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Acronyms and Abbreviations

· PFMA
Public Finance Management Act of 1999
· RFT
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· Strydom
Shirleigh Strydom, CEO of  Buyisa-e-Bag  

· Dlamini
Enoch Dlamini, former acting CEO and project manager of Buyisa-e-Bag a
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Chief Executive Officer

· BBC
Buy Back Centres

· BEE
Black Economic Empowerment

· Environmental Levy
Levy charged on plastic bags by SARS and DEAT
· SARS
South African Revenue Service
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Value Added Tax Act of 1991

· DEAT
Department of Environmental Affairs and Tourism
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· PFSA
Plastic Federation of South Africa

· ToR
Terms of Reference

· Clockwork Development
Clockwork Development and Project Managers
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Electronic Fund Transfers

· PCCA
The prevention and combating of Corrupt Activities Act, No 12 of 2004.

· David Hughes
Executive Director of the PFSA and Buyisa-e-Bag Board member

· Douw Steyn
Environmental Director for the PFSA and the alternate director for David Hughes 
· Red Advertising
Red Advertising Design Studio CC

1.
Background
Mr. Shirleigh Strydom, the Chief Executive Officer of Buyisa-e-Bag requested us to conduct a forensic investigation into certain irregularities. 

On or about December 2008, Dlamini was appointed the acting Chief Executive Officer and it appears that a number of irregularities occurred during his tenure as acting CEO. On 15 September 2009, Strydom was appointed CEO of Buyisa-e-Bag. On his appointment, the new CEO found a number of discrepancies regarding the awarding of contracts and irregular payments. This prompted Strydom to initiate a forensic audit with the approval of the Board.

The former acting CEO has been suspended pending the results of the forensic investigation.

The forensic audit has been restricted to the period during which Dlamini was the acting CEO.

2. Purpose and objectives of the investigation and the report 

2.1 The purpose of this report is to inform the Chief Executive Officer regarding:

· The background to the investigation;

· Our approach to the investigation and procedures performed;

· Any assumptions made and estimates applied;

· Our factual findings in respect of the investigation; and 
· Our conclusion and recommendations based upon our factual findings

2.2 Our factual findings will, inter alia, aim at identifying specific matters, pertaining to our mandate, where there is sufficient proof to initiate criminal charges against perpetrators of potential illegal and / or unlawful acts, if any at all. 
2.3 The areas to be investigated as per our mandate are as follows:

· Review procurement process and determine compliance with all relevant legislation;

· Obtain all approved contracts for past 10 months;

· Determine approval process for identified contracts;

· Investigate awarding of contracts to certain companies to be identified;

· Interview relevant individuals

· Defying Board orders by using suppliers not approved by Board;

· Failure to obtain Board approval for important decisions; and

· Identifying contractors/suppliers not approved by Board

· Determine if payments were made in accordance with the PPPFA and PMFA

· Determine if procurements were made in accordance with PPPFA

· Determine if Invoices were made in accordance with VAT Act.

· Determine if payments were made in contravention of any other legislation;
· Determine if there were any excess payments made to the relevant service providers;

· Review of fraudulent invoices were submitted for payment;

· Determine if there were unauthorized VAT payments to the relevant entities;

· The background to the Forensic audit; 

· Procedures and approach to the Forensic audit;

· Factual findings; and

· Recommendations.
2.4
This is not a court document and has been prepared solely for the purpose of your investigation and possible disciplinary, civil and criminal proceedings that may follow. No part of this report may be quoted, referred to or disclosed, in whole or part, other than to competent authorities in terms of legal requirements, without our prior written consent. 
3. Scope of nature of the investigation 

3.1 The scope of our investigation was determined by the purposes and objectives of our mandate, as recorded in paragraph 2.3 supra.

3.2 Despite diligent effort on our part to obtain all information relevant to this investigation, we cannot, at this stage, guarantee that all relevant documentation has been obtained. Although every attempt has been made to identify all irregularities and / or possible criminal conduct, we cannot guarantee that all such areas have been identified. Therefore, our opinions and conclusions may change should further documentation or information be procured that materially impacts on this investigation.

3.3 We were not required to, nor did we, undertake as part of the investigation, an audit in terms of the South African Auditing Statements. The scope of our investigation was limited to an analysis of documents, information and data made available to ourselves.

3.4 It should further be noted that this report does not limit the overall scope of this investigation and that the Buyisa may extend the scope in the event of further areas of concern and / or irregularities being identified.

2.6
4.
Approach and procedures

4.1
We commenced our investigation by securing the following documentation:

· Copy of the Auditors Management report;

· Copy of procurement policy and procedures

· Copy of financial policy and procedures

· Copies of available contracts

· Copies of all correspondence

· All copies of relevant mini mag magazine

· Copies of invoices and payments made to various Contractors over the past 10 months;

· Obtained the personal file of Dlamini
· Copies of the Board minutes
We scrutinized the abovementioned documentation to familiarize ourselves with the bidding policies procedures and to identify any apparent irregularities.

We reviewed and analyzed all available supporting documents;

We conducted interviews with the various individuals.
5.
Summary of Findings

5.1 Investigate procurement processes

5.1.1
We could find no evidence that an accredited vendor database existed during the tenure of Dlamini as acting CEO. We could also find no evidence that the various enterprises had been invited through advertisements to apply for registration on the database in accordance with the Buyisa-e-Bag procurement policies. 

Refer paragraph 6.1 infra for detailed findings

5.1.2
It appears that Dlamini failed to comply with the procurement policies and the PPPFA. For most of the transactions reviewed, there were no quotations or tenders solicited for the services required even though the amounts exceeded R30 000.00 and cumulatively exceeded the R500 000.00 threshold for the quotation procedure. 

Refer to paragraphs 6.4.1, 6.4.2, 6.4.3 and 6.4.4 infra for detailed findings

5.1.3 We could find no evidence that there was proper planning for most of the services required. We could find no detailed job specifications for the required services. There were no available contracts and service level agreements for the various service providers. 

5.1.4 It appears that Dlamini acted negligently by not requesting tax clearance certificates from the various service providers. According to Dlamini, he “trusted the service providers”. The PPPFA requires that tax clearance certificates are required for all contracts awarded.
51.5
It is apparent that the evaluation of the various quotations was fatally flawed.  We could find no evaluation sheet for the various quotations. Most of the quotations were selected based on the price structure. Other criteria such as the functionality and the BEE component of the service provider were not even considered. 


Refer paragraphs 6.4.1.5, 6.4.2.3, 6.4.3.3, 6.4.4.3 infra for detailed findings.

5.1.6
It is apparent that Dlamini deliberately manipulated the procurement policies and procedures in order to obtain the services of certain Service providers such as Jkev Trading and Trade Fin. A request for quotation would be made before the initial engagement of the Service provider. After engaging the Service Provider based on the initial request for quotation, Dlamini would continue to use the Service Provider even though the services were substantially different from the initial quotation. Trade Fin and Jkev Trading were initially engaged based on specific services required from them. Both companies were subsequently engaged for services that differed substantially from the initial quotations submitted. 

In one instance, a quotation and the related invoice from Trade Fin were both dated 17 February 2009. Dlamini authorised the invoice for payment on 18 February 2009 but only requested authorisation for the quotation from Board members on 19 February 2009 and was given Board authorisation on 20 February 2009. It appears that Trade Fin had already done the work for Buyisa-e-Bag before proper authorisation had been received from the Board members.

The cumulative amounts paid to the service providers also exceeded the R500 000 threshold for quotations and there should have been an open competitive bidding procedure for the services of Trade Fin, Jkev Trading and Clockwork development. 
Refer paragraph 5 infra for detailed findings
5.1.7
In order to avoid a tender procedure, Dlamini misrepresented the urgency for the purchase of protective clothing for R272 120.05 from Trade Fin to Board members. The latter purchase was subjected a quotation procedure and not a tender procedure. The protective clothing has been in storage for the past 10 months and will not be needed until training on safety and health has been conducted at all the BBCs.
5.1.8
It appears that the two members of the Accounting authority (Board), namely David Hughes, Annabe Pretorius acted negligently in authorising the Trade Fin quotation for R272 120.05 without ensuring compliance with the PPPFA and the Buyisa-e-Bag procurement policies.

Refer paragraphs 5.4.4.1, 5.4.4.2, 5.4.4.3, and 5.4.4.4 infra
5.2 Investigate irregular, unauthorized and fruitless and wasteful expenditure
5.2.1
The non compliance of the PPPFA and the procurement policies by Dlamini as the Accounting Officer resulted in the irregular expenditure of approximately R2 164 056.81, which is a contravention of the PMFA. 


