offset credits could be awarded in much more flexible ways. Alec Erwin
justified the use of multipliers and other flexible award systems as follows:
‘This illustrates that the NIP is essentially a form of commercial partnership where the
obligor and the DTI (on behalf of the buyer) are attempting to achieve differing
objectives. The obligor wants to maximise the ‘credit dollar’ with the minimum
amount of money it has to put forward and the DTI is trying to maximise investment
with no real interest in who supplied the investment. In theory, for the obligor the
maximum amount of money that it would be prepared to pay in is what it values as
the economic rent of being the equipment supplier. For the DTI it wants to maximise
investment (and other objectives as I will deal with later) but it cannot push this too
far otherwise the obligor will seek redress in finding means to increase price over the
life-cycle of the equipment in order to secure its required profit level.’540
This is an absolutely remarkable statement. Effectively, Alec Erwin admitted in his evidence
that the reason for the adopting of a more flexible offset credit award system was based on
the fact that Arms Deal companies would, if they were forced to deliver the actual economic
impact they were contracted to on a $1:$1 basis, simply recoup their costs by charging more
down the line. In other words, Erwin, as Minister responsible for civilian offsets, believed
that it was simply not possible to achieve the economic investments that were contractually
stipulated in the NIP umbrella agreements.
It is still unclear whether Erwin was actually empowered to make these decisions. Alec
Erwin, in his evidence, claimed that he and the Cabinet sub-Committee in charge of the Arms
Deal was empowered to vary the terms of the NIP umbrella agreements. This seems doubtful
– it is simply not within the power of any person in government to violate contracts entered
into by the state, regardless of their position within the state. As we are not legal experts, we
do not believe that we are in a position to comment fully. Needless to say, this is a matter that
should have been properly investigated by the Seriti Commission, but it appears that it did not
do so. However, if the Tribunal wishes to investigate this matter, we point to the fact that the
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underlying Arms Deal contracts were declassified and handed to interested parties, including
ourselves. This can be provided to the Tribunal on request.
The decision to drop the $1:$1 criteria led to the use of two award mechanisms that
effectively made the number of offset credits awarded farcical. The first was the use of
multipliers. According to this system, multipliers would be applied to the investments, at the
discretion of the DTI, thereby increasing the number of offset credits awarded. Thus, if a
multiplier of $10 was agreed, the Arms Deal company would get $10 in offset credits for
every $1 invested. DTI employees, in their evidence before the Seriti Commission, indicated
that this was done to convince the Arms Deal companies to invest in ‘strategic’ sectors.
The second mechanism was the use of so-called ‘package deals.’ These involved offering the
Arms Deal companies both multipliers and upfront credits. Upfront credits were given to a
company in advance of a project being completed. Importantly, it emerged that the credits
awarded would not be reduced if the project was not successful. So, a company could be
given $1bn in upfront credits in anticipation that the project would, eventually, generate $1bn
in economic impact (either investment or sales). But, if it turned out, at a later stage, that
these economic benefits didn’t manifest, the company would not have their credits reduced.
The bureaucratese of multipliers and package deals and upfront credits helped to disguise
what was really happening, especially in some of the biggest offset projects. In these cases,
the DTI and the government wanted an Arms Deal company to invest in a strategic project.
They would then get involved in horse-trading, offering that company an arbitrary number of
offset credits for undertaking the investment; a generous inducement that meant that the
number of offset credits given to the company were not only arbitrary, but most probably
massively more than the underlying economic benefit that was eventually achieved. This was
most clearly seen in the example of the Denel-Saab deal, which we discuss in more detail
later.
In October 2012, after the offset programme had concluded, the DTI conducted an internal
audit. We attach the audit as Annex JJJ. The audit looked at a sampling of the Arms Deal
offset projects - 40 out of 121 – so that the DTI could learn lessons from the programme. The
internal audit confirmed that, because of the use of the multipliers and package deals, the
eventual number of offset credits awarded were larger than the economic benefits generated:
IPS and IPCC took a decision to adopt the concept of ‘Package Deals’ as a
strategy to:
•

direct NIPP investments towards industrial areas, sectors,
communities that would traditionally not be favourable to potential
investors (NIPP obligated companies).

•

compensate those NIPP obligated companies that are willing to invest
in industrial areas, sectors and businesses where the return on
investment is not attractive, the risk of not earning NIPP credits on
revenue is high, the time of generating NIPP credits is longer than the
required time frames (as per paragraph 1 above).

