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PART 1





1. 	Reputation promise/mission





	The Auditor-General has a constitutional mandate and, as the Supreme Audit Institution (SAI) of South Africa, it exists to strengthen our country’s 	democracy by enabling oversight, accountability and governance in the public sector through auditing, thereby building public confidence.








2. 	Introduction





The purpose of the briefing note is to provide an insight by the Auditor-General of South Africa (AGSA) into the issues resulting in the audit report on  the Department of Defence (the department), Special Defence Account, NCACC, and the South African Defence Force Fund.





The Annual Report for the Department was tabled in Parliament under reference RP 179/2010 by the Minister of Defence on 4 October 2010. Mr T.E. Motumi was the Acting Secretary for Defence till 23 February 2010, Lt. Gen. Matanzima was acting till 31 March 2010, and in terms of the Public Finance Management Act, 1999 (Act No. 1 of 1999) the Accounting Officer of the Department. Ms C.D.M. Mutloane was the Acting Chief Financial Officer for the year.





The entities that report to the Minister/department are the Armscor Group, Special Defence Account, South African Defence Force Fund (SADF Fund) and the Castle Control Board. The main purpose of Armscor is to perform procurement activities for the department relating to new equipment and the sale of old equipment. The Special Defence Account is the account which captures all the procurement and sales of the departments assets classified as armament. The NCACC is the arms regulator of South African. The SADF Fund is aimed to render aid to members and former members of the South African National Defence Force and Auxiliary Services, and their dependents who suffer hardship or financial distress arising directly or indirectly, as a result of service and duties.





























3.	Background





3.1	Mandate of the department





The DOD derives its constitutional mandate from Section 200(2) of the Constitution of the Republic of South Africa, 1996. The constitution was given substance in the Defence Act, 2002 (Act No. 42 of 2002). The Special Defence Account is mandated in terms of the Defence Special Account Act, 1974 (Act No. 6 of 1974).





Vision of the department


 


Effective defence for a democratic South Africa.





Mission of the department





To provide, manage, prepare and employ defence capabilities commensurate with the needs of South Africa, as regulated by the Constitution, national legislation, parliamentary and executive direction. The above is achieved through sound management, provision, preparedness  and employment of defence capabilities, in line with the domestic and global needs of South Africa.











	Accounting Basis





	Department of Defence





The department is required to account on the Modified Cash Basis of Accounting and must prepare its financial statements in terms of the National Treasury Guide for National and Provincial Departments. The department utilised the following accounting systems i.e. FMS; PERSOL; and various logistical systems to record its transactions and activities during the 2008/09 financial year. 


 


	Special Defence Account





	The Special Defence Account accounted on an entity specific basis in 2009/10 as approved by National Treasury.





The Armscor group, Caste Control Board, and the SADF Fund


	


	The Armscor group, Caste Control Board, and the SADF Fund prepared financial statements in accordance with SA Standards of GRAP.








	Governance Issues








Audit committee





Department of Defence and Special Defence Account





The appointment, functions and composition of the Audit Committee was in terms of Section 77 of the Public Finance Management Act, 1999 (Act No 1 of 1999) (PFMA), as amended. 





The committee was in place for the 2009-10 financial year. The required meetings occurred during the financial year. The Audit committee reported on material breakdowns in the fuctioning of controls, procedures and systems in the annual report.





SADF Fund





The Fund did not have an audit committee in place during the year. Management indicated that it will be a shared committee with Defence.





The Armscor group and Castle Control Board





These entites had an audit committee in operation throughout the financial year, and the audit committee satisfactorily fulfilled its responsibilities for the year.





Internal Audit





	Department of Defence and Special Defence Account





An internal audit unit was established in terms of Section 38 (1)(a)(i) of the PFMA, as amended, and the structure approved by the Minister on 25 August 2008. The position for the new head of internal audit was advertised, but is still vacant. The approved establishment has also not been filled with qualified and skilled staff.





SADF Fund





Due to the nature and size of the fund a seperate internal audit function is not warrented and the function should be shared with Defence.





Armscor group and Castle Control Board





These entities had an internal audit function in operation throughout the financial year.

