Refer paragraph 6.1.1 infra for detailed findings

5.2.2
Dlamini failed to comply with the VAT Act by not ensuring that all invoices received from the service providers complied with the VAT Act. All the invoices received from Clockwork Development and Jkev Trading did not comply with the VAT Act and resulted in irregular expenditure of R1 044 126.05 in terms of the PFMA. The VAT paid on these invoices is not claimable from SARS and the possibility exists that SARS will impose a penalty for making payments on such invoices.

Refer paragraph 7.1.2 infra for detailed findings 

5.2.3
The payment of an environmental levy to the PFSA appears to be a contravention of Schedule No. 1 Part 3A of the Customs and Excise Act 91 of 1964 and can be considered an irregular expenditure in terms of the PMFA. The payment of the levy also appears to prejudice the financial interest of Buyisa-e-Bag. 

In terms of Schedule No. 1 Part 3A of the Customs and Excise Act 91 of 1964, an environmental levy is payable to SARS, which collects this levy on behalf of DEAT. A portion of this levy gets handed over to Buyisa-e-Bag for reclamation and recycling initiatives and not for the use of the PFSA.


It appears that Buyisa-e-Bag has exceeded its mandate by paying this amount over to the PFSA.

Refer paragraph 7.1.3 infra for detailed findings

5.2.4
It appears that both Dlamini and Hughes as the Accounting officer and a member of the Accounting authority respectively acted negligently in authorising the payment of invoices of approximately              R2 196 890.17 to Trade Fin and Jkev. We could find no proper supporting documents for these payments. We could find no proof that these goods were ever delivered. The suppliers of the goods could not provide us with the proof of delivery and copies of the delivery notes were not available at the offices of Buyisa-e-Bag. Furthermore these transactions had not been subjected to quotation or tender procedure in accordance with the procurement policies and the PPPFA.
Refer to paragraph 7.2


5.2.5
Clockwork Development was hired by Dlamini even though there were already two other service providers rendering the same services. A scrutiny of the invoices submitted by Clockwork Development, Bill Ellis Consulting and Kobus Otto revealed that they were all doing similar work which resulted in services being duplicated. The R299 732.33 paid to Clockwork Development appears to be fruitless and wasteful expenditure and a contravention of the PMFA.
5.2.5
On or about 17 February 2009, Dlamini ordered and purchased protective clothing for the various BBCs.  The purchase of the protective clothing was done under the quotation procedure as the clothing was urgently needed according to Dlamini. The protective clothing has been in storage since February 2009 at a monthly charge of about R9 000.00.  The storage costs of approximately R94 000 paid to CvJ Freight was unnecessary and could have been avoided as the protective clothing was not urgently needed.

5.2.6
On or about July 2009, 5000 colour T Shirts were ordered by Dlamini to celebrate Nelson Mandela day at a total costs of R225 150.00. Dlamini insisted on purchasing 5000 T shirts even though only 2000 people were to attend the Nelson Mandela day.  The T Shirts had to be given out as excess T Shirts had been ordered. This resulted in unnecessary fruitless and wasteful expenditure of approximately            R135 090.00.

5.2.7
On or about January 2009, Dlamini contracted the MiniMag magazine to include Buyisa advertisements in six different issues of their magazine. The agreement with MiniMag included doing the art design for the advertisements. Dlamini apparently approached Douw Steyn of the PFSA to assist with the Buyisa advertisements. Douw Steyn then introduced Red Design Advertising Studio CC to you to do the art design. It was then then agreed to contract Red Design to do the art design work at a cost of R10 385. MiniMag was then paid the full R17 000, which included the art design work. This has resulted in fruitless and wasteful expenditure of approximately R10 385.00.

5.2.8
On or about 26 February 2009 and 28 April 2009, Dlamini authorised that Jkev Trading transport 15 bailing machines from Paarl to Johannesburg. The bailing machines had to be stored in a warehouse in Johannesburg as the various Buy Back Centres were not yet ready. This was done despite the fact that an agreement had been reached with the supplier to deliver the machines directly to the BBCs as soon as they had been established. Three bailing machines were subsequently delivered from the warehouse in Johannesburg to three BBCs resulting in unnecessary additional delivery costs of approximately              R48 917.40.
5.2.9
There were15 bailing machines delivered to Johannesburg on or about 26 February 2009 and 28 April 2009 and had to be stored in a warehouse in Johannesburg as the Buy Back Centres were not yet ready. This was done despite the fact that an agreement had been reached with the supplier to store the machines at their premises at no costs until the BBCs had been established. Seven of the machines have been in storage at the premises of CvJ Freight since February 2009 and the remaining five since April 2009 and to date there are twelve machines still in storage. The storage of the bailing machines has resulted in unnecessary storage costs of approximately R44 107.

5.3
Fraudulent invoices submitted by Vendors
5.3.1
It appears that Clockwork Development, Trade Fin and Jkev Trading provided false information regarding their VAT registration numbers. A SARS search revealed that the VAT numbers reflected on the invoices were invalid. We could also find no record that the three entities were registered for VAT purposes. The three service providers were unable to provide us with the necessary proof of registration and VAT payments to SARS as requested. VAT payments made to the three vendors amounted to approximately R337 400.75. The VAT paid to the non VAT vendors on the fraudulent invoices is not claimable from SARS and could result in a penalty being imposed by SARS on Buyisa-e-Bag.
Refer paragraph 7 infra for detailed findings

5.3.2
It appears that Trade Fin provided false information regarding the company registration number reflected on all their invoices. A CIPRO company search on Trade Fin revealed that the company registration number reflected on all their invoices belonged to another company and that Trade Fin was not a registered company or close corporation. 
5.4
Gross insubordination
5.4.1
It appears that the Board gave Dlamini an instruction to discontinue the services of Clockwork Development at the Board meeting of the 10 June 2009. Dlamini failed to comply with the instruction of the Board and continued to use the services of Clockwork Development until the end of July 2009.

5.4.2
 It appears that Dlamini failed to obey an instruction from the Board to limit procurement authorisations to R200 000.00. Dlamini exceeded his delegation of authority by making a number of procurements in excess of the threshold amount of R200 000.00. 

Refer paragraphs 6.4.2.6, 6.4.4.6 and 9.2 infra for detailed findings.
5.5
Conflict of interest
5.5.1
It appears that Dlamini failed to disclose his personal and business relationship with Stopford. Stopford has been conducting business with Buyisa-e-Bag through three entities, namely Clockwork Development, Jkev Trading and Trade fin. Both Dlamini and Stopford were directors of Esakhaweni Manufacturers throughout Dlaimini’s tenure as the acting CEO. Dlamini failed to disclose this fact to Buyisa-e-bag. Both Stopford and Dlamini admitted that they had a personal and a previous business relationship.

5.5.2
It appears that Dlamini had a corrupt relationship with Stopford. Preferential treatment was given to companies linked with Stopford in the award of work. Work was awarded to Trade Fin Jkev trading and Clockwork development without following the proper procurement policies and procedures. Dlamini also used vehicles organised and/or owned by Stopford for personal use.
5.5.3
The PFSA is in receipt of an Environmental levy from Buyisa-e-Bag, which it is uses to promote various plastic bag initiatives.  The existing relationship between Buyisa-e-Bag and the PFSA appears to be a conflict of interest as the PFSA represents the plastics industry and thus exists to promote the interest of this particular sector. Buyisa-e-Bag exists to promote among others the reduction of plastic bags and the reclamation and recycling of plastic bags. Buyisa-e-Bag also represents the interest of a wide spectrum of stakeholders in the plastic environment. 
Refer paragraphs 6.1.3 and 9.2 infra for detailed findings.

5.5.4
There appears to have been an education material development agreement between Buyisa-e-Bag and Enviromark (part of PFSA). We could find no evidence that this transaction had been formally disclosed to the Board by the PFSA and we could find no formal agreement of this transaction. 
5.5.5
Red Advertising was introduced to Dlamini and Buyisa-e-Bag by Steyn to do design work on the Minimag magazine. It appears that Steyn failed to disclose his personal relationship with Marquerite Steyn from Red Advertising.  The latter company was introduced to Buyisa-e-Bag by Douw Steyn to do design work for Minimag.
Refer paragraph 10.2 infra for detailed findings.
5.6
The following are our recommendations with regard to our findings:

5.6.1
Disciplinary action


Buyisa-e-Bag should consider disciplinary proceedings against Dlamini for financial misconduct in terms of chapter 10 of the PMFA and also consider applying the provisions of its Conditions of Service and the Disciplinary code policy to the conduct of Dlamini for:

· Deliberately manipulating the procurement policies in favour of Trade Fin, Jkev Trading and Clockwork development. 