This resulted in Defence Obligors obtaining more NIPP Credits compared to
the investments and sales created or caused by them...
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The obligors were awarded credits which exceeded the value of investments,
local sales and net export revenues actually caused by them. This indicates
that the value of NIP Activities completed by the Defense Obligors was less
than the total obligation value to be offset by the NIP Credits.541
The inflation of offset credits was also achieved through another mechanism: a generous
interpretation of causality. In proving that they deserved offset credits for a particular
programme, the Arms Deal companies had to prove that they had caused the economic
benefit to occur. This sounds reasonable: why should they be given sales credits for
something they didn’t do? But this was then flipped on its head – Arms Deal companies
could argue that their investment in a project, alone, had caused other people to invest in the
project. If they convinced the DTI that this was the case (an easy job, it seems), then the
Arms Deal company would get credits equal to all the investment undertaken in a project.
On its face, this makes no sense: if a project was economically viable and profitable, it should
have secured investment from multiple sources, and wouldn’t suddenly be made viable by the
investment of an Arms Deal company rather than, say, a construction company. In certain
cases, it appears that this generous method of awarding credits was applied even when the
available public evidence suggests that the companies were investing in a project that would
have taken place without them. In other cases, the companies were assumed to have created
major sales impacts in the most ludicrous terms – as we will see with the case of MacArthur
Baths.
The net result of the ‘flexible’ approach meant that there was a massive divergence between
the amount of offset credits awarded and the actual economic benefit delivered. This is clear
from the table below, extrapolated from the DTI’s own evidence before the Seriti
Commission:
Table 39: Offset Credits Awarded to Arms Deal Companies

