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1.
Introduction
This document contains a brief summary of the audit outcomes for the Defence portfolio.

2.
Audit opinion history: Vote: 22
	Audit opinions
	08/09
	09/10
	10/11
	11/12

	Department of Defence and Military Veterans (DOD)
	
	
	
	

	Armaments Corporation of South Africa (Armscor) Group
	
	
	
	

	South African National Defence Force Fund (SANDF Fund)
	
	
	
	

	Special Defence Account (SDA)
	
	
	
	

	Castle Control Board (CCB)
	
	
	
	

	Qualification areas
	
	
	
	

	· Tangible and intangible capital assets
	X
	X
	X
	

	· Accruals
	X
	
	
	

	· Lease commitments
	X
	
	
	

	· Irregular expenditure
	X
	
	
	

	· Departmental revenue
	X
	
	
	

	Other matters
	
	
	
	

	· Predetermined objectives
	
	
	
	

	Department of Defence and Military Veterans 
	X
	X
	
	

	Castle Control Board
	X
	X
	X
	X

	South African National Defence Force Fund
	X
	X
	X
	

	
	
	
	
	

	· Compliance with laws and regulations
	
	
	
	

	Department of Defence and Military Veterans
	X
	X
	X
	X

	Armaments Corporation of South Africa (Armscor) Group
	
	
	
	X

	South African National Defence Force Fund
	X
	X
	X
	

	Castle Control Board
	X
	X
	X
	X

	Special Defence Account
	X
	X
	X
	X


	AUDIT OPINION

	 
	CLEAN AUDIT OPINION: No findings on PDO and Compliance

	 
	UNQUALIFIED with findings on PDO and /or Compliance

	 
	QUALIFIED AUDIT OPINION (with/without findings)

	 
	DISCLAIMER/ADVERSE AUDIT OPINION
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3.1 Supply Chain Management

	Entity
	Finding
	Root Cause
	Recommendation

	Department of Defence and Military Veterans
	In some instances goods and services of a transaction value above R500 000 were procured without inviting competitive bids as required by TR 16A6.1 and TR 16A6.4. 


	Inadequate controls to ensure compliance with Treasury Regulations and policies.

There was a lack of an effective internal monitoring system.
	The Director of Supply Chain Management should enforce compliance with requirements of Treasury Regulations through review and monitoring processes.



	
	In some instances employees of the department performed or engaged themselves to perform remunerative work outside their employment in the department without written permission from the relevant authority as per the requirements of section 30(b) of the Public Service Act and section 52.5 (a) of the Defence Act 42 of 2002.

	
	

	Castle Control Board
	Goods and services with a transaction value below R500 000 were procured without obtaining the required price quotations, as required by Treasury Regulation 16A6.1.


	The board did not establish and communicate policies and procedures to enable and support understanding and execution of internal control objectives, processes and responsibilities.

The board did not provide an oversight function to ensure that the appropriate supply chain management policies were implemented as required in terms of the PFMA.

There is a lack of control activities to ensure correct application of the requirements of the PFMA in terms of Supply Chain Management.

While performing compliance audit work, it was noted that management has no supervisory and review function in place to govern procurement.

	Management should design and implement policies and procedures to ensure adherence to the PFMA and Treasury Regulations as mentioned per the findings above. 



	
	Contracts and quotations were awarded to bidders that did not score the highest points in the evaluation process, as required by section 2(1)(f) of Preferential Procurement Policy Framework Act.


	
	

	
	
	
	


3.2 Predetermined Objectives

	Entity
	Finding
	Root Cause
	Recommendation

	Department of Defence and Military Veterans
	There were no material findings on the annual performance report concerning the usefulness and reliability of the information.

The following additional matters were however reported on:

1. Of the total number of planned targets, only 119 were achieved during the year under review. This represents 43% of total planned targets that were not achieved during the year under review. 
2. Material audit adjustments in the annual performance report were identified during the audit, all of which were corrected by management.
	This is mainly due to the fact that indicators and targets were not suitably developed during the strategic planning process.
Standard operating procedures are not always rolled down to the lower levels.
	Workshops should be conducted  to ensure clear guidance on expectations when the strategic plan is being drafted.

Policies should be developed and rolled out to lower levels.


	Castle Control Board
	I was unable to report findings on the usefulness and reliability of the annual performance report of the Castle Control Board as it was not prepared as required by section 55(2)(a) of the PFMA.
	The castle manager did not prepare regular, accurate and complete financial and performance reports that are supported and evidenced by reliable information 

	It is recommended that going forward the report on predetermined objective should be included in the annual report that should be submitted by the 31 May as required in terms of the PFMA and the AG Directive.



	Armscor
	There were no material findings on the annual performance report concerning the usefulness and reliability of the information.

The following additional matters were however reported on:

Of the total number of 43 planned targets, only 31 were achieved during the year under review. This represents 27,9% of total planned targets that were not achieved during the year under review. 