· Acting negligently in not ensuring that all the necessary tax clearance certificates were obtained which would have avoided the fraudulent VAT payments to Clockwork Development, Jkev Trading and Trade Fin of approximately R337 400.75.

· Failing to comply with the procurement policies and the PPPFA which resulted in the irregular expenditure of approximately R2 164 056.81, which is a contravention of the PMFA. 

· Failing to comply with the VAT Act by not ensuring that all invoices received from the service providers complied with the VAT Act. All the invoices received from Clockwork Development and Jkev Trading did not comply with the VAT Act and resulted in irregular expenditure of                 R1 044 126.05 in terms of the PFMA.

· Acting negligently in authorising the payment of invoices of approximately R1 432 662.96 without the necessary supporting documents.

· Gross insubordination in that he failed to obey an instruction from the Board to discontinue the services of Clockwork Development. 

· Gross insubordination in that he failed to obey an instruction from the Board by authorising procurements in excess of the threshold amount of R200 000.00. 

· Failing to disclose his personal and business relationship with Kevin Stopford and Julian Killian. 
5.6.2
Disciplinary action

Buyisa-e-Bag should consider disciplinary proceedings against Hughes, a member of the accounting authority for financial misconduct in terms of chapter 10 of the PMFA and for:

· Failing to comply with the procurement policies and the PPPFA which resulted in the irregular expenditure of approximately R272 120.05 in contravention of the PMFA. 

· Acting negligently in authorising the payment of invoices of approximately R1 432 662.96 without the necessary supporting documents.

· Failing to comply with the VAT Act by not ensuring that all invoices received from the service providers complied with the VAT Act. All the invoices received from Clockwork Development and Jkev Trading did not comply with the VAT Act and resulted in irregular expenditure of                  R1 044 126.05 in terms of the PFMA.
5.6.3
Disciplinary action

Buyisa-e-Bag should consider disciplinary proceedings against Douw Steyn, a member of the accounting authority for financial misconduct in terms of chapter 10 of the PMFA and for:

· Non disclosure of the personal relationship with Marquerite Steyn the majority owner of Red Advertising. 

5.6.4
Civil action

Buyisa-e-Bag should institute legal action against Trade Fin, Clockwork Development, JKev Trading, Kevin Stopford, Johan Killian, Nic Kock and Joe Oosthuisen to recover the fraudulent VAT payments made to the various entities.
5.6.5
Criminal action

In terms of section 34 of the PCCA, any person in position of authority must report an offence involving R100 000 or more to the police. Failure to report such an offence could result in a prison term of not less than three years.

The investigation must be handed to SAPS: Commercial unit for finalisation and that this be reported to the Director of Public Prosecutions for consideration of fraud and corruption against

· Kevin Stopford, the sole owner Jkev Trading

· Johan Killian, sole owner of  Trade Fin and Joe Oosthuisen who was instrumental in preparing the false invoices for Trade Fin; and

· Enoch Dlamini, an employee of Buyisa-e-Bag

5.6.6
Other action

Buyisa-e-Bag should as a matter of urgency institute fraud preventative measures and have a fraud prevention plan implemented;

Conduct fraud awareness workshop with all staff members

Buyisa-e-Bag should conduct a risk assessment of the company in order to establish the areas of greatest risk and exposure and to take the necessary steps to address this;

Conduct fraud awareness workshop with all staff members

Consider employing a procurement officer.
Consider the establishment of a procurement adjudication committee
6.
Detailed findings: Investigate procurement processes


In terms of its Articles of Association, Buyisa-e-Bag is subject to the PFMA. Furthermore the Buyisa-e-Bag Procurement policy stipulates that goods and services will be procured in accordance with the PPPFA.

6.1
Service Provider database
In terms of the procurement policy, Buyisa-e-Bag should maintain a comprehensive register of qualified suppliers. The policy also refers to an electronic data base that will “as a minimum”:

· Register in categories of competencies and where relevant their geographical location;

· Rank enterprises in terms of the PPPFA;

· Record previous tender submissions of enterprises;

· Report on all procurement transactions.

The policy further states that admissions to the database must be advertised annually to ensure “a wide spectrum of suitably qualified and eligible renderers to apply”.
No Vendor database was available during the tenure of Dlamini as acting CEO. However Strydom indicated that a consultant has been engaged to implement a vendor database and the consultant has already started to implement the electronic vendor database. According to the available information, a preview of the electronic vendor database was made available to Buyisa-e-Bag.

We could also find no evidence that enterprises had been invited through advertisements to apply for registration on the database in accordance with the procurement policies.

6.2
Identified existing Buyisa-e-Bag service providers
The following is a list of service providers that have been selected for scrutiny on the following basis:

· All procurements with a Rand value equal to, or above R 30 000 and up to a Rand value of R500 000:

· All procurements with a Rand value above R500 000:

· All procurements from a single vendor that cumulatively exceed R500 000; 

· The frequency of the services used by a single vendor; and 

· All procurements identified by staff members as constituting a possible problem.

The procurements were scrutinised to determine whether the proper procurement procedures were complied with. All the procurements occurred during the tenure of Dlamini. The procurements occurred between December 2008 and August 2009. As the acting CEO and Accounting Officer during this period, Dlamini was responsible for the appointment of service providers and the authorisation of payments subject to the conditions of the procurement policy.

	Service Provider
	Description of service
	Total amount paid for the period

R

	Clockwork Development


	Project management
	299,732.33

	CVJ Freight Services


	Storage goods
	97,062.22

	Jkev Trading Cc


	Delivery services
	744,393.72

	Perfect Filtration & Protection
	Construction
	306,358.04


	Trade Fin CC
	Supply of safety clothing etc.
	1,654,438.45


	Total payments
	
	3,101,984.76





See Annexure A for detailed list of procurements.

6.4
Review of procurement process of identified service providers
6.4.1
Clockwork Development

Clockwork Development was appointed to be the project managers for the BBCs by Dlamini during the month of February 2009.

See Exhibit 1

In an interview with Kevin Stopford, he indicated that he is only an employee of Clockwork Development and that the owners were Piet Kock and Nick Kock. According to Stopford, he was the onsite project manager for the Buyisa-e-Bag project. Stopford could not supply us with the contact details of the latter two persons. He did however “promise to supply us with the necessary information by 23 December 2009”. Stopford failed to provide us with the necessary information. According to Buyisa-e-Bag staff, Stopford had always given the impression that Clockwork Development was his company.

A company search revealed that Nicolas Kock was the only member of Clockwork Development. The staff and the current CEO had never had any contact with the latter. Stopford was the contact person for Clockwork Development. We could find no details regarding Nicolas Kock from the file or from Stopford.
6.4.1.1 
Quotations/tenders

A scrutiny of the available documents revealed that there were three payments made which all exceeded R30 000.00. Over a four month period the cumulative amount of R299,732.33 was paid to Clockwork Development. 

Quotations were requested from the following three vendors for the services of a Technical Consultant:

· Clockwork Development;

· HK Construction Builders;

· Pieter Bezuidenhout Architects & Project Managers. 

Refer to Exhibits 2, 3 and 4 

The Clockwork Development quotation was accepted based on the lowest rate quoted. The quotation from Clockwork gave the lowest rate of R600 per hour and stipulated a maximum of 200 hours per month. This amounts to approximately R120 000 per month. The nature of the job was of an ongoing nature and the cumulative amount of the period would have far exceeded R200 000. In fact the cumulative amount did exceed R200 000 within a relatively short period. In terms of the procurement policy an open competitive tender procedure should have taken place and not the quotation procedure.

From the available information, it is not clear on what basis the three Service providers were selected to submit quotations. As there was no accredited vendor database, vendors were not selected from an existing vendor database. Clockwork Development was a new vendor, so an existing list of vendors could not have been used. 

Refer Annexure B for detailed list of transactions and payments.

6.4.1.2 
Proper planning

We were provided with the “Terms of Reference for Technical Consultant”. The ToR further indicated that a professional civil engineer or professional technician with sufficient experience is required. According to the ToR, the project management component constituted one aspect of the job. Dlamini indicated to the Board on 13 August 2009, that Clockwork Development had been hired to do the project management. A perusal of the ToR revealed the following scope of work:

· Procurement and submission of BBC building plans and all other relevant documentation to Municipalities;

· Liaise with Municipalities regarding progress building plan approvals;

· Keep project leader updated on BBC progress;

· Inspect progress at various BBCs being constructed;

· The compilation of a punch lists;

· Provide Bill of Quantities for each BBC;

· Provide technical support to Buyisa-e-Bag in relation to the civil engineering contract.