Obligor

Actual
Investment
$225 312 535

Investment
Credits
$2 012 407 677

GFC (Corvette
Platform)
Thales (combat
suite)
GSC

€44 433 394.58

€516 724 125

$139 656 198

$199 279 454

$6 871 704
560
€1 545 361 234 €2 062 085
368
$591 255 265.89 $790 534 71

€59 796 413

€961 383 389

€2 156 377 635

Agusta

$70 932 465.86

$184 630 165

$619 371 018

BAE/Saab

Sales Credits

Total

$4 859 296 882

€3 117 761
024
$804 001 184

As the above table shows, the majority of the Arms Deal companies ended up putting in
considerably less money into the South African economy than the number of the offset
credits they were awarded. The most notable example of this was the German Submarine
Consortium, which, for a grant total of over €3.1bn in offset credits, only had to invest €59m
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into the country. And - to rub salt into the wound - certain of those offset investments were
directed towards politically connected individuals associated with the Arms Deal, as we
discussed above.
The problems of the offset program can seem somewhat dry and technical without real life
examples. Fortunately, we can turn to the notes of Advocate Barry Skinner SC, which we
attach as Annex KKK. Advocate Skinner was an evidence leader during the Seriti
Commission. He was responsible for leading the evidence of a number of DTI witnesses and
had access to all of the relevant NIP information. Advocate Skinner prepared notes based on
this information that summarised salient details of the NIP programs, which were, on the
whole, devastating. These were handed to interested parties, including our legal
representatives and are thus in the public domain. It should be noted that Advocate Skinner
eventually resigned from the Seriti Commission of Inquiry in protest at the way it was failing
to do its job. We believe this adds additional credibility to Advocate Skinner’s notes.
One of the projects detailed in Advocate Skinner’s notes was the Package Tourism Project;
what we have, in previous publications, referred to as the MacArthur Baths project. Here,
SANIP, BAE/SAAB’s offset investment vehicle (which would, incidentally, later be
implicated in paying tens of millions of rands to Fana Hlongwane) undertook a two part
project. The first part was to upgrade the MacArthur Bath public swimming pools in Port
Elizabeth. BAE/SAAB invested R15m in this part of the project. The second part was a
marketing campaign that BAE/SAAB would fund in Scandinavia. This was the part that
would receive the most offset credits.
BAE/SAAB’s plan was to be awarded offset credits for increasing the number of tourists who
visited South Africa, presumably as a result of the marketing campaign. BAE/SAAB claimed
that they should be given all the credit for any increase in Scandinavian visitors as SA
Tourism had not actively advertised in Scandinavia (a claim that was never verified). The
number of offset credits was based on a calculation of how much tourists generally spent
during holidays – a calculation that was supplied to the DTI by a consultant hired by
BAE/SAAB.
Thus, BAE/SAAB would be awarded offset credits for every Scandinavian holiday maker to
visit South Africa up until December 2011, even though the marketing campaign took place
only between 2002 and 2003, and there was no evidence that any of the holiday makers had
actually visited Port Elizabeth or MacArthur Baths. Remarkably, Advocate Skinner’s notes
also indicate that the DTI had no idea how much BAE/SAAB spent on the marketing
campaign, as this was never told to the DTI.
In total, BAE/SAAB were granted a frankly insane $435 652 811.86 ($435 million) in offset
credits as a result of this project. This was equal to just under 10% of all the sales credits
eventually awarded to BAE/SAAB. These credits were based on the completely unverified
claim that a marketing campaign (cost unknown) run for a year in Scandinavia between 2002
and 2003 was responsible for all Scandinavian tourists visiting South Africa. This is
especially remarkable considering that the claims were made all the way up until 2011: all
Scandinavian tourists attending the 2010 Fifa World Cup were, by inference, considered by
the DTI as actually visiting the country because of the marketing campaign and handful of
heated pools in Port Elizabeth.542
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Another notable example of huge multipliers was Saab’s investment in Denel Aerostructures,
which was particularly important in the context of the entire offsets programme. Indeed, this
was the largest single offset project in the whole Arms Deal in terms of offset credits
awarded, valued at over $1.7 billion. It constituted just under a quarter of BAE/Saabs total
offset credits.
The investment would involve a restructuring of the company, which would be renamed
Denel-Saab Aerostructures. This was considered a vitally important investment by the DTI,
who were prompted to consider this as an NIP project by Denel itself. As a result, the DTI
offered a ‘generous’ (the DTI’s own words) package deal, although generous was a
remarkable understatement. The DTI offered Saab a total of $1.5 billion in offset credits if
the deal went through, made up of $600m in investment credits and $900 million in sales