Budget information – Department of Defence





Appropriation per Programme�
�
 �
 �
 �
2008/09�
�
 �
Programme�
Final Appropriation�
Actual Expenditure�
Final Appropriation�
Actual Expenditure�
�
 �
 �
R'000�
R'000�
R'000�
R'000�
�
1.�
Administration�
       2,914,090 �
                2,914,090 �
       2,480,152 �
       2,480,151 �
�
2.�
Landward Defence�
       9,042,226 �
                9,042,226 �
       6,958,701 �
       6,958,701 �
�
3.�
Air Defence�
       8,643,761 �
                8,643,761 �
       8,018,779 �
       8,018,779 �
�
4.�
Maritime Defence�
       1,997,454 �
                1,997,454 �
       1,837,191 �
       1,837,191 �
�
5.�
Military Health Support�
       2,608,189 �
                2,608,129 �
       2,177,208 �
       2,176,940 �
�
6.�
Defence Intelligence�
          594,704 �
                  594,704 �
          506,752 �
          506,752 �
�
7.�
General Support�
       3,637,343 �
                3,637,343 �
       4,006,334 �
       3,908,862 �
�
8.�
Force Employment�
       1,887,489 �
                1,886,540 �
       1,913,910 �
       1,913,910 �
�
 �
Total�
     31,325,256 �
              31,324,247 �
     27,899,027 �
     27,801,286 �
�
Reconciliation with Statement of Financial Performance�
 �
 �
 �
 �
 �
�
Add:�
Departmental receipts�
          699,949 �
 �
          629,390 �
 �
�
Actual amounts per Statement of Financial Performance (Total Revenue)�
     32,025,205 �
 �
     28,528,417 �
 �
�
Actual amounts per Statement of Financial Performance Expenditure�
�
              31,324,247 �
�
     27,801,286 �
�
�
�
�
�
�
�
�
Appropriation per Economic classification�
�
 �
 �
2008/09�
�
�
Final Appropriation�
Actual Expenditure�
Final Appropriation�
Actual Expenditure�
�
�
R'000�
R'000�
R'000�
R'000�
�
 1�
Current payments�
 �
 �
 �
 �
�
 1.1�
Compensation of employees�
        12,705,579 �
                   12,705,579 �
        10,620,019 �
        10,620,019 �
�
 1.2�
Goods and services�
          8,070,281 �
                     8,069,332 �
          7,281,516 �
          7,274,262 �
�
 1.3�
Financial transactions in assets and liabilities�
                49,559 �
                           49,559 �
                75,006 �
                75,006 �
�
 2�
Transfers and subsidies�
 �
 �
 �
 �
�
 2.1�
Provinces & municipalities�
                         -   �
                                     -   �
                13,806 �
                13,806 �
�
 2.2�
Departmental agencies  & accounts�
          8,629,128 �
                     8,629,128 �
          8,096,608 �
          8,096,608 �
�
 2.3�
Public corporations & private enterprises�
              603,608 �
                         603,608 �
              565,754 �
              565,754 �
�
 2.4�
Non-profit institutions�
                  4,402 �
                              4,342 �
                  4,466 �
                  4,198 �
�
 2.5�
Households�
              126,350 �
                         126,350 �
              152,754 �
              152,754 �
�
 3�
Payments for capital assets�
 �
 �
 �
 �
�
 3.1�
Buildings & other fixed structures�
              599,094 �
                         599,094 �
              566,746 �
              476,527 �
�
 3.2�
Machinery & equipment�
              537,105 �
                         537,105 �
              521,047 �
              521,047 �
�
 3.3�
Biological assets�
                        10 �
                                    10 �
                         -   �
                         -   �
�
 3.4�
Software & other intangible � assets�
                        67 �
                                    67 �
                  1,305 �
                  1,305 �
�
 �
Total�
     31,325,183 �
              31,324,174 �
     27,899,027 �
     27,801,286 �
�









4.	Audit Report History





Qualified audit reports for the department were issued in 2009/10, 2008/09, and 2007/08.