As can be seen from the above scope of work, Clockwork Development was appointed to do much more than just the project management. 

We were not provided with a budget for this job.

Refer Exhibit 5

6.4.1.3 
Tax clearance certificate

We could find no tax clearance certificates. The PPPFA requires that a tax clearance certificate is required for any contracts awarded. According to Dlamini, “he did not think that it was necessary to obtain the tax clearance certificates as he trusted the service providers”. 

6.4.1.4 
Contracts and service level agreements

We could find no written contracts and service level agreements. 

6.4.1.5
Evaluation of quotations

We could find no evaluation sheet for the evaluation of the various quotations. It appears that the quotation from Clockwork Development was selected based on the price structure. Other criteria based on the procurement policy and PPPFA were not considered.

In fact the requirement in the ToR that the service provider “be a professional civil engineer or professional technician with sufficient experience” appears not to have been considered at all. In the interview with Stopford, he admitted that he was not a civil engineer but insisted that Nic Kock the owner was a professional civil engineer.  The other two service providers that were requested to quote for the same services were not civil engineers but an Architect and a Building construction company. Furthermore Clockwork Development was a new company that was only registered in 2009, thus they had no track record of previous work done. When Dlamini was questioned about the credentials of Clockwork Development, he insisted that they had provided a comprehensive company profile with all the necessary documentation. A scrutiny of the Clockwork Development file revealed that there was no company profile or information relating to Nic Kock or Kevin Stopford. Both Dlamini and Stopford were unable to provide me with Nic Kock’s contact details.

6.4.2
Jkv Trading CC

Jkev Trading was appointed by Dlamini to deliver items such as trolleys, scales etc to the various BBCs. In an interview with Kevin Stopford, he confirmed that he is the sole owner of Jkev Trading and he also confirmed that the bank details reflected on the invoices were his. A company search confirmed that Stopford was the 100% member of Jkev Trading.

6.4.2.1 
Quotations/tenders

A scrutiny of the available documents revealed that there were five payments made which all exceeded R30 000.00. The five payments made amounted to R744 393.72. The five payments were for a total of 16 invoices. We could only find a request for quotations for one of the invoices. The delivery services were of an ongoing nature and the cumulative amount of R744 393.72 was incurred from February 2009 to July 2009. Because of the nature of the service and the cumulative amount of R744 393.72, which is in excess of R200 000.00, an open competitive tender procedure should have taken place and not the quotation procedure.

Before acquiring the initial services of Jkev Trading, quotations were solicited for bailing machines to be transported from Cape Town to Johannesburg. Quotations were solicited from various suppliers on or about 11 February 2009. The three quotations received were for the services reflected on invoice number F116, which was for an amount of R165 528.00. This invoice was included in the payment of R340 330.00. A perusal of all sixteen invoices from the supplier revealed that this was a once off service and was not repeated again. The rate for delivering the bailing machines was quoted at R55.00 per kilometre. A perusal of all other invoices reflected a rate of R35.00 per kilometre for transporting trolleys etc to the various BBCs. There were no quotations or tenders for the transporting of trolleys and other goods to the various BBCs.

No quotations or tenders were received for invoices amounting to approximately R578,865.72.

The transport services reflected on the remaining 15 invoices were of a similar nature and should have been subjected to an open competitive tender process as it exceeds R500 000.00 threshold amount and was of an ongoing nature.

Dlamini admitted in an interview that he had only obtained the initial quotation and continued to use the services of Jkev Trading without going through tender/quotation procedure for all the other services.

Refer Exhibits 6, 7 and 8

6.4.2.2 
Proper planning

We could find no specifications for this particular assignment. There was no budget prepared. The PPPFA requires that there should be proper planning and a budget.
6.4.2.3 
Evaluation of quotations

We could find no evidence that the quotations were properly evaluated in terms of the procurement policies and the PPPFA. There were no evaluation sheets available. It appears that the service provider was selected solely on price and other criteria such as BEE component of the service provider were not even considered. 
6.4.2.4 
Tax clearance certificate

We could find no tax clearance certificates. The PPPFA requires that a tax clearance certificate is required for any contracts awarded. According to Dlamini, “he did not think that it was necessary to obtain the tax clearance certificates as he trusted the service providers”. 

6.4.2.5
Contracts and service level agreements

We could find no written contracts and service level agreements. 

6.4.2.6
Procurement authorisation

The procurements from Jkev Trading exceeded R200 000.00. We could find no evidence that these procurements had been properly authorised by the Board.

Refer Annexure B for more details
6.4.3
Perfect Filtration & Protection

Perfect Filtration & Protection was appointed to do construction work at the Middleburg and Witbank BBCs. 
6.4.3.1 
Quotations/tenders

A scrutiny of the available documents revealed there were three quotations for both Middleburg and Witbank BBCs. The request for two separate quotations for the two BBCs appears to be have been the correct one. It would not have been practical to combine the two quotations as they are for different type of jobs. 

6.4.3.2 
Proper planning

We could find no specifications for this particular assignment. There was no budget available. The PPPFA requires that there should be proper planning. 

6.4.3.3 
Evaluation of quotations

We could find no evidence that the quotations were properly evaluated in terms of the procurement policies and the PPPFA. There were no evaluation sheets available. It appears that the service provider was selected solely on price and other criteria such as BEE component of the service provider were not even considered. 
6.4.3.4 
Tax clearance certificate

We could find no tax clearance certificates. The PPPFA requires that a tax clearance certificate is required for any contracts awarded. According to Dlamini, “he did not think that it was necessary to obtain the tax clearance certificates as he trusted the service providers”. 
6.4.3.5 
Contracts and service level agreements

We could find no written contracts and service level agreements. 
6.4.4
Trade Fin

Trade Fin was appointed by Dlamini to provide protective clothing, T shirts and caps for the various BBCs. In an interview with Johan Killian, he confirmed that he was the sole owner of Trade Fin and that Trade Fin was not a registered entity. However he admitted that all quotations and invoices were prepared by Joe Oosthuisen, of E. Joezee Trading CC and that the latter was the actual supplier of all the goods. We were provided with a copy of the Trade Fin bank statement by Killian. A perusal of the statement revealed that all monies transferred into the Trade Fin bank account were immediately transferred out to the account of E.Joezee Trading CC. According to Killian, Stopford had EFT release authorisation on this account and that all EFT transactions were done by Stopford. Killian indicated that he had closed the bank account because he realised that Stopford was using the account for his own ends.

6.4.4.1 
Quotations/tenders

A scrutiny of the available documents revealed that there were five payments made all exceeding R30 000.00. The total payments made amounted to R1,452,496.45. The five payments were for a total of 11 invoices. We could only find a request for quotations for two of the invoices. This is an ongoing job and the nature of the job and the cumulative amount of R1,452,496.45 required that an open competitive tender process should have taken place and not the quotation procedure.

A quotation was solicited from Trade Fin for the first supply of goods in on or about 3 February 2009. There were four quotations received for the supply of protective clothing. The four quotations were received for the supply of goods reflected on invoice number F1012, which was for an amount of R272 120.05. The quotations from JL Manuafacturing and CTT Industrial were received on 9 February 2009 and 8 February 2009 respectively. The invoice from Trade Fin was received much later on 17 February 2009.

We were provided with copies of emails from David Hughes and Annabe Pretorius Board members specifically authorising the quotation from Trade Fin for an amount of R272 120.05. According to the email from David Hughes, Harry Gouvelis had agreed to the Trade Fin quotation, which then meant that the quotation was authorised by three Board members, namely David Hughes, Annabe Pretorius and Harry Gouvelis. However we could find no email from Harry Gouvelis authorising the quotation.                                The amount of R272 120.05 also exceeded the threshold amount of R200 000 for the quotation procedure.  Thus there should have been an open competitive tender process.  In the email dated 3 March 2009, Dlamini indicated to David Hughes that “time was too short” to go on tender and that the protective clothing was needed for safety and health purposes. A visit to the Storeroom at the Cvj Freight warehouse revealed that the protective clothing was still in storage and that the protective clothing had been in storage since March 2008. According to Evodia Kodisang, she had a discussion with Dlamini regarding the the protective clothing. According Kodisana, she did indicate to Dlamini that the protective clothing was not needed immediately  as the Buy Back Centres were still being established and training on safety and security had not taken place yet. It thus appears that there was no urgency for the protective clothing until training had been done. There was non compliance with the procurement policies and the PPPFA as there should have been a tender procedure.  The quotation procedure applied was also was not done in compliance with the procurement policies and the PPPFA.