credits.
There were, however, some important caveats. First, Saab would be granted the credits
upfront as ‘upon closure of the SAAB-Denel Aerostructures transaction.’ The credits were
also irrevocable. This would mean that, even if the entire project failed dismally, SAAB
would still get the full whack of offset credits. Second, Saab was allowed to claim additional
sales credits (at a multiplier of 3) based on all sales realised after the transaction was closed.
As Advocate Skinner summarised, the DTI reasoned (by torturing logic to breaking point)
that this ‘did not constitute a duplication of credits as although the upfront credits included an
amount for sales, this had no bearing on whether sales were actually achieved.
The actual cash outlay in the part of SAAB was minimal. In total, SAAB invested $6.6m in
Denel-SAAB Aerostructures. For this, they were given $1 704 935 945 ($1.7 billion) in offset
credits, made up of $600 million in upfront investment credits, $900 million in upfront sales
credits, and a further $204 935 945.23 ($204 million) from sales realised after 2006 after
applying a multiplier of 3. As Advocate Skinner noted, with remarkable understated restraint,
the offset credit award was calculated so that ‘in effect this was a multiplier of 192.’543
There are, sadly, additional kickers. In 2010, an external audit of the project was done, which
assessed whether or not it was a success. The external audit, conducted by NAD Auditors,
was released to Media 24 as a result of a PAIA request. The audit discovered that it was
almost impossible to assess the success or failure of the project. This was because the DTI
had entirely neglected to stipulate any benchmark figures to measure the success of failure of
the project. As the Audit noted:
‘Conclusion. In the absence of specific deliverables, outcomes/milestones and specific
observable measures, indicators in the proposal, we were unable to ascertain the
completeness of Saab deliverables or as to whether it has fully delivered in terms of
its NIP obligations.’544
In the absence of deliverables conceived in this way, the audit attempted to assess the project
along broader lines and according to the underlying aim of the project. According to the DTI,
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the real aim of the project was to turn Denel Aerostuctures, then a loss-making entity, around.
This would be achieved by injecting Saab’s management expertise and exploiting their
market access.
On this basis, the project was a failure. Indeed, in 2009, only 3 years after Saab had done the
deal and been given a huge offset award, the management agreement between Saab and
Denel was terminated and Saab’s turnaround strategy was jettisoned. As the Audit noted:
‘If one utilises the turnaround of the DSA as the ultimate goal and measure barometer
for all of Saab’s initiatives, then Saab has not delivered on its obligations in terms of
the NIP credits awarded to it, which is evidenced by the cancellation of the
management agreement and subsequent initiation of a new turnaround strateg545y.’
In summary, the following can be noted regarding the single largest offset project in the
entire Arms Deal:
1. The deal was negotiated between Saab, Denel and the DTI as an upfront project;
2. Saab’s total investment in the project was $6.6m;
3. Saab would be granted $1.5bn in offset credits upfront as soon as they completed the
investment in Denel in 2006;
4. Saab were also allowed to claim for sales credits for sales achieved by the company
after 2006, and would be allowed a multiplier of 3 for this figure;
5. In total, Saab received offset credits worth over $1.7bn in return for an investment of
$6.6m – an effective multiplier of 196;
6. The offsets received from this project was just under a quarter of all offset credits
granted to BAE/Saab;
7. In 2009, a mere three years after the deal was struck, the management agreement with
Saab was terminated;
8. A 2010 deemed the project to have failed to have turned around Denel-Saab
Aerostructures;
9. Because of the upfront nature of the credit award, Saab’s offset credits were not
adjusted backwards, despite the project failing
Dead Bodies and Junk Science
The Denel-Saab project was not the only project to meet an inglorious end. Indeed, at least
six other projects terminated in controversial circumstances. Remarkably, in every one of
these cases, the companies were still awarded their full quota of offset credits.
We are of the belief that it was inappropriate to award offset credits to any project that failed
in such controversial circumstances, or proceeded in the midst of serious and well-evidenced
claims of criminal conduct. Here, we provide a short description of each program and the
problems attached.
Before we do so, however, we also provide a table (below) that presents the offset credits
awarded to each of these problematic projects. Our calculations suggest that offset credits
totalling $1.294bn were awarded to controversial projects. This is not an insignificant figure:
it is 8.3% of all offset credits awarded.
545
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Table 40: Failed or Compromised Offset Projects and Offset Credits Awarded546