Legend:





Q 	= 	Qualification


E 	= 	Emphasis of matter


N/A	=	Not applicable





Department of Defence


Report paragraph	�
    09/10�
08/09�
07/08�
�
Tangible and intangible capital assets �
Q�
Q�
Q�
�
Employee benefit provision: Capped leave commitments�
N/A�
N/A�
Q�
�
Contingent liabilities�
N/A�
N/A�
Q�
�
Related parties�
N/A�
N/A�
Q�
�
Accruals�
N/A�
Q (Comparative)�
Q�
�
Lease commitments�
N/A�
Q�
Q�
�
Irregular expenditure�
E�
Q & E�
Q�
�
Departmental revenue (Completeness)�
N/A�
N/A�
Q�
�
Departmental revenue (Overstatement)�
N/A�
Q�
N/A�
�
Goods and Services: Consultant Expenditure�
N/A�
Q�
N/A�
�
Fruitless and waisteful expenditure�
N/A�
E�
N/A�
�
Comparatives (Restatement of corresponding figures)�
E�
E�
N/A�
�
Basis of accounting�
E�
E�
N/A�
�






Special Defence Account


Report paragraph�
09/10�
08/09�
07/08�
�
Basis of accounting�
E�
E�
E�
�
Significant uncertainties : Contingent liability�
E�
E�
E�
�
Irregular expenditure�
E�
E�
N/A�
�



SADF Fund


Report paragraph�
09/10�
08/09�
07/08�
�
None.�
N/A�
N/A�
N/A�
�



Caste Control Board


Report paragraph�
09/10�
08/09�
07/08�
�
None.�
N/A�
N/A�
N/A�
�



Armscor Group


Report paragraph�
09/10�
08/09�
07/08�
�
None.�
N/A�
N/A�
N/A�
�



PART 2


REPORTING ITEMS





 Department of Defence: Qualification Tangible and intangible assets


Background�
Qualification�
Internal Control deficiencies�
Auditor’s comment�
�
Since the 2004/05 financial year it has been a National Treasury requirement to disclose assets in the financial statements of National Departments. However, the Department of Defence has never fully disclosed assets in the financial statements and was therefore ever since qualified.





As disclosed in paragraph 1.1.2.12 of the accounting officer’s report for the year ended 31 March 2010, the Department again did not disclose any figures in the financial statements for the year under review. The reasons why is also indicated. 





�
The department did not disclose any financial information for both the current and prior year in notes 33, 34 and 35 to the financial statements as required by the financial reporting framework set by National Treasury. Furthermore, the department due to historic inherent problems did not maintain a proper asset register, supported by relevant documentation to enable me to quantify the misstatements. While I performed alternative audit procedures and recognised that a project plan to address the asset register deficiencies is in process, I could however, not verify existence, rights and obligation, completeness and valuation with regard to tangible and intangible assets.


�
The following deficiencies in the three fundamental key controls are key elements affecting the department’s ability to disclose assets as required by National Treasury:





Leadership


Insufficient direct involvement by the Accounting Officer and Chief Financial Officer in prior years to address risks associated with disclosure and asset management.


Management does not have approved policies and procedures to guide management at the lowest level to ensure compliance with National Treasury disclosure requirements. 


Project plans are not adequately monitored to ensure that assets are bar-coded to facilitate proper control over assets. 


Management did not ensure compliance with existing policies and procedures relating to identification, safeguarding, the movement, and recording of assets. If this was properly monitored the qualification would not have included existence.


Personnel are not aware of the requirements nor do they have the knowledge of the asset management framework and the Departmental Financial Reporting Framework issued by National Treasury. 


Policies/instructions regarding asset counts, which prescribe that assets be counted annually during November, are outdated. In some instances these policies allow that some categories of assets be counted over a three-year cycle. It was explained to the department that it is best practice to count assets as close as possible to the yearend, however no or little comprehension for this principle was displayed.


An effective asset management component with appropriately qualified staff not established.


Lack of training of staff on the current logistical systems and asset management as well as a lack of qualified staff.


The accounting officer and chief financial officer did not always exercise oversight responsibility over the progress of current projects to ensure complete and accurate asset records. 





Financial and Performance Management 





Complete and accurate asset registers for all categories of assets are not in place that meet the minimum requirements of National Treasury and for disclosure purposes.


No reconciliations are performed between the current logistic systems and the financial system with regard to additions and disposals.