The initial email to David Hughes requesting authorisation for the Trade Fin quotation was dated 19 February 2009. A scrutiny of the invoice related to the quotation was dated 17 February 2009 and authorised for payment by Dlamini on 18 February 2009. It appears that Dlamini had already authorised that Trade Fin be awarded the work before requesting authorisation from the Board. Furthermore it appears that the work had already been by the time the Board had authorised the quotation. We were unable to obtain a copy of the delivery note to determine when the goods were delivered.

Refer paragraphs 6.4.4.2, 6.4.4.3 and 6.4.4.4. 

From the available information, it is not clear on what basis the Service providers were selected to submit quotations. As there was no vendor database, vendors were not selected from an existing vendor database. Trade Fin was a new vendor, so an existing list of vendors used could not have been used. 

Both Kevin Stopford and Killian acknowledged that they had a previous business relationship and that they were personal friends. The owner of Trade Fin admitted in an interview that he was also a personal friend of Stopford and through his friendship with Stopford had met Dlamini. In a subsequent interview, Killian indicated that Stopford had access to the EFT facility on his bank account and that Stofford was in control of this particular account. 

Refer Exhibit 9

Quotations were then solicited for the second invoice with the invoice number F1013 and dated 9 March 2009 for an amount of R110 124.00. 

No quotations or tenders were obtained for the remaining services acquired which amounted to approximately R1,070,252.40.  

The services reflected on the remaining 9 invoices were of a similar nature and should have been subjected to an open competitive tender process as it exceeds R200 000.00 and was of an ongoing nature.

Refer Exhibits 10, 11, 12 and 13
6.4.4.2 
Proper planning

We could find no specifications for this particular assignment. There was no available budget prepared. The PPPFA requires that there should be proper planning.
6.4.4.3 
Evaluation of quotations

We could find no evidence that the quotations were properly evaluated in terms of the procurement policies and the PPPFA. There were no evaluation sheets available. It appears that the service provider was selected solely on price and other criteria such as BEE component of the service provider were not even considered. 
 6.4.4.4
Tax clearance certificate

We could find no tax clearance certificates. The PPPFA requires that a tax clearance certificate is required for any contracts awarded. According to Dlamini, “he did not think that it was necessary to obtain the tax clearance certificates as he trusted the service providers”. 

6.4.4.5 
Contracts and service level agreements

We could find no written contracts and service level agreements. 

6.4.4.6
Procurement authorisation

The procurements from Trade Fin exceeded R200 000.00. We could only find evidence that the quotation R272 120.05 had been submitted to the Board for approval. All other procurements in excess of R200 000 did not have proper authorisation. 

Refer Annexure B for more details
6.4.5
Cvj Freight Services

Buyisa-e-Bag entered into a storage rental agreement with CvJ Freight Services. The storage rate charged was R93 per square meter. The storage facility was used from May 2009. An average amount of R16 000.00 was paid to CvJ Freight for the storage of protective clothing and machines for the BBCs. CVJ Freight was appointed by Dlamini. Because of the ongoing nature of the service an open competitive tender process should have taken place.
6.4.5.1 
Quotations/tenders

There were no quotations or tenders for this service.

6.4.5.2 
Proper planning

We could find no specifications for this particular assignment. There was no budget prepared. The PPPFA requires that there should be proper planning.
6.4.5.3 
Tax clearance certificate

We could find no tax clearance certificates. The PPPFA requires that a tax clearance certificate is required for any contracts awarded. According to Dlamini, “he did not think that it was necessary to obtain the tax clearance certificates as he trusted the service providers”. 

6.54.4 
Contracts and service level agreements

We could find no written contracts and service level agreements. 

7.
Detailed findings: Investigate irregular, unauthorized and fruitless and   wasteful expenditure

7.1
Irregular expenditure 


7.1.1
Non compliance with PPPFA and Procurement policies

The following expenditure was incurred by Dlamini in contravention of the PPPFA and the procurement policies. In acquiring the services of the various service providers Dlamini did not comply with the PPPFA and did not ensure compliance with the required procurement policies and procedures. 

Refer paragraph 5.4 supra for details of non compliance.

The following are considered to be irregular expenditure incurred by Dlamini:

	
Service provider
	Payment date
	Payment amount

R

	Clockwork Development
	2 April 2009
	117 122.89

	Clockwork Development
	6 May 2009
	42 579.00

	Clockwork Development
	9 June 2009
	101 555.44

	Clockwork Development
	11 August 2009
	38 475.00

	Sub-total
	
	299 732.33

	CvJ Feight Services
	7 October 2009
	47 736.36

	Sub-total
	
	47 736.36

	Jkev Trading CC
	4 March 2009
	340 290.00

	Jkev Trading CC
	2 April 2009
	156 591.00

	Jkev Trading CC
	6 May 2009
	105 336.00

	Jkev Trading CC
	11 August 2009 
	109 352.00

	Jkev Trading CC
	9 June 2009
	32 824.00

	Sub-total
	
	744 393.72

	Trade Fin CC
	20 April 2009
	290 430.96

	Trade Fin CC
	21 August 2009
	300 000.00

	Trade Fin CC
	9 June 2009
	479 821.44

	Sub-total
	
	1 072 194.40

	TOTAL
	
	2 164 056.81



Refer Annexure A


7.1.2
Non compliance with Value Added Tax Act of 1991(VAT)

The VAT legislation requires that tax invoices reflect the following information on the invoice:

· The words “tax invoice” must be clearly indicated on the invoice;

· The VAT number of the supplier

· The VAT number of the recipient;

· Date of tax invoice;

· VAT charge must be clearly shown on invoice.

Dlamini authorised payments on invoices that did not comply with VAT Act. The VAT payments made on these invoices cannot be claimed from SARS. There is also the possibility that SARS might impose a penalty for non compliance by Buyisa-e-Bag.
7.1.3.1
Clockwork Development and Jkev Trading CC


The invoices of both Clockwork Development and Jkev Trading appear to have been made from the same template. A scrutiny of the invoices of Clockwork Development and Jkev Trading revealed that both companies had the same inaccuracies on the invoice and looked almost the same. The following inaccuracies were reflected on all the invoices submitted by the two businesses

· The words “tax invoice” does not appear on the invoices;

· The invoices refer to “Sales tax” and not VAT. There is no sales tax of 14% in the tax legislation.

· Some of the Clockwork Development invoices have no VAT number reflected on the invoice.

It appears that Dlamini authorised the payment of invoices that did not comply with the minimum requirements of the VAT Act.

The total irregular payments relating to the non compliance with the VAT Act amounted to R1 044 126.05. The VAT amount not claimable from SARS is approximately R128 234.79.
Refer Exhibits 14 and 15 and Annexure C
7.1.3
Non compliance with Environmental levy legislation and DEAT agreement

An environmental levy of 3 cents per plastic bag is imposed on the purchase of each plastic bag by SARS. This levy is imposed in terms of Schedule No. 1 Part 3A of the Customs and Excise Act 91 of 1964.


An amount of R757 188.00 was paid to PFSA on 15 April 2008 for the period 1 April to 31 March 2009. According to the invoice, the amount relates to the payment of an environmental levy.  A further invoice was issued by the PFSA for the 2009/2010 year. However this amount   has not been paid as yet. 


In terms of the legislation, it appears that only SARS can impose and collect monies in respect of environmental levies. 


The minutes of Board meeting held on 10 June 2009, indicated that the “Plastic Manufacturers” refused to pay an environmental levy to the PFSA because they are already paying a levy of three cents on each plastic bag to SARS. In an interview with Steyn, he confirmed that an agreement had been reached with Vali Moosa, the then Minister of Environmental Affairs and that a levy of Approximately R500 000 would be paid over to the PFSA. The payment of a levy to PFSA was to compensate them for loss of revenue from the Plastics industry and also for doing work on behalf of Buyisa-e-Bag as they did not have the necessary experience or resources. As a consequence, it was decided by the Board that the environmental levy paid over to Buyisa-e-Bag should be paid over to the PFSA. 


The PFSA represents the interests of the Plastics industry in South Africa, which is essentially made up of one sector of the plastic interest groups. Buyisa-e-Bag represents all stakeholders involved in the plastic environment, which includes private sector companies through PFSA and civil society through the unions and NGOs. Thus Buyisa-e-Bag should not been seen as a collection agent for the PFSA and pursuing only the interest of one sector at the expense of other stakeholders in the industry.

In terms of the MOA with DEAT, “The South African Government through the DEAT also wishes to invest a potion of the levy on plastic bags for the reclamation and for the recycling of the same bags into useful new products.”  The establishment of the BBCs by Buyisa-e-Bag is to fulfil this mandate. Thus monies diverted from Buyisa –e-Bag to PFSA appear to defeat this objective.

 It appears that Buyisa-e-Bag is exceeding its mandate by paying this amount over to the PFSA.

Refer Exhibit 16

7.2
Improper expenditure 

The delegation of authority for payments is limited to R200 000.00 for the CEO. All payments in excess of R200 000.00 must be approved by the Board. It appears that all payments were made electronically. According to Bonolo Segoe and Dlamini, David Hughes had the final release authorisation for all EFT payments.

The following invoices were authorised for payment by Dlamini and the final release authorisation was done by David Hughes. A scrutiny of the invoices revealed that not all the supporting documentation was available. We could find no signed delivery notes for the goods that were delivered to the various BBCs and the storeroom.  A request for delivery notes from both Trade Fin and Jkev Trading was made. The latter entities were unable to provide us with proof that the goods were delivered. In authorising the payments, both Dlamini and Hughes acted negligently. Furthermore these transactions had not been subjected to quotation or tender procedure in accordance with the procurement policies and the PPPFA. Thus the procurements from these service providers were unauthorised.
	Vendor
	Date
	Amount

R

	Jkev Trading
	4 March 2009
	340 330.00

	Trade Fin
	20 April 2009
	290 430.96

	Trade Fin
	21 August 2009
	225 150.00

	Trade Fin
	21 August 2009
	276 792.00

	Trade Fin
	9 June 2009
	479 821.44

	Total improper payments
	
	1612 523.96


Refer Exhibits 17, 18, 19 and 20

7.3
Fruitless and wasteful expenditure 

A scrutiny of the invoices of Clockwork Development, Bill Ellis and Kobus Otto & Associates reveals that they all did similar work for Buyisa-e-Bag during the same period. The invoices revealed the following services were provided by all three service providers

7.3.1
Kobus Otto & Associates
Kobus Otto was appointed to do procurement for the Mbombela project. However the following additional services were provided to Buyisa-e-Bag which exceeded the original mandate:

· Attend meetings on buyback centres;

· Develop draft tender specifications for completion of Buyback centre construction;

Refer Exhibits 21 and 22
7.3.1.1
Bill Ellis Consulting Engineer
Bill Ellis was appointed as the civil engineer on the Buyback Centres. The following services were provided by Bill Ellis:

· Do inspection and reporting on the construction of the various Buyback centres;

· Do concept design for Dayton Buyback centre;

· Compile punch list and report for Witbank;

· Site visits to Witbank and Middelburg

Refer Exhibits 23 and 24
7.3.1.2
Clockwork Development & Project management
Clockwork Development was appointed as the project manager for the various Buyback Centres. The following services were provided by Clockwork Development:

· Site visits to Witbank, Middelburg and other BBCs;

· Do construction evaluation report on various BBCs;

· Meeting with building contractor to ascertain status of construction of BBCs;

· Preparation of scope of work for BBC;

· Evaluation of quotations submitted for BBC;

· Evaluation of Bill of Quantities;

· Site inspection on Middelburg and Witbank BBCs

· Issue of certificates for the Witbank and Middelburg projects.

· Compilation of Snag list 

· Meet Bill Ellis in Witbank regarding the first Punch list completed by them.

· Compilation of Bill of quantities for BBCs;

· Completion of Witbank punch list

· Do concept design for Davyton Buyback centre;

· Compile punch list and report for Witbank;

· Develop draft tender specifications for completion of Buyback centre construction;

Refer Exhibits 25, 26, and 27
A scrutiny of the services provided by the three services providers clearly shows duplication of work over the same period of time.  The R299 732.33 paid to Clockwork Development could be considered fruitless and wasteful expenditure by Buyisa-e-Bag.

7.3.2
Transport of bailing machines by Jkev Trading


Jkev Trading was appointed by Dlamini to collect bailing machines from a supplier in Paarl to be stored at the warehouse in Spartan, Johannesburg. Bailing machines were collected from Paarl as follows:

· Twelve bailing were collected from Paarl on or about 26 February 2009 at a cost of             R165 528.00;

· The balance of five bailing machines were collected on or about 28 April 2009 at a costs of    R105 336.00.

The supplier had also agreed to transport the bailing machines directly to the various BBCs as soon as the BBCs were ready.  This would have resulted in reduced costs as some of the BBCs are nearer to the supplier.  Dlamini insisted on collecting the machines even though the various BBCs were not ready to use the bailing machines. To date only three bailing machines have been delivered to the Witbank, Middelburg and Kwamhlanga BBCs. These three machines were delivered from the warehouse in Spartan at an additional delivery cost of approximately R48 917.40. This was an unnecessary expense as the machines could have been delivered directly to the BBCs by the supplier. Thus the transport costs of approximately R48 917.40 for the delivery of the machines from the Spartan warehouse was an unnecessary and avoidable expense. 
7.3.3
Storage of bailing machines at Spartan warehouse

A present there are 12 Bailing machines being stored at the warehouse at a cost of approximately R3 906 per month. The machines have been in storage for close to ten months and storage cost to date is approximately R52 869.00. This is an avoidable and an unnecessary expense. The monthly storage costs could also have been avoided as there was no storage being paid for the bailing machines at the supplier. 

The storage cost for the bailing machines an unnecessary and avoidable expense.

7.3.4
Storage of protective clothing at Spartan warehouse

On or about 17 February 2009,  Dlamini ordered and purchased protective clothing for the various BBCs.  The protective clothing is being stored at the Spartan warehouse at a costs of about R9 000.00 per month. BBCs.  At present Buyisa has paid storage costs for the protective clothing of about R127 680.00. 

Refer to paragraph 5.4.4.1 supra for more details.

7.3.5
Purchase of T-shirts  

During the month of July 2009, 5000 colour T Shirts were ordered by Dlamini to celebrate Nelson Mandela day at a total costs of R225 150.00.  According to Evodia Kodisang, the project manager running this project, she indicated to Dlamini that they only needed 2000 T shirts, which would have costs them R90 060.00. Dlamini insisted on ordering 5000 T Shirts and even contacted the various Municipalities to urge them to order the T shirts from Buyisa for this day. The T Shirts had to bee given out as too much had been ordered.

Thus there was an unnecessary cost of R135 090.00.

7.3.6
Payment of art design for magazines  

The Mini mag magazine was contracted by Dlamini to advertise Buyisa in six of the Mini magazines with at a cost of approximately R17 100. The latter cost of R17 100 included the art design which would be included in the advertisement. Dlamini approached PFSA to assist with the design of the advertisement. Douw Steyn of the PFSA then insisted that he would only assist with the advertisements if Red Adverting Design Studio would do the art design. Red Adverting Design Studio was then contracted by Dlamini to do the art design at a cost of R10 385.00. Mini mag magazine then charged Buyisa the full price of R17 100 as they were contracted to do the art work.

There appears to be duplicate payments made for the art design of approximately R10 385.00.

8.
Detailed findings: Fraudulent invoices submitted by Vendors


It appears that the following fraudulent VAT payments were made to vendors

	Vendor
	VAT amount

R

	Clockwork Development
	36 809.23

	Jkev trading
	91 425.56

	Trade Fin
	167 376.76

	Total Fraudulent VAT payments
	295 611.55



Refer Annexure D for detailed list
8.1
Clockwork development

Clockwork Development provided false information regarding the VAT registration number on their invoices. The invoices reflected VAT registration number 4280185028. A vendor search on the SARS database revealed that there was no record of such a VAT number. A further search for the registration of Clockwork Development revealed that there was no record of Clockwork Development on the SARS database. Clockwork Development were unable to provide us with the proof of VAT registration and VAT payments as requested.
Total fraudulent VAT payments made to Clockwork Development amounted to R39 809.23.

Refer to Annexure A

8.2
Jkev Trading

Jkev Trading provided false information regarding the VAT registration number on their invoices. The invoices reflected VAT registration number 40640219533. A vendor search on the SARS database revealed that this was an invalid number. This VAT number has eleven digits instead of the standard ten digits. A closer scrutiny of the VAT number revealed that this number closely resembled the VAT number used by Trade Fin. The VAT number used by Trade Fin has ten digits instead of eleven. Jkev trading had inserted a zero as the second digit to make the number eleven. The following illustrates the difference and similarities between the Trade Fin VAT number used and the Jkev Trading VAT number used:

	Trade Fin
	4
	6
	4
	0
	2
	1
	9
	5
	3
	3
	

	Jkev Trading
	4
	0
	6
	4
	0
	2
	1
	9
	5
	3
	3


The additional number that has been inserted in the Jkev Trading VAT number has been highlighted in red.

A further search for the registration of Jkev Trading revealed that there was no record of Jkev Trading on the SARS database. Jkev Trading were unable to provide us with the proof of VAT registration and VAT payments as requested.
Total fraudulent VAT payments made to Jkev Trading amounted to R91 425.56.

Refer to Annexure A, Exhibits 28, 29

8.3
Trade Fin
In an interview with Johan Killian, he confirmed that he is the sole owner of Trade Fin. He further confirmed that Trade Fin is not a registered entity and that the registration number reflected on the invoice belongs to another company. He was not sure whether this registration number belongs to Blazing Motor Traders. According to Killian, Blazing Motor Traders is a BEE company that will soon become the Holding company for Trade Fin. Killian was unable to provide us with names of the owners of Blazing Motor Traders. In the interview, Killian also contradicted himself by indicating that “the Trade Fin Accountants are doing a name change for Trade Fin and that the new name will be Blazing Motor Traders”. As an unregistered entity there is no need for a name change to be done through CIPRO.

It appears that Johan Killian and Trade Fin provided false information on all the invoices submitted to Buyisa-e-Bag. A company search revealed that the registration number on the invoice belongs to SA Motor and Commodity Traders (Pty) Ltd. According to the search the previous name of the latter company was Blazing Motor Traders (Pty) Ltd. It appears that the registration number of SA Motor and Commodity Traders (Pty) Ltd was fraudulently used by Trade Fin on the invoices submitted to Buyisa-e-Bag.

A vendor VAT search was done and it was found that the VAT number used by Trade Fin is registered to Blazing Motor Traders. Killian promised to provide us with the Trade Fin VAT returns which were in the possession of his Accountant. Killian subsequently admitted that they had not submitted any returns.
The principles of SA Motor and Commodity Traders (Pty) Ltd are:

· Stanley Marshall Lacey; and

· Rory Keith Childs

Total fraudulent VAT payments made to Trade Fin amounted to R167 376.76

Refer to Annexure A, Exhibit 29
9.
Detailed findings: Gross insubordination

9.1
Discontinuing the services of Clockwork Development.

According to the minutes of 13 August 2009, an instruction was given to Dlamini at the Board meeting of 10 June 2009 to reinstate Bathehi Malitech. According to Strydom and Mapetla, Dlamini was also instructed at the same meeting to immediately discontinue the services of Clockwork Development. 

We could find no decision to reinstate Bathehi Malitech and to discontinue the services of Clockwork Development in the minutes relating to 10 June 2009, in an interview with Deliwa Mapetla, she indicated that this was mentioned in the meeting and that the minutes have to be corrected. She further mentioned that the recording tape had been tampered with and that some of the recording had been erased. The tape recorder is at present with a technician, who will try to restore all the deleted information.

A perusal of the Clockwork invoices revealed that Dlamini continued to do business with Clockwork Development. 

Refer to Exhibit 30


It appears that Dlamini failed to obey an instruction from the Board.

9.2
Exceeding delegation of authority

The delegation of authority for procurements is limited to R200 000 for the CEO. All procurements in excess of R200 000.00 must be approved by the Board. Dlamini exceeded his delegation of authority by making a number of procurements in excess of R200 000.00. 

Refer to paragraph 5.4.2.6, 5.4.4.6 supra for more details regarding the procurements and payments in excess of R200 000.00


It appears that Dlamini failed to obey an instruction from the Board to limit all procurements to        R200 000.

10.
Detailed findings: Conflict of interest

10.1
Dlamini and his relationship with various parties
10.1.1
Kevin Stopford

Both Kevin Stopford and Dlamini have acknowledged that they had a previous business relationship and that they were personal friends.  It appears that Stopford submitted documentation to Buyisa-e-Bag that reflected that Dlamini was a director of Esakhaweni Manufacturing (Pty) Ltd. We were not provided with the latter documentation. A subsequent company search conducted by Buyisa-e Bag then confirmed that Dlamini was indeed a director with Dlamini in Esakhaweni. 

Dlamini admitted that he had been a director of the latter but that he had resigned as a director in 2006 upon joining Buyisa-e-Bag. Dlamini could not provide proof that he had reigned as a director from Esakhaweni in 2006. We were provided with a letter from Dlamini written to Stopford. In the letter Dlamini complained to Stopford about ignoring his request to be ”deregistered” as a director. 
See exhibit 31
According to staff members, Dlamini had the use of two vehicles which belonged to Stopford. Dlamini was seen driving a white Toyota “bakkie” with the registration number JPG 760 GP and a blue Toyota “bakkie” registration unknown by several staff members. In an interview with Killian, he confirmed that Dlamini had borrowed a vehicle from Stopford for his personal use. In an interview with Dlamini he admitted that he had used vehicles owned/organised by Stopford for personal use because he had problems with his car.
Stopford is linked to Clockwork Development, Trade Fin and Jkev Trading. It appears that all three businesses we given work by Buyisa-e-Bag during the tenure of Dlamini. 

10.1.2
Julian Killian

Julian Killian is the owner of Trade Fin, a service provider for Buyisa-e-Bag. Killian admitted in an interview that he was also a personal friend of Stopford and through his friendship with Stopford had met Dlamini. 

In a subsequent interview, Killian indicated that Stopford had access to the EFT facility on the Trade Fin Bank account and that all the electronic transactions had been effected by Killian. 

We were provided with bank statements number 26 and 28 by Killian, which reflected the Buyisa-e-Bag transfers into the Trade Fin Account. The bank statement also revealed that the Buyisa-eBag transfers were immediately transferred out of the bank account into the Bank account of E.Joezee Trading CC. According to Killian, the latter company is linked to Joe Oosthuisen, the supplier of the materials sold to Buyisa-e-Bag. 

10.1.3
Interviews with Killian, Stopford and Dlamini
10.1.3.1
 In an initial interview with Killian, he denied that he had a business relationship with Stopford. In a subsequent interview, Killian acknowledged that all the financial transactions relating to Buyisa-e-Bag in Trade Fin account were handled by Stopford and that he did not know what was happening in this account with regard to the Buyisa-e-Bag monies. 

10.1.3.2
Stopford admitted that he was a personal friend of Dlamini and Killian. He further admitted that he had a previous business relationship with Dlamini through a company known as Esakhaweni manufacturing. 

10.1.3.3
In an interview with Dlamini, he admitted that he had a personal and a previous business relationship with Stopford.  He however denied that this relationship had influenced his decisions to do business with Stopford and Killian.
10.1.4
Disclosure of interest


We were provided with the personal file of Dlamini. We could find no disclosure of interest by Dlamini regarding his directorship in Esakhaweni Manufacturers and also his personal relationship with Kevin Stopford in his personal file. We scrutinised all the minutes and could also find no disclosure interest in any of the minutes.

11.2
PFSA and relationship with Buyisa-e-Bag and various other parties
11.2.1
Membership of Buyisa-e-Bag

In terms of the articles of association, the PFSA is a category 2 member. This is the membership for organised business.  The PFSA is represented on the Buyisa-e-Bag Board of directors by David Hughes and the alternate director for the PFSA is Douw Steyn.

At present the PFSA is in receipt of an Environmental levy from Buyisa-e-Bag, which it is uses to promote various plastic bag initiatives. Refer to paragraph 5.1.2 supra .We could find no contract regarding the payment of an environmental levy to PFSA. PFSA represents the plastics industry and thus exists to promote the interest of this particular sector. The objectives of Buyisa-e-Bag among others are the reduction of plastic bags and the reclamation and recycling of plastic bags and job creation. Thus there appears to be a conflict of interest between the interest of the PFSA and the interest of Buyisa-e-Bag. Buyisa-e-Bag also represents a wide spectrum of the plastic sector, which includes among others labour bodies and civil society.
A scrutiny of the Enviromark – Buyisa-e-Bag report for the period April 2008 to March 2009 reveals the following:

· That 500 000 yellow plastic bags that were branded with the Buyisa-e-Bag logo were distributed nationally to promote the litter awareness campaign. There is no indication whether these were recycled plastic bags. It is also not clear where these plastic bags were purchased from entity taking into account the promotion of job creation in accordance with the mandate of Buyisa-e-Bag. Clean up campaigns by Buyisa-e-Bag should involve the collection of used plastic bags for recycling and reclamation purposes and not the mass distribution of new plastic bags.  The focus and thrust of the PFSA clean up campaign appears to be at odds with the Clean up campaign that should be promoted by the Buyisa-e-Bag. 

· The Buyisa-e-Bag logo was also used for promotional material for the fantastic Plastics competition 2008. This competition essentially promotes the plastic industry. To quote from the Fantastic competition 2009 advertisement in the MiniMag magazine “Plastics provide an environmentally sound and cost-effective solution for many design challenges and technology breakthroughs”. It further states that “plastics are an essential part of our lives”. 

See Exhibit 31

It is apparent that the PFSA is promoting the interest of the plastics industry and not that of Buyisa-e-Bag, which represents a wide spectrum of stakeholders.

11.2.2
Relationship with Red Advertising and Design Studio CC
According to available information, Red advertising was requested by Dlamini to “design 6 posters for placement in Minimag”. According to Dlamini, Buyisa had an education material development agreement with Enviromark (part of PFSA). A copy of this agreement could not be found. In an interview, Dlamini confirmed that he had requested Red Advertising to do the design for the posters. He further indicated that Red Advertising was introduced to him by Douw Steyn through Environmark on or about January 2009. Steyn confirmed that he introduced Red Advertising to Dlamini after he had been requested by Dlamini to do some work in advertising for them.  According to Steyn, Red Advertising was a service provider of the PFSA and he had confidence in the work that they were doing that is why he suggested them to Dlamini. Steyn further stated that he only got married to Marquerite Du Plessis of Red Advertising in October 2009. According to Dlamini he was not aware of any relationship between Douw Steyn and one of the members of Red Advertising, Marquerite Steyn until their marriage in or about November 2009. Steyn confirmed that he got married to the latter in October 2009.
Red Advertising and the PFSA were paid R31 811.28 and R33 500.00 respectively for the design work. Dlamini could not explain why Buyisa-e-Bag was paying this money, if they were paying a substantial amount to PFSA as an Environmental levy. 

A company search revealed that Marguerite Steyn (nee’ Du Plessis) had a 60% interest in Red advertising.

11.1.4
Disclosure of interest


We could find no disclosure of interest by Steyn regarding his personal relationship with Marguerite Steyn. We scrutinised all the minutes and could also find no disclosure interest in any of the minutes.

See exhibits 32 and 33
12.
Conclusion

12.1
We could find no evidence that an accredited vendor database existed during the tenure of Dlamini as acting CEO. We could also find no evidence that the various enterprises had been invited through advertisements to apply for registration on the database in accordance with the procurement policies. 

12.2
It is apparent that Dlamini deliberately manipulated the procurement policies and procedures in order to obtain the services of certain Service providers such as Jkev Trading and Trade Fin. 

12.3
It appears that Dlamini failed to comply with the procurement policies and the PPPFA. For most of the transactions reviewed, there were no quotations or tenders solicited for the services required even though the amounts exceeded R30 000.00 and cumulatively exceeded R500 000.00. 

12.4 We could find no evidence that there was proper planning for most of the services required. We could find no detailed job specifications for the required services. There were no available contracts and service level agreements for the various service providers. 

12.5 It appears that Dlamini acted negligently by not requesting tax clearance certificates from the various service providers. According to Dlamini, he trusted the service providers.

12.6
It is apparent that the evaluation of the various quotations was fatally flawed.  We could find no evaluation sheet for the various quotations. 

12.7
It appears that the two members of the Accounting authority (Board), namely David Hughes and Annabe Pretorius acted negligently in authorising the Trade Fin quotation for R272 120.05 without ensuring compliance with the PPPFA and the Buyisa-e-Bag procurement policies.

12.8
The non compliance of the PPPFA and the procurement policies by Dlamini resulted in the irregular expenditure of approximately R2 164 056.81, which is a contravention of the PMFA. 

12.9
Dlamini failed to comply with the VAT Act by not ensuring that all invoices received from the service providers complied with the VAT Act. 

12.10
It appears that Buyisa-e-Bag has exceeded its mandate by paying this amount over to the PFSA.

Refer paragraph 6.1.3 infra for detailed findings

12.11
We could find no proper supporting documents for a number of payments. We could find no proof that these goods were ever delivered. The suppliers of the goods could not provide us with the proof of delivery and copies of the delivery notes were not available at the offices of Buyisa-e-Bag.

12.12
The R299 732.33 paid to Clockwork Development could be considered fruitless and wasteful expenditure and a contravention of the PMFA.

12.13
It appears that Clockwork Development, Trade Fin and Jkev Trading provided false information regarding their VAT registration numbers. 

12.14
It appears that Trade Fin provided false information regarding the company registration number reflected on all their invoices. 

12.15
Development at the Board meeting of the 10 June 2009. Dlamini failed to comply with the instruction of the Board and continued to use the services of Development until the end of July 2009.

12.16
 It appears that Dlamini failed to obey an instruction from the Board to limit procurement authorisations to R200 000.00. Dlamini exceeded his delegation of authority by making a number of procurements in excess of the threshold amount of R200 000.00. 

12.17
It appears that Dlamini failed to disclose his personal and business relationship with Stopford. 

12.18
The PFSA is in receipt of an Environmental levy from Buyisa-e-Bag, which it is uses to promote various plastic bag initiatives

 We could find no evidence that this transaction had been formally disclosed to the Board by the PFSA.


12.19
It appears that Steyn failed to disclose his personal relationship with Marguerite Steyn from Red Advertising.  The latter company was introduced to Buyisa-e-Bag by Douw Steyn to do design work. 

13.
Recommendations

13.1
Buyisa-e-Bag should consider disciplinary proceedings against Dlamini for financial misconduct in terms of chapter 10 of the PMFA and also consider applying the provisions of its Conditions of Service and the Disciplinary code policy to the conduct of Dlamini for:

· Deliberately manipulating the procurement policies in favour of Trade Fin, Jkev Trading and clockwork development. 

· Acting negligently in not ensuring that all the necessary tax clearance certificates were obtained which would have avoided the fraudulent VAT payments to Clockwork Development, Jkev Trading and Trade Fin of approximately R295 611.55.

· Failing to comply with the procurement policies and the PPPFA which resulted in the irregular expenditure of approximately R2 164 056.81, which is a contravention of the PMFA. 

· Failing to comply with the VAT Act by not ensuring that all invoices received from the service providers complied with the VAT Act. All the invoices received from Clockwork Development and Jkev Trading did not comply with the VAT Act and resulted in irregular expenditure of R1 044 126.05 in terms of the PFMA.

· Acting negligently in authorising the payment of invoices of approximately R1 432 662.96 without the necessary supporting documents.

· Gross insubordination in that he failed to obey an instruction from the Board to discontinue the services of Clockwork Development. 

· Gross insubordination in that he failed to obey an instruction from the Board by authorising procurements in excess of the threshold amount of R200 000.00. 

· Failing to disclose his personal and business relationship with Kevin Stopford. 

13.2
Buyisa-e-Bag should consider disciplinary proceedings against Hughes, for financial misconduct in terms of chapter 10 of the PMFA and for:

· Failing to comply with the procurement policies and the PPPFA which resulted in the irregular expenditure of approximately R272 120.05 in contravention of the PMFA. 

· Acting negligently in authorising the payment of invoices of approximately R1 432 662.96 without the necessary supporting documents.

· Failing to comply with the VAT Act by not ensuring that before all payments were made that all invoices received from the service providers complied with the VAT Act. All the invoices received from Clockwork Development and Jkev Trading did not comply with the VAT Act and resulted in irregular expenditure of R1 044 126.05 in terms of the PFMA.

13.3
Buyisa-e-Bag should consider disciplinary proceedings against Douw Steyn for financial misconduct in terms of chapter 10 of the PMFA and for:

· Non disclosure of the personal relationship with the majority owner of Red Advertising. 

13.4
Buyisa-e-Bag should institute legal action against Trade Fin, Clockwork Development, JKev Trading, Kevin Stopford, Johan Killian and Joe Oosthuisen to recover the fraudulent VAT payments made to the various entities.

13.5
In terms of section 34 of the PCCA, any person in position of authority must report an offence involving R100 000 or more to the police. Failure to report such an offence could result in a prison term of not less than three years.

The investigation must be handed to SAPS for finalisation and that this be reported to the Director of Public Prosecutions for consideration of fraud against

· Kevin Stopford, the sole owner Jkev Trading

· Johan Killian, sole owner of  Trade Fin and Joe Oosthuisen who was instrumental in preparing the false invoices

13.6
Formulate a fraud prevention policy

13.7
Conduct fraud awareness workshop with all staff members

13.8
Consider employing a procurement officer.

13.9
Conduct a risk assessment of Buyisa-e-Bag
14.
Outstanding issues and documents

14.1
Contact Nic Kock regarding ownership of Clockwork Development and the VAT payments
14.2
Bank confirmation on password users for EFT transactions
14.3
Copy of Dlamini emails
Sabuti Professional Services
Thursday, 8 January 2010