Offset Project

Investment Credits

Sales Credits

Evertrade Medical
Waste
Hivex Ltd.
Global Forest Products
South African Royal
Manufacturers
Magwa Tea Estate
Atlantis Training and
Development Centre
TOTAL

$63 623 256

$107 590 000

Total Offset
Credits
$171 213 256

$9 034 564
$68 222 435
$9 135 202

$0
$476 065 635
$8 347 856

$9 034 564
$544 288 070
$17 483 058

$118 332 000
$105 184 000

$170 924 000
$157 776 000

$289 256 000
$262 960 000

$373 531 457

$920 703 491

$1 294 234 948

Evertrade Medical Waste
Thales investment in the company Evertrade Medical Waste ended up foundering – in
gruesome circumstances. In 2001, it was announced that newly formed Evertrade was busy
establishing a set of facilities in Gauteng and Cape Town to process and dispose of medical
waste. The programme, helped with funding from Thales (previously known as Thomson, the
company that was involved with Schabir Shaik) and the Industrial Development Corporation,
was a joint project between Evertrade’s local management and the US company Stericycle.547
The technology that Evertrade was to use – courtesy of Stericycle -- was certainly impressive.
Previously, medical waste in South Africa had been incinerated, sending plumes of toxic
smoke into the air. Evertrade’s technology, however, bombarded the waste with radio waves
that killed all pathogens, bacteria and viruses. What was left was a pile of ‘deactivated’ waste
that was no longer contaminated and that could be freely recycled.548
So far, so good. But things soon started to deteriorate. In early 2004, Stericycle sold its 50 per
cent shareholding in Evertrade, and by the end of 2004 the company was barely fulfilling its
duties to its customers. For example, it was renting a refrigerated holding container in East
London, in which medical waste – such as body parts – were stored. According to newspaper
reports, Evertrade failed to pay the owners of the container the rent that was due, leading to
cut-off of power to the refrigerated unit and potentially allowing the body parts and other
waste to rot. When Afrox Healthcare – which had also complained about Evertrade being
slow in its waste collection – heard about the distressing situation, it cancelled all of
Evertrade’s contracts in East London.549
Worse was to follow. In March 2005, Evertrade was officially liquidated550 following the
discovery by journalists from the Saturday Star of unhealthy conditions at the company’s
546
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depot at City Deep in the centre of Johannesburg. A provincial health inspector was
dispatched to review matters in the Western Cape and found nearly four tons of plastic bags
containing medical waste that had been left piled outside Evertrade’s facilities in the
Killarney Gardens suburb of Cape Town. The bags had been left to rot out in the sun for
weeks, ‘emitting a sharp stench’.551 The bags were filled with the most gruesome contents:
‘amputated body parts, fetuses, soiled bandages and spent syringes’.552 To resolve the matter,
Evertrade contracted another waste disposal company to remove the waste,553 suggesting that,
by the end of 2004, it was unable to carry on its own business.
Why Evertrade collapsed so spectacularly is still a matter of speculation. What is known is
that, by then, its main investment partner, the Nasdaq-listed Stericycle (which had also
provided the technology for the programme) had decided to sell its shares in the company,
which it did in January 2004.554 What happened next was remarkable, linking Evertrade to
one of the largest corporate debacles in South African history – the Fidentia scandal.
Stericycle’s shares in Evertrade were to be bought by a Singaporean company by the name of
Reno Africa, facilitated by Fidentia Asset Management. According to the agreement between
Stericycle and Reno Africa, Reno Africa would deposit the cash for the sale ($6m) into the
accounts of Fidentia Asset Management.555 This would act as a holding deposit for the
transfer of shares; once the shares were transferred, Fidentia would then transfer the money to
Stericycle. But, prior to the deal being closed, Reno Asset Management wrote to Fidentia and
asked for the deposited funds to be transferred back to its accounts in Singapore – despite the
contracts between Fidentia, Stericycle and Reno Africa expressly forbidding this.556 In the
end, according to curators who were brought in to investigate Fidentia and dispose of its
assets in 2007, Reno Africa failed to fulfil its contractual obligations, which resulted in
Stericycle demanding the money back. After litigation, roughly R40m was paid back to
Stericycle.557 As it stood in 2006, it seemed that the shares had been transferred to Reno
Africa, but that Stericycle was forced to conclude that it would not receive $2.5m of the
money owed to it and subsequently erased the claim from its books.558
Remarkably, it seems that Fidentia did not recoup the funds from Reno Africa, suggesting
that the scheme may have been an exercise in money laundering. That Fidentia Asset
Management was also said to have received funds from the Development Bank of South
Africa intended for Evertrade at roughly the same time as the Stericycle sale agreement559 has
raised the suspicion that the money from the DBSA was, via this arrangement, effectively
laundered into the account of Reno Africa. Further raising suspicion is the fact that, according
to company documents filed in Singapore, one of the two directors of Reno Africa is Nick
Buckworth.560 Buckworth, a British businessman, has been alleged to have been a close
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associate of Steve Goodwin, an Australian who, in turn, was named by Moneyweb as one of
the men alleged to have been involved in helping Fidentia illegally transfer millions of rands
of investors’ money offshore.561 Company records also reveal another curious coincidence.
One of the directors of Evertrade Medical Waste, appointed in 2001, was one Maleselo John
Lamola.562 Lamola was also appointed a director of Fidentia Asset Management in July
2000.563 Interestingly, Lamola was also a former CEO of Denel.564 When we contacted
Lamola for comment, he claimed that, due to the lapse of time, he could not recall anything
about Evertrade.
Hivex Ltd
Hivex Ltd was established in order to conduct research into a potential cure for HIV/Aids that
deployed microwave technology. The company has failed to conduct any substantial
business. In June 2011, the Treatment Action Campaign (TAC) lodged a complaint against
Hivex with the Advertising Standards Authority (ASA). The TAC argued that Hivex was
posting misleading information on its website. Hivex posted information that claimed that
treatment with Hivex provided patients with a 5.8 times better chance of avoiding
hospitalisation or dying from HIV/Aids. The ASA upheld TAC’s request and Hivex was
directed to remove the offending content. 565
It should also be noted that Hivex Ltd. featured two notable directors: Nhlanhla Gasa and
