RECOMMENDATIONS MADE
IN SCOPA RESOLUTIONS
DATED 8 FEB 08

DOD PROGRESS ON ACTION PLANS

Par 1 — Tangible & intangible
assels, accruals, irregular,
fruitless and wasteful
expenditure, rank review and
comparatives. The
Committee recommends that
the Accounting Officer
ensures that

a) the current information

systems used, are
upgraded or alternatives
be investigated to

implement a single
logistical system that can
provide the financial
information as required by
National  Treasury in
respect of accruals,
tangible and intangible
capital assets;

An Asset Management Project has been implemented in 2007. The scope of this project consists of three
phases, namely a) inventory verification and error identification, b) asset register clean-up and functional
specification development, and c) rolling out an Integrated Asset management System in line with IFMS
requirements. Phase one has been completed and phase two is currently in progress. It is envisaged that phase
three will commence in the latter half of 2010. Until then, CALMIS and OSIS will remain as the main logistic
systems.

DOD representatives are advising on the development of the National Treasury IFMS system. CALMIS is
implemented in the SA Army according to plan and OSIS has been implemented in 80% of SAAF units and 90%
of SA Navy units. Once all units are computerized migration to IFMS will proceed, once it has been approved for
use.
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b) shortcomings in  the
information systems are
reduced by implementing
manual controls to ensure
proper identification,
classification, recording
and disclosure of accruals
and tangible/intangible
capital assets;

The manual system implemented was refined and an amended instruction was issued to Services and Divisions

to obtain additional information in order to accurately complete accruals disclosure in the 2008/2009 Annual
Financial Statements. Different teams, under the leadership of the Operation Clean Audit team were sent to pre-
determined units to assist with the compilation of information. The outcome of this initiative will only become
apparent when the audit is completed.,
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c) policies and procedures

are developed, approved
and implemented to
ensure the proper
identification,

classification, recording
and disclosure of
imegular, fruitess and
wasteful expenditure in
the  annual financial
statements;

Processes and procedures are in place to manage unauthorised, irregular and fruitless and wasteful expenditure
but are not fully integrated. The DOD has, with the assistance of the KPMG/SABAT consortium (Operation Clean
Audit), embarked on the development of a draft policy on unauthorised, irregular and fruitless and wasteful
expenditure to ensure proper integration of the existing processes and procedures.

d)

a complete investigation
is launched to determine
the extent of the invalid
rank adjustment cases
and related irregular
expenditure or
overpayments. The
Accounting Officer must
also report in terms of
section 38(1)(g) of the
Public Finance
Management Act, 1999
(Act No. 1 of 1999) in
writing  immediately to
National Treasury on
discovery of irregular
expenditure.

The Minister of Defence has approved a request for condonation of the rank reviews of the 384 non-statutory
force members on 31 October 2007. This matter is regarded as finalized.
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Far 2 - Travel and

subsistence, Prepayments
and advances, Receivables,

Departmental revenue. The
Committee recommends that

(FMS) is upgraded to
improve the usefulness
and reliability of travel
S&T information;

the Accounting Officer

ensures that:

a) the Financial | The DOD has requested SITA to develop a system outside of the FMS to match the information on FMS and
Management System | PERSOL to enable the AG to trace S&T documentation. This system has been completed and was audited

during the 2007/2008 financial year audit. The AG has subsequently removed the qualification.

b) management implement a
strategy to  enforce
ongoing monitoring,
compliance and control

assets deployed to
mission areas;

over the serviceability of

Daily and weekly inspections on equipment and vehicles are being conducted and continuously improved.
Intervention teams (accompanied by suppliers) are sent to assist the workshops in the mission areas in special
cases where additional expertise is required.

Vehicles requiring major repairs are returned fo the RSA.

A work session was held in March 2009 to enhance the joint effort with Product System Managers to ensure the
continued availability of spares, artisans and mechanics in order to increase the serviceability of all vehicles and
equipment employed in the mission areas.
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c) adequate and sufficient
training is provided to
employees in respect of
the administration of

Services and Divisions have again been informed of the content of DODI FIN No 00020/2000 and a reminder
letter has also been distributed to Services and Divisions requesting the submission of receivables applicable for
2007/2008 before the end of the financial year. AG did not qualify the DOD on this matter in financial year
2007/2008 and it is therefore considered to be resolved.

receivables; During the financial year 2008/09 Revenue training was provided to 75 members at three Introduction to Budget
Management courses and two Budget Management courses respectively. As part of addressing the audit
qualifications, the existing curriculum will be revised as well as providing training to non-finance personnel in the
DOD.
The establishment of the Financial Management Office at the Office of CSANDF, Services and Divisions with the
dedicated task to identify and report the origin of debtors in their respective Service and Division will further
contribute to the solving of this prablem.
RECOMMENDATIONS MADE DOD PROGRESS ON ACTION PLANS
IN SCOPA RESOLUTIONS
DATED 8 FEB 08 :
d) management performs | The reason for the misclassification was due mainly to human error. The action plan to address this adverse
independent finding consists of the following steps:

reconciliations and review
information on a regular
basis to ensure proper
classification and prompt
recording of transactions
and that sufficient
documents are kept and
always available.

« The revised DOD Instruction on budget control was approved and implemented in July 2008.
. Budget managers were again sensitised regarding the importance of allocating the correct expenditure.
« The audit between the PERSOL and FMS systems were carried out and all differences were corrected.

. A Standing Operating Procedure has been implemented in place to ensure that all requests for the creation
of new codes comply with the requirements and that the correct classification of expenses takes place.

. The AG did not find any misclassifications in the financial year 2007/2008 and the matter is therefore
regarded as solved.
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Par 3 — Lease commitments,

commitments and clearing
accounts. The Committes
recommends that the

Accounting Officer ensures
that:

a) internal  controls  are
implemented to ensure
that transactions and
other significant evenis
with respect fo lease
commitments are properly
identified, classified,
promptly recorded and
disclosed,

An interim instruction was issued in April 2008, clearly spelling out the processes and procedures for the control
of leases and also how to maintain the lease register. Although Services and Divisions have maintained the
required register, a lack of training at unit level resulted in limited successes being achieved. Interventions
undertaken include the deployment of specialists from the consortium of KPMG and SAB&T(Operation Clean
Audit Team) throughout the DOD to assist with training and compilation of lease registers. A letter was also
distributed to Services and Divisions to confirm the correct accounting of all hired equipment.
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b} management
control  processes by
which all financial
authorizations  approved
and not fulfilled are
collated and included as
part of commitments at
year end; and

institutes |

DOD policy stipulates that if a period contract/Government Order (GO) is intended, the required financial
authority (FA) request must be approved prior to the specific period contract being concluded or GO being
placed.

Where both the procurement approval and a financial authority (FA) exist for a bid, but disclosed as approved
but not yet contracted, this is an indication of an administrative process which is underway to issue a letter of
acceptance to the bidder and thus closing the contract.

The validity of such a commitment is recognised from the date of issuing the letter of acceptance and not the
date of procurement and FA approval. The key factor for discriminating between the disclosures of
commitments approved but not yet contracted where an FA exists and commitments/bids approved but not yet
contracted where an FA does not exist, is the level of certainty that a transaