Draft Second Report of the Standing Committee on Public Accounts, dated May 2001:

A. Introduction
In its Fourteenth Report for 2000 to the National Assembly, the Standing Committee on Public Accounts placed before the House matters relating to the Strategic Defence Package procurement. The Committee indicated that it would be presenting a further report on these matters to the House early in 2001. This report would therefore cover the following areas in particular:
* Progress with the investigation.
* Interaction with the Ministers.
* Engagement with correspondence from the Leader of Government Business.

Since the adoption by the House of the Committee's Fourteenth Report on 3 November 2000, there has also been extensive interaction between the Committee, the House and the executive, as well as a progress report (First Report for 2001) tabled in the National Assembly on 4 April 2001. This interaction raised matters relating both to the substance of the matters raised in the Fourteenth Report as well as issues relevant to interaction between the executive and the legislature. The Committee reports on these matters, as follows:

B. Joint Investigating Team
On 7 February 2001 the Committee met with the Joint Investigating Team. During this interaction the latter presented a written report and answered questions posed by the Committee. The following emerged from this interaction:

1. An investigating team comprising of the Auditor-General's Office, the Public Protector and the Investigative Directorate of Serious Economic Offences (IDSEO) was formed to investigate the matter after the exploratory meeting convened by the Committee on 13 November 2000.

2. An investigation charter, giving a clear description of the investigation team's functions, modus operandi and other relevant detail pertaining to the investigating team, was compiled by the Auditor-General, after among the above agencies had held meetings on 16 November and 1December 2000.

3 The skills, legal mandates and resources of the different agencies have been effectively facilitated. The investigating team currently consists of the following core members which were allocated to the task team:
(a) Three members from the Auditor-General's Office (two chartered accountants and one
advocate).
(b) Five members from IDSEO/Scorpions (two advocates and three investigators).
(c) Two senior investigators from the Public Protector's Office (one advocate and one attorney one of them with military expertise).
Additional resources will be made available from the different agencies as and when required.

4. The Joint Investigating Team has assured the Committee that their team commands all the skills and legal mandates needed to ensure a comprehensive and credible investigation.

5. The following expertise will be contracted to assist with the investigation:
(a) Chartered accountants and auditors.
(b) Forensic auditors/accountants.
(c) Legal expertise.
(d) Technical experts (naval and aeronautical).

It has been decided to make use of outside audit firms with the necessary skills and international contacts. The cost of these contracts will be borne and recovered by the Auditor-General.

6. Broad Framework of Investigation
(a) Investigation of alleged irregularities
* Documentation from the various departments, Parliament and cabinet has been requested.
* The statutory records of 68 entities have been requested.
* Three audit firms of specific companies have been summonsed for documentation.
* Some informal interviews have already been conducted.
* One formal questioning has been conducted.
* The bank statements/information of 24 entities and individuals have been requested.

A proposal has been received from an audit firm with respect to the compilation of company structures, the flow of funds between bank accounts and the capacity of the entities.

(b)Other areas to be investigated
* Cost to the state of the Grippen and Hawk deals.
* Selection of prime contractors for the LIFT programme (Hawk).
* Selection of subcontractors for all the programmes.
* Review of Defence/Armscor procurement procedures and regulations.
* Review of all final contracts (NIP and DIP).
* Independence of roleplayers.

In view of the nature and extent of the investigation, the Joint Investigation Team has agreed to produce a report to Parliament towards the end of July 2001.

The Committee is satisfied that the forensic investigation is under way, and the Committee will continue to monitor its progress through regular interactions with the Team. The Committee expresses frill confidence in the capacity and integrity of the three agencies comprising the Team. The Committee's inability to issue an investigation brief, flowing from its Fourteenth Report, is because of the constitutional provisions, which stipulate separate and independent legal mandates for each of the agencies.

Given that the Team will comprehensively investigate the areas listed above, the Committee will report on the areas not specifically covered by the Team.

C. Inclusion/exclusion of Special Investigation Unit (SIU)
The exploratory meeting of 13 November decided on a follow-up meeting. This meeting never took place. The views therefore contained in the letter from the chairperson of the Committee to the President, dated 8 December 2000, requesting a proclamation for the inclusion of the SIU headed by Judge W Heath, was arrived at without due consideration by the Committee of the final composition of the Team. Although this request had the support of the Joint Investigating Team, it was made without the Committee having applied its mind to the matter or to the constitutional court finding relating to the SIU.

The Committee, having considered the contents of the Fourteenth Report, as well as subsequent events and interactions, resolved on 28 February 2001 that there was no recommendation to include the SIU in the Team. This view is supported by the Parliamentary Law Advisers' memorandum of 8 January 2001 and confirmed in their memorandum, dated 13 March 2001, as follows:

"The report envisages that a chosen investigation body will undertake the investigation, but there is no indication that that body should necessarily be the Unit or include the Unit".

The Team indicated to the Committee that it commands the necessary skills, resources and legal powers to conduct the current phase of the forensic investigation it is engaged in. The Committee reaffirms the view expressed in the Fourteenth Report to the House that the best combination of skills should be utilised in conducting the investigation. Should the Team indicate the need for the appointment of an SIU at some later stage of the investigation to recover funds lost to the State, the Committee would be supportive of such a request. This is consistent with the view expressed by the Speaker in her letter to the Leader of Government Business, dated 29 January 2001:

"...the Committee may pursue this and make a specific recommendation to the Assembly''.

D. Interaction with members of executive
Interaction between the Committee and members of the executive dealing with the Strategic Defence Procurement, prior to finalising its Fourteenth Report to the House, could have gone a long way towards clarifying various issues raised in that report. A request for such interaction was made by the executive but never brought before the Committee.

On 26 February 2001 the Committee met with the Ministries of Defence, Trade and industry and Finance, and engaged with them at length on the issues raised in the Fourteenth Report.

During this interaction the Ministers outlined the process followed by the Cabinet in arriving at decisions concerning the awarding of prime contracts in the strategic defence procurement. With regard to the awarding of the prime contracts, the Committee wishes to place on record that there was never any intention at any stage to accuse the executive of being involved in dishonesty and/or corruption.

The Ministers emphasised that the Cabinet was not responsible for, nor involved in the awarding of, sub contracts. The Cabinet's commitment to deal with any possible irregularities was reinforced by the Ministers' submission at the meeting:

"If there were attempts by officials to try and influence subcontracting, we ask the Auditor-General to look at that".

The Committee concludes that the equipment price as contracted in September 1999 was US $4,77 billion, plus escalations based on the industry-wide norm of 2.5%. Apart from the contract price, there is also the adjustments to payments arising from exchange rate fluctuations.

The figure of R43 billion stated in the Budget Review is one of a number of projections of possible future costs.

The fact that the government budgets on a cash basis and not on an accrual basis, explains why the cost should be reflected as R30,3 billion and that any attempt to affix any possible future cost would be merely one of a number of projections.

The Committee requested the Portfolio Committee on Trade and Industry to evaluate and report on the issues relating to guarantees of national industrial participation and, to indicate whether it is satisfied that the targets will be met. The resultant report from that portfolio committee is attached.

E. Letters from Leader of Government Business
Many of the issues raised in the letters from the Leader of Government Business were revisited during the interaction with the Ministers. Issues identified for further scrutiny have been referred to the investigation team. As regards the general characterisation of the international arms industry being corrupt, the Committee restates its position that there was never any intention to taint the Cabinet as being prone to corruption and dishonesty. Any inference in that regard was unintentional and is regretted.

It must be noted that at no stage did the Committee (as a committee) consider the utilisation of any international forensic accounting facility. Engagement with any such facility with the aim of it participating in the investigation was outside the Committee's mandate.

F. Documentation
During the period immediately prior to the Committee finalizing its Fourteenth Report, a vast volume of documentation pertaining to the Strategic Defence Procurement was made available to the chairperson of the Committee.

The documentation was made available on the following conditions:
1. The documents were to be kept at the Office of the Auditor-General.
2. The documents were not to be removed from the above Office.
3. The documents were not to be photocopied.

The chairperson indicated to members of the Committee that the documentation was available under the conditions outlined above.

However, due to the fact that the National Assembly was in recess at the time, the majority of Committee members did not have sufficient time to scrutinise the documentation before the Committee finalised its Fourteenth Report.

Prior to the Ministers appearing before the Committee, it became apparent that this vast volume of documentation pertaining to the Strategic Defence Procurement was in the possession of the chairperson. In terms of the Rules of the National Assembly, the Speaker intervened to ensure that the documentation be surrendered to the custody of Parliament, and a process was facilitated to allow all Committee members access to this documentation.

G. Conclusion
The Committee will continue to exercise its oversight role, but should any further evidence pertaining to the arms deal come to hand, this evidence will be placed before the investigating team for action. The Committee will submit its final report to the National Assembly after the investigating team has completed its work.