Fana Hlongwane.566 Fana Hlongwane was implicated (as we will see in detail in the
following chapter) by the UK’s Serious Fraud Office in bribery related to the BAE/SAAB
contract. Hivex Ltd. was a BAE/SAAB offset project. One of the major allegations levelled
against Hlongwane was that he received considerable funds via SANIP, the entity created by
BAE/SAAB to oversee and manage their NIP obligations.
South African Royal Manufacturers
According to an article in the investigative magazine Noseweek, an NIP project involving
BAE Systems was established for the ‘beneficiation’ of gold: the adding of value to raw
material for export purposes. BAE invested $5m in the project, in conjunction with the
Industrial Development Corporation (IDC), which invested R10m, and facilitated an
arrangement in which Harmony Gold would supply raw gold to a South African company,
South African Royal Manufacturers (SARM). Harmony Gold, in turn, would receive payment
for the gold once it had been turned into gold rope chain and sold on the export market.567 So
high-profile was the project that it was a centrepiece of BAE’s NIP project: in 2002 the DTI
estimated that BAE would earn $637m in offset credits for all its downstream gold projects
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(it is uncertain what proportion of the production of gold rope chain was included in this
figure).568
In 2004, however, US citizens Luiz Perez and Valentino Diaz were arrested by the Scorpions
in relation to the SARM project.569 Perez and Diaz were the US chiefs of a company by the
name of Mega Gold, which had been enlisted to market the gold chain rope in the US. At the
time of their arrest, it was reported that they were charged with defrauding SARM and
Harmony to the tune of roughly R100m. They were alleged to have received the metal chains
on credit and subsequently failed to make any of the requisite payments to either SARM or
Harmony Gold: SARM was said, by 2004, to owe Harmony Gold R68m for the raw gold
received.570 Perez and Diaz were subsequently released on bail and the charges eventually
dropped as the State was not ready to proceed with the prosecution.
According to Noseweek, however, international auditing firm KPMG was in possession of an
list showing the beneficiaries of the scam alleged to have been perpetrated by Diaz and Perez.
The list, according to Noseweek, included a number of members of South Africa’s Cabinet
and government.571 If the latter claim is true, it suggests that the NIP projects related to the
Arms Deal could, indeed, be an avenue through which potential corrupt relationships were
established. Unfortunately, it is virtually impossible to assess these claims because of the
secrecy surrounding the offsets programme.
Magwa Tea Estate
The German Submarine Consortium’s investment in the Magwa Tea Estate has long been
acknowledged to have been a disappointing investment due to recurrent strikes and
vandalism. Media reports have suggested that the cash paid by Ferrostaal could not be
adequately traced to Magwa, raising the possibility that they not have actually been used to
further the project.572 The Debevoise & Plimpton report, part of an internal audit by
Ferrostaal (a GSC’s member) reported that Ferrostaal did not approach the Magwa Tea Estate
as a viable financial project, instead deciding to provide money in the form of a nonrefundable loan. Considering that initial negotiations were allegedly led by Chippy Shaik, and
that the Magwa Tea Estate has reportedly been close to the hearts of a number of powerful
political figures, such an approach seems curious. As the report noted:
‘MAGWA was a tea plantation in the Eastern Cape Province of South Africa, the
home of many leading politicians from the African National Congress. Ferrostaal
made the investment to the Eastern Cape Development Corporation, a quasigovernment body. Chippy [Shaik] supposedly brought the project to Ferrostaal.
Ferrostaal invested ZAR23.5 million on this project in 2005. As this was paid as nonrefundable loan, Ferrostaal received nothing in return.’573
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Atlantis Training Centre
Much like Magwa, Ferrostaal provided a significant non-repayable loan to Atlantis
Development (R26m) in 2003. By 2006, the company was embroiled in serious litigation
amidst claims that directors and shareholders had engaged in embezzlement and fraud. The
institution closed shortly thereafter. It was subsequently taken over by the Department of
Education under the name West Coast College.574 The Debevoise & Plimpton report noted:
‘Ferrostaal invested more than ZAR26 million in Atlantis Development, an
educational body, between 2003 and 2006. The body failed and there were allegations
of fraud; before that, however, the head of Ferrostaal’s South African operation had
informed Atlantis Development that it would never have to repay the money provided
to it.’575
Global Forest Products
Global Forest Products was one of BAE/SAAB’s largest offset projects. It has been subject to
considerable controversy, which is too complicated to reproduce in detail here (it is dealt with
in detail in Chapter 8 of The Devil in the Detail: How the Arms Deal Changed Everything).
Suffice to say that Global Forest Products has been accused of engaging in highly damaging
environmental practices, including emitting chemicals (in particular urea formaldehyde)
linked to mouth and throat cancer. Blood tests confirmed the presence of the offending
particles in dangerous concentrations. Subsequent to GFP being purchased by York Timbers,
the facility was subject to review by the Department of Environmental and Water Affairs.
The Department found that the facility violated a raft of environmental regulations. It was
reported in 2011 that York Timbers faced the possibility of stiff fines and asset seizures as a
result of these violations. It is unclear what stage this process has reached.576 Litigation
between Lone Creek Lodge, a luxury resort located across the road from the Sabie Mill, and
the Industrial Development Corporation is ongoing. Lone Creek Lodge claim that there seed
funding was recalled by the IDC after Lone Creek had complained about the sawmill’s
environmental impact. The IDC was a major investor in the sawmill. During litigation
between Lone Creek Lodge and GFP, it was claimed that the activity of the sawmill had
halved tourism figures to the region, causing economic distress to the local business
community that relied on this income. Considering the concerns we raised above related to
the calculation of BAE’s investment and sales credits, we are of the opinion that it is
inappropriate for offset credits to be awarded in this instance.
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The Jobs Fiction
One of the main findings of the Seriti Commission of Inquiry was that the offset programme
fully delivered on its promise to create 65,000. According to the evidence led to the Seriti
Commission, the following jobs were created:
Table 41: Official Number of Jobs Created Via the Offset Program577