	N/A
	N/A


3.3 Human Resources

	Entity
	Finding
	Root Cause
	Recommendation

	Department of Defence and Military Veterans
	Not all senior managers entered into a performance agreement for the current year as per the requirements of the Public Service Regulations (PSR) 4/III/B.1 and Department of Defence Instruction: POL and PLAN No. 00065/2002 (Edition 2) dated 1 January 2005.

	Management does not review and monitor compliance with applicable laws and regulations.


	Management should ensure that staff adhere to laws, regulations and policies and monitoring controls should be implemented.

	
	Some employees received overtime compensation in excess of 30% of their monthly salaries, in contravention of PSR 1/V/D.2(d) and Department of Defence Instruction: POL and PLAN No. 00018/2004 (Edition 1) dated 1 November 2005.

	Management does not review and monitor compliance with applicable laws and regulations.
	Management should implement controls to ensure compliance with laws and regulations.

	
	Some employees were appointed without following a proper process to verify the claims made in their applications in contravention of PSR 1/VII/D.8.

	Management does not review and monitor compliance with applicable laws and regulations.


	Management should implement controls to ensure compliance with laws and regulations.


3.4 Information Technology Controls

	Entity
	Finding
	Root Cause
	Recommendation

	Department of Defence and Military Veterans
	1. Management did not adequately configure system security controls resulting in non compliance to the IT security policy of the department.

2. Non compliance to the department of Defence Instruction (DODI), chapter 5 (information and communication systems access control), paragraph 4 and 14 resulting in the lack of reviews of users with administrator privileges.

3. The non approval of change management policy and non compliance to the change control policy in the Logistic Information Management System (LIMS) environment were due to management oversight.

4. Lack of policies for the secure transfer of data.

5. With regard to HR management there was a lack of segregation of duties on FMS and LIMS and failure to assign the task of monitoring service delivery by service providers

6. Non compliance to the information Systems Business Continuity Management Charter (ISBCM), paragraph 9.19.4, page 38.
7. Lack of capacity in the infrastructure to test the Department’s Disaster Recovery Plan (DRP).
8. Ineffective operation of the patch management program.

	Oversight responsibility not exercised regarding reporting and compliance


	The department should develop and implement disaster recovery plans.

The required policies to ensure data integrity and security should be developed, implemented, and monitored.


3.5 Material Errors/Omissions in AFS submitted for Audit

	Entity
	Finding
	Root Cause
	Recommendation

	Department of Defence and Military Veterans
	The financial statements submitted for auditing were not prepared in all material respects in accordance with the requirements of section 40(1)(a) of the PFMA. Material misstatements of capital assets identified by the auditors were subsequently corrected, resulting in the financial statements receiving an unqualified audit opinion. 

	Lack of proper monitoring and reviews.

Policies and instructions to perform accurate and complete asset counts are outdated.

Inadequate record keeping to ensure complete and accurate records for the various categories of assets in the financial statements as required by the National Treasury.


	Proper monitoring and review should take place prior to approval and submission of AFS.

Policies and procedures should be updated to meet the requirements for complete and accurate financial reporting on assets.



	Castle Control Board
	The financial statements submitted for auditing were not prepared in all material respects in accordance with the requirements of section 55(1) (b) of the PFMA. Material misstatements of fixed assets, employee costs, and irregular expenditure identified by the auditors in the submitted financial statement were subsequently corrected resulting in the financial statements receiving an unqualified audit opinion.


	The castle manager did not adequately review financial statements to ensure compliance with applicable laws and regulations.

The accountant did not prepare regular, accurate and complete financial and performance reports that are supported and evidenced by reliable information.


	Proper monitoring and review should take place prior to approval and submission of AFS.




3.6 Financial Health Status

	Entity
	Finding
	Root Cause
	Recommendation

	Defence portfolio
	No material matters reported
	N/A
	N/A


3.7 Other Compliance Matters

	Entity
	Finding
	Root Cause
	Recommendation

	Department of Defence and Military Veterans
	Strategic planning and performance management
The accounting officer did not provide Parliament with the strategic plan and annual performance plan relating to the SANDF programmes at least 10 days prior to the discussion of the department’s budget vote as required by Treasury Regulation (TR) 5.2.2. The plan was subsequently tabled in Parliament on 30 March 2012. 

	Management did not review and monitor compliance with the National Treasury Regulation 5.2.1.


	The department should implement monitoring controls to ensure compliance with Treasury Regulation 5.2.1.



	
	Internal Audit

The accounting officer did not ensure that a fully operational internal audit function was in place as per the requirements of the TR. The Inspector General did perform certain compliance and other procedures which were reported to the audit committee. The Head of Internal Audit was appointed subsequent to year-end.


	Effective HR management to ensure that adequate and skilled internal audit staff is appointed is not in place as required by TR 3.2.2.


	Management should ensure that the internal audit unit is operational and in a position to comply with all the treasury requirements as soon as possible.