Supporting documents are not available in all instances e.g. Invoices, receipt vouchers, issue vouchers and evidence of ownership of immovable assets.


No annual asset counts close to year end including roll forward procedures.


Insufficient control over receipts, issues vouchers and disposals.


Lack of controls to ensure the correct allocation of assets according to the SCOA accounts.





System deficiencies


Financial and performance management 





Systems are not appropriate to facilitate the preparation of the financial statements due to the following:





No system is currently in place to bar code all assets and link items to the asset records to be able to identified the assets.


The assets are currently recorded on four logistical sub-systems. These systems are not integrated nor are they integrated with the financial system. Inventory and assets are also not separated on these sub-systems.


The current systems update the records with the


            latest purchase price captured. Therefore,


the values of the assets are incorrectly stated at the cost price of the latest acquisition and not  at the relevant cost of the individual items. This is also the primary reason why the department did not disclose asset values in the financial statements. �
Due to the impact of these omissions there was a scope limitation on completeness, existence rights and obligations, valuation, presentation and allocation. 





Although the Department has appointed consultants to address the deficiencies in the asset register, AGSA is concerned about the progress, deliverables and the monitoring of the scope of work as required by the contract. This is necessary to ensure that internal control deficiencies are addressed.


  


It could further be added that there are insufficient computerised systems and manual controls to facilitate accurate and complete disclosure. �
�





























































































 Department of Defence: Compliance with laws and regulations


Significant non adherence to legislation�
Internal Control deficiencies�
Auditor’s comment�
�
Defence Act and Public Service Act  


The department did not comply with section 55 of the Defence Act, 2002 (Act no. 42 of 2002) regarding the approval of salaries relating to the latest military dispensation, housing allowances for uniform members and performance awards. Furthermore, the approval process as prescribed in section 2 of the Public Service Act, 1994 (Act No.103 of 1994), was not complied with. These payments are disclosed as irregular in note 27 to the financial statements.�



Leadership





The department did not effectively monitor compliance with laws, regulations and policies.





Governance


The internal audit function was not fully operational for the year under review and the Head of Internal Audit was not appointed.


�
Measures should be implemented to ensure the compliance of the department to set regulations. The appointment of a compliance officer could be considered. �
�
Public Finance Management Act and Treasury regulations 


The department did not comply with section 38 (1)(a)(ii) of the PFMA as an internal audit function was not fully operational for the year under review.  Furthermore, contrary to the requirements of TR 3.2.1 the department did not have an approved fraud prevention plan. �



Leadership


The department did not effectively monitor compliance with laws, regulations and policies.





Governance


The department did not have an approved fraud prevention plan. The internal audit function was not fully operational for the year under review and the Head of Internal Audit was not appointed.�
The necessary action should be taken to ensure that the head of internal audit is appointed, and that the structure is filled.





Measures should be implemented to ensure the compliance of the department to set regulations. The appointment of a compliance officer could be considered.�
�






 Department of Defence Findings  Predetermined objectives


Findings predertemine objectives�
Internal Control deficiencies�
Auditor’s comment�
�
Audit report  


Reliability of reported performance information


The following criteria were used to assess the usefulness of the planned and reported performance:


Validity: Has the actual reported performance occurred and does it pertain to the entity i.e. can the reported performance information be traced back to the source data or documentation?


Accuracy: Amounts, numbers and other data relating to reported actual performance has been recorded and reported appropriately.


Completeness: All actual results and events that should have been recorded have been included in the reported performance information.


The following audit finding relates to the above criteria:


For the three selected programmes tested the validity, accuracy, or completeness of some of the reported targets could not be established as sufficient appropriate audit evidence could not be provided for audit purposes.�



Leadership


The department did not have the necessary key controls in place to effectively manage performance against predetermined objectives. 





Financial and performance management	


The record keeping pertaining to performance information was not adequate, resulting in information not always being readily available for audit. The performance information in the annual report was not adequately reviewed for completeness and accuracy prior to submission for audit.�






Controls should be implemented to ensure that information reported in the annual report is properly supported by relevant supporting evidence, and that evidence is properly safeguarded to be made available for audit.





Set operating procedures should be implemented to the lowest level to ensure that the actual information reported are complete, accurate, reviewed be a senior official on each level and is supported by the necessary documentation. This will also assist in isolating responsibility for each task in the performance reporting process.