Obligor

Jobs Created

Total

22 422
2340

Jobs
Retained/Saved
5 768
920

BAE/Saab
GFC (corvette
platform)
Thales (corvette
combat suite)
GSC
Agusta
TOTAL

4875

706

5 581

6 600
2652
38 895

4889
258
12 541

11 489
2 910
51 436

28 190
3 260

The eagle-eyed observer will notice something pretty quickly from these figures: the total
number of jobs created, according to the DTI, was 51 436, not the 65 000 jobs that were
promised, and which the Seriti Commission said was created. In order to make up the
numbers, the Seriti Commission argued that there were projects where the actual number of
jobs created was more than claimed.
One of the examples the Seriti Commission used to justify this proposition was, politely,
surprising: the MacArthur Baths case. As we’ve noted before, the MacArthur Baths case was
one of the most controversial of all the offset projects as it was awarded credits on absurdly
favourable terms and without proving causality. The Seriti Commission, however, noticed
that BAE/Saab claimed no jobs for the project. This, the Commission believed, could not
have been accurate. Indeed, one of the DTI witnesses had testified that it was likely that,
when the multitude of tourists flocked to Port Elizabeth as a result of BAE/Saab’s marketing
plan, young people would have to provide security for them. Or, in other words: the
MacArthur Baths project would have employed a handful of car guards.
There is another problem with the jobs figures that were provided by the DTI: they were a
fiction. DTI witnesses appearing before the Seriti Commission confirmed that the DTI had
never actively monitored the number of jobs created. This was because the delivery of jobs
was not a deliverable under the terms of the NIP umbrella agreements; the Arms Deal
companies would not be judged to have succeeded or failed to discharge their offset
obligations based on jobs created. As a result, the DTI decided not to monitor the figures,
beyond a handful of site visits.
So where did the jobs figures come from? According to all the evidence before the Seriti
Commission, they came from the Arms Deal companies themselves. All the DTI required of
the companies was that they supply an estimate of jobs created. This could be done either in
correspondence, or in their business plans. The DTI, however, would not actively monitor
this, and not a single audit was undertaken to assess the veracity of the claims. The fact that it
577
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was clearly in the interests of the Arms Deal companies to overstate the figures was,
apparently, never considered. Simply:
1. the jobs created figures were based on figures supplied by the Arms Deal companies
to the DTI,
2. the jobs figures were never subject to an audit or independent check, besides for a
handful of site visits
3. the DTI - and the Seriti Commission - never seemed to entertain the thought that the
Arms Deal companies may overestimate the number of jobs created
A neutral observer may wonder if it is fair to believe that the companies involved may have
claimed too many jobs. One example, we believe, shows that this is likely the case: the
Denel-Saab Aerostructures case. As we have discussed above, BAE/Saab were granted in
excess of $1.7bn in offset credits for investing $6.6m, making it the largest of all offset
projects - and they retained these investments even though the project failed a mere three
years after the deal was done.
As it turns out, the Denel-Saab Aerostructures deal was also the single largest job creator in
the entire Arms Deal. Indeed, BAE/Saab claimed that 6000 direct and 12 000 indirect jobs
were created – for a total of 18 000 jobs. As the round numbers suggest, this could only have
been at most a ballpark estimate, and clearly did not take into account that the project failed.
In the context of the Arms Deal, the Denel-Saab deal constituted a fraction less than 35% of
all jobs created in the offsets programme.
Lest this gets lost in the density of this submission, we highlight this one more time: 35% of
all the jobs claimed to have been created via offsets were claimed via a project that
failed within 3 years, and in which BAE/Saab invested a total of $6.6m.
One final point should be noted. The jobs estimate figures quoted above were made up of
both direct and indirect jobs: 12 965 direct jobs and 25 930 indirect jobs. A quick calculation
reveals that the number of indirect jobs worked out rather simply: by multiplying the number
of direct jobs claimed by the Arms Deal contractors (but never independently verified) by
two. In other words, a broad assumption was made that every direct job created via the offsets
programme created an additional two indirect jobs. Clearly, this was never verified, and we
struggle to believe that such simple estimates could ever accurately reflect the jobs created
numbers.
Conclusion
Offsets were absolutely central to the Arms Deal. Not only did they play a huge role in the
selection process, but they were considered to be fundamental to ensuring that the
macroeconomic impact of the Arms Deal would be mitigated. According to the Affordability
Report, if offsets weren’t fulfilled, the impact on the economy would have been dire, leading
to a loss of over 100 000 jobs over the life of the Arms Deal.
While we do not have the means to ultimately calculate the macroeconomic impact of the
Arms Deal, it is now clear that the offset programme simply did not produce the economic
benefit that it was promised to. The number of jobs the government claims were created
were, sadly, nothing more than an elaborate fiction based on figures submitted by the Arms
Deal companies themselves, while the way in which the offsets programme was run allowed
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the companies to claim offset credits far in excess of their actual economic investments –
even if, as in multiple cases, the projects failed in their entirety.
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3.4 The Cost of Corruption in the Arms Deal
As we have noted repeatedly throughout this chapter, every contract in the Arms Deal (bar
the Light Utility Helicopter contract) was subject to gross irregularities and manipulations
that ensured that a supplier other than the true best offer was selected. Moreover, the
manipulations that marked the Arms Deal selection process meant that in every contract (bar
the LUH contract) the most expensive option was chosen despite it not being the true best
offer. In addition, every contract in the Arms Deal is tainted with significant evidence of
corruption and bribery. It is also obvious that the size of the Arms Deal was significantly
inflated as a result of bribery and corruption, largely via the decision to purchase two
categories of aircraft despite the SAAF’s stated preference for the purchase of a single ‘tier’
of aircraft to replace its fleet of Impala jets. Finally, it is clear that the total cost to the South
African government was substantially increased by the fact that the State was forced to pay
substantial financing charges on a selection of equipment whose total quantity and cost were
inflated due to corruption.
While it is difficult to place a definitive figure on how much corruption cost the State in the
Arms Deal, we have conducted a simple calculation to provide an indicative figure. We
believe this illustrates that the cost to the State was in excess of 20% of the contract price of
all contracts in the Arms Deal. In simpler terms, the South African government could still
have purchased equipment as stipulated in the Defence Review and paid a much smaller sum
than it eventually paid in the Arms Deal if corruption and bribery did not take place to distort
the outcome of the selection process.
We have made the following assumptions and decisions in reaching our calculation:
1. That the State would only have purchased a single ‘tier’ of aircraft to replace the
SAAF’s Impala trainers as this was the originally contemplated purchase plan as
stipulated under Project Ukhozi’s September 1997 User Requirement Statement.
During the initial RFI phase for the purchase of a single tier of ALFA aircraft, it was
decided to purchase 38 aircraft, for which we have modelled the cost.578
2. The outcome of the RFI evaluation process conducted under the terms of the 1997
Project Ukhozi URS indicated that the AT2000 was the best bidder, while the JAS
Gripen was the worst bidder when cost was included in the calculation.579 We have
thus modelled our calculation on the basis of the purchase of 38 AT2000 aircraft
3. The total number of Light Utility Helicopters to be purchased was reduced during the
selection process from 40 to 30 in order to offset the large costs of purchasing the
Hawk and Gripen aircraft. In our calculation we have increased the number of LUH
purchased to 40 in order to more accurately reflect the cost of the Arms Deal as
originally conceived. We have also modelled the cost using the contract price as
quoted by Agusta SpA as, while we believe that there is evidence to suggest that the
contract was tainted by corruption, we have no direct evidence that the selection
process was manipulated in the same manner as other contracts in the Arms Deal
578
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4. The cost of financing would have been roughly equivalent (49% of the contract value)
regardless of the selection of different suppliers
5. In all contracts (bar the Light Utility Helicopter) we have modelled the cost of the
best supplier as determined by the Auditor-General’s office as detailed in Chapter 3
above and in the draft version of the Auditor-General’s report dated 8 October 2001.
6. Dollar amounts have been converted to Rand amounts at R6.25:$1 to determine 1999
prices as this was the foreign exchange figure used by the draft version of the
Auditor-General’s report in calculating such figures.
Table 42: Indicative Contract Price of the Arms Deal (Excluding Financing Charges) Without
Corruption and the Manipulation of the Selection Process