	Castle Control Board


	Audit committee

Audit committee members were not appointed by the accounting authority for the period 1 November 2011 to 31 March 2012, as required by Treasury Regulation 27.1.4.


	The Board  did not ensure that the audit committee members were appointed to promote accountability and service delivery 

	It is recommended that the Board ensures that vacancies caused by resigning audit committee members are filled as soon as possible and that sufficient meetings are held during the year.



	
	Budgets

The public entity accumulated surpluses without the approval of National Treasury, in contravention of section 53(3) of the Public Finance Management Act.

	The Board did not exercise oversight responsibility regarding financial reporting and compliance to ensure that the necessary approval was obtained from the National Treasury for the retention of the surplus.


	It is recommended that the board obtain National Treasury approval to retain surpluses as required by s53 (3) of the PFMA.

Furthermore the board should develop and monitor action plans to address all the internal control deficiencies identified.



	
	   Expenditure management

The accounting authority did not take effective steps to prevent irregular expenditure as required by section 51(1)(b)(ii) of the Public Finance Management Act.


	The accounting authority did not implement a supply chain management and performance reporting framework that complies in all respects with the requirements of the PFMA and the Supply Chain Management Regulations, as issued in terms of the Treasury Regulations.

There was no functioning system of internal control to prevent the occurrence of irregular expenditure for the period under review.


	Management should design and implement policies and procedures to ensure adherence to the PFMA and Treasury Regulations.


	
	Strategic planning and performance management

1. The accounting authority did not finalise and submit a strategic plan for approval to the relevant executive authority on or before 1 April 2011 as required by Treasury Regulations 30.1.1 and 30.1.2.

2. The accounting authority did not establish procedures for quarterly reporting to the executive authority in order to facilitate effective performance monitoring, evaluation and corrective action as required by Treasury Regulations 30.2.1.

3. The accounting authority did not ensure that the public entity has and maintains an effective, efficient and transparent system of internal control regarding performance management, which described and represented how the entity’s processes of performance planning, monitoring, measurement, review and reporting was conducted, organised and managed as required by section 51(1)(a)(i) of the PFMA.


	The accounting authority did not exercise oversight responsibility regarding performance reporting and compliance with laws and regulations.

The entity’s audit committee was not fully operational for the year under review. An oversight function that promotes accountability, the monitoring of controls over financial and performance reporting and compliance with laws and regulations was not performed for the period November 2011 to March 2012.


	The audit committee should ensure that it promotes accountability and service delivery through evaluating and monitoring responses to risks and providing oversight over the effectiveness of the internal control environment including financial and performance reporting and compliance with laws and regulations.



	Armscor
	Strategic planning and performance management

1. The accounting authority did not, in consultation with its executive authority, conclude a shareholder’s compact for the year under review as required by Treasury Regulations 29.2.1.
2. The executive and accounting authorities of the public entity did not agree to the shareholder’s compact, which documents the mandated key performance measures and indicators to be attained by the public entity as required by Treasury Regulations 29.2.

	The public entity’s monitoring controls surrounding the approval of the shareholder’s compact was not in place to ensure adherence the requirements of the treasury regulations.


	The accounting authority should ensure compliance with the applicable laws and regulations despite changes to the circumstances by enforcing their oversight responsibility.



	Special Defence Account
	Financial misconduct

1. Investigations were not conducted into all allegations of financial misconduct committed by officials, as required by Treasury Regulation 4.1.1.

2. Investigations into allegations of financial misconduct against officials were not instituted within 30 days of discovery thereof, as required by Treasury Regulation 4.1.2.

3. The Executive Authority did not conduct investigations into allegations of financial misconduct committed by a previous accounting officer, as required by Treasury Regulation 4.1.3.

	Oversight responsibilities are not executed over financial reporting and compliance and related internal controls.


	Management to provide evidence that investigations were instituted into allegations of financial misconduct when the correct procedures were not followed when a contract was signed for a major capital project. 




4.
Commitments by the Executive

During an engagement with the Minister on 11 July 2012, the Minister committed to follow up quarterly on the key control assessment and related matters as well as the action plans pertaining to capital assets and predetermined objectives. 

5.
Other Matters of interest 

(a)
Unauthorised expenditure: 

No unauthorised expenditure was incurred by any of the entities in the portfolio

(b)
Fruitless and wasteful expenditure: 

	Auditee
	Fruitless and Wasteful Expenditure

	
	Movement
	Amount
R
2012
	Amount
R
2011

	1
	Department of Defence and Military Veterans
	
	R0,8m
	R0,5m


(c)
Irregular expenditure: 

	Auditee
	Irregular expenditure

	
	Movement
	Amount
R
2012
	Amount
R
2011

	1
	Department of Defence and Military Veterans
	
	R414,7m
	R688,7m

	2
	Castle Control Board
	
	R1,185m
	R 0


6. Other AG Reports

- Investigations:

No investigations are currently underway as undertaken by the AGSA.

- Performance Audits:

No performance audits are currently underway as undertaken by the AGSA.[image: image1.png]
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