�
�
Management report conclusion


For the selected programmes the validity, accuracy, or completeness of 26% of the reported targets could not be established as sufficient appropriate audit evidence could not be provided for audit purposes see table below.


Qualified conclusion


Based on my work described in this report, except for the possible effects of the matter described in the basis for qualified conclusion paragraph, nothing has come to my attention that causes me to believe that the reported information set out in pages 16 to 85 of the annual report is not fairly stated, in all material respects, in accordance with the predetermined criteria. �



Leadership


The department did not have the necessary key controls in place to effectively manage performance against predetermined objectives. 





Financial and performance management	


Furthermore, the record keeping pertaining to performance information was not adequate, resulting in information not always being readily available for audit. The performance information in the annual report was not adequately reviewed for completeness and accuracy prior to submission for audit.�






Controls should be implemented in order to ensure the accuracy, validity, and completeness of reported performance information, as well as a clear audit trail.








Set operating procedures should be implemented to the lowest level to ensure that the actual information reported are complete, accurate, reviewed be a senior official on each level and is supported by the necessary documentation. This will also assist in isolating responsibility for each task in the performance reporting process.


�
�



For the selected programmes the validity, accuracy, or completeness of 26% of the reported targets could not be established as sufficient appropriate audit evidence could not be provided for audit purposes, the following serve as examples:





Output�
Performance indicator�
Annual target�
Annual target achieved�
�
Infantry capability: Motorised capability�
Number of units prepared according to force requirements�
Three battalions combat ready for peace support operations (sustained)�
Three battalions combat ready for peace support operations (sustained)�
�
Engineer capability: Field engineer capability�
Number of units prepared according to force requirements�
Three composite squadrons combat ready for peace support operations (sustained)�
Three composite squadrons combat ready for peace support operations (sustained)�
�
Engineer capability: Field engineer capability�
Number of units prepared according to force requirements�
One light (parachute) field engineer squadron combat-ready at all times for Chief of the SANDF reserve and conventional exercises (sustained)�
Not achieved. �
�
Command and control capability: Air Defence management capability�
Number of radar systems available at all times�
10�
10�
�
Command and control capability: Air Traffic management capability�
Percentage availability of air traffic management systems at all times �
98%�
58.44%�
�
Support  to the people: Internal operations�
Percentage compliance with approved border-safeguarding tasks (Operation CORONA)�
100%�
100%�
�
Support  to the people: Internal operations�
Percentage compliance with approved safety and security support requests (Operation PROSPER)�
100%�
100%�
�
Support  to the people: Internal operations�
Percentage compliance with approved disaster aid and disaster relief requests (Operation CHARIOT)�
100%�
100%�
�
Support  to the people: Internal operations�
Percentage compliance with approved search and rescue requests (Operation ARABELLA)�
100%�
100%�
�
Support  to the people: Internal operations�
Percentage compliance with requirements for support to the 2010 FIFA World Cup (Operation KGWELE)�
100%�
100%�
�
Defence capability management: Controlled JIM Exercises�
The number of JIM exercises (excluding special forces exercises) controlled annually�
9�
7�
�
26% of the reported targets could not be established as sufficient appropriate audit evidence could not be provided for audit purposes


�
�



5.4	General control environment


As indicated in paragraph 2 above, the CFO and Accounting Officer positions were permanently filled with effect from 1 April 2010. Both these individuals made a significant impact on the 2009-10 audit outcomes. The commitment from the Accounting Officer to address the fundamental key controls should positively impact on the 2010-11 audit outcomes. 








6.	Reporting items - Special Defence Account


No financial qualifications.








REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS


Compliance with laws and regulation








Significant non adherence to legislation�
Internal Control deficiencies�
Auditor’s comment�
�
Defence Special Account Act, 1974 (Act No. 6 of 1974) 


Contrary to the requirements of section 3 of the Defence Special Account Act, moneys standing to the credit of the account, which are not required for immediate use or as a reasonable working balance, were not invested. The Department of Defence was authorised to deviate from the Defence Special Account Act by National Treasury per letter dated 30 June 2008. 