Equipment Type
ALFA
Submarine
Corvette
Light Utility
Helicopter

Supplier and
Model
Daimler
AT2000
Fincantieri
S1600
Bazan 590B
Agusta SpA
A109

Number
Purchased
38

Contract Price
(US$)
$1657.5m580

Contract Price
(ZAR)
R10 359m

3

$923.56m581

R5 772m

4
40

$737.053m582
$282m583

R4 606m
R1 762m

$3600.113m

R22 500m

TOTAL COST

Table 43: Indicative Total Price of the Arms Deal (Including Financing Charges) Without Corruption
and the Manipulation of the Selection Process

Equipment Type

Supplier and
Model

Contract Price
(US$/ZAR)

ALFA

Corvette

Daimler
AT2000
Fincantieri
S1600
Bazan 590B

Light Utility

Agusta SpA

$1657.5m
(R10 359m)
$923.56m
(R5 662m)
$737.053m
(R4 606m)
$282m

Submarine

580

Estimated
Financing Cost
(at 49%)
$811.93m
(R5074.56m)
$452.544m
(R2828.4m)
$361.155m
(R2 257.2m)
$138.18m

Total Cost
(US$/ZAR)
$2469.43
(R15 433.93m)
$1376.104
(R8600.65)
$1098.208
(R6863.8m)
$420.18m

Extracted from ‘Strategic Defence Packages: Draft Report of the Auditor-General’, Chapter 5, 5.6.1.3, p. 74.
Attached as Annex B.
581
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Helicopter
Total Cost

A109

(R1 762m)
$3600.113m
(R22 500m)

(R863.625m)
$1764.055
(R11 025m)

(R2626.125m)
$5362.922m
(R33 518)

Table 44: Comparison of Arms Deal Cost and Costs if Arms Deal Pursued Without Irregularities and
Corruption (1999 prices)

Current SDP
Revised SDP without
Irregularities
Unfavourable
Variance

Stated/Estimated
Contract Price in
1999
R29.9bn
R22.5bn

Financing Charges
(at 49%)

Total Cost

R14.651bn
R11.025bn

R44.551bn
R33.525bn

R7.4bn

R3.626bn

R11.026bn

Some pertinent figures from the above calculations deserve to be highlighted. First, the
difference between the contract price of the Arms Deal and the cost if it were not afflicted
with corruption was R7.4bn. This means that corruption and irregularities in the selection
process inflated the contract price of the Arms Deal by just under 25%.
Thirdly, the fact that financing costs were calculated as a percentage of the contract price
means that a negative variance in the contract price was amplified by the cost of financing.
Finally, if one was to add maintenance costs (roughly equal to contract price over 40 years),
South Africa is due to pay R7.4bn (1999 prices) more in life-cycle costs than if the Arms
Deal was conducted without irregularities and manipulation.