�



Leadership


The Defence Special Account Act as the legislation governing the SDA is outdated and not in line with the PFMA requirements.  The amendment of the SDA act was not yet effected.  Intervention by management is required to influence the process.


�






The legislation governing the SDA should be updated to be in line with the PFMA requirements.


�
�



INTERNAL CONTROL


No significant deficiencies were identified; management can only influence the process for the above. 











7. Reporting items – South African Defence Force Fund


No financial qualifications. 


OTHER MATTERS


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS


Compliance with laws and regulation





Significant non adherence to legislation�
Internal Control deficiencies�
Auditor’s comment�
�



Fund-Raising Act, 1978 (Act No. 107 of 1978)





The Fund did not comply with the following requirements of the Fund-Raising Act, 1978 (Act no. 107 of 1978) 


A board was not appointed as required by Section 17 (1) and (9). 


The Fund was incorrectly referred to in the annual report as the South African National Defence Force Fund, instead of the South African Defence Force Fund as established in terms of the Fund-Raising Act, 1978 (Act No. 107 of 1978).


�



Leadership


Oversight responsibility to ensure that a Board was approved was not exercised.


�



The board should be appointed as a matter of urgency.


�
�



Findings on performance information


Reliability of reported performance information


Non-compliance with regulatory requirements


No predetermined measurable objectives, expected outcomes and targets were set and approved at the beginning of the financial year as required by Section 14 of the Public Audit Act, 2004 (Act No. 25 of 2004), due to the board not being appointed. Performance information disclosed could therefore not be evaluated in terms of the set criteria, and control measures were not established to ensure proper presentation and management of performance information. 








8. Reporting items – National Conventional Arms Control Committee


No deviations reported.





OTHER MATTERS


Based on the work I performed, nothing came to my attention to indicate that the NCACC did not comply with section 4 of the Act, in all material respects.








9. Reporting items – Castle Control Board


No financial qualifications. 


OTHER MATTERS


REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS


Compliance with laws and regulation





Significant non adherence to legislation�
Internal Control deficiencies�
Auditor’s comment�
�






Contrary to the requirements of TR 3.2.1 and sections 38 (1) (a)(i) and 76 (4)(e) of the PFMA  entity did not have an approved fraud prevention plan in place.





Contrary to the requirements of section 53 (3) of the PFMA the entity did not apply to the National Treasury to retain its surplus.





Contrary to the requirements of the National Treasury Practice Note 8 of 2007/2008 a list of prospective suppliers to be used for the procurement requirements not compiled by the accounting authority


�



Leadership


Oversight responsibility





The accounting authority does not exercise oversight responsibility over reporting and compliance with laws and regulations and internal control.


�



Controls should be implemented to ensure that the entity complies with set legislation.


�
�



Findings on performance information


Predetermined objectives





Non-compliance with regulatory and reporting requirements





The strategic plan 2009-2011 of the Castle Control Board did not include key performance measures and indicators for assessing the public entity’s performance in delivering the desired outcomes and objectives, as required by Treasury Regulation 30.1.3 (d-f).





The three-year rolling strategic plan for the Castle Control Board was not submitted to the executive authority for the 2009/10 year as required by Treasury Regulation 30.1.1.





Quarterly reports on the progress in achieving measurable objectives and targets, for quarters 1 to 3 of 2009/10 were not prepared by the entity to facilitate effective performance monitoring, evaluation and corrective action, as required by Treasury Regulation 29.3.1.  





Usefulness of reported performance information


The following criteria were used to assess the usefulness of the planned and reported performance:





Consistency: Has the entity reported on its performance with regard to its objectives, indicators and targets in its approved strategic plan/corporate plan i.e. are the objectives, indicators and targets consistent between planning and reporting documents?


Relevance: Is there a clear and logical link between the objectives, outcomes, outputs, indicators and performance targets?


Measurability: Are objectives made measurable by means of indicators and targets? Are indicators well defined and verifiable, and are targets specific, measurable, and time bound?


The following audit findings relate to the above criteria:


 For the selected objectives, 100% of the planned and reported targets were not: 


•	measurable in identifying the required performance; 


•	time - bound in specifying the time period or deadline for delivery.





10. Reporting items – Armscor 


None.
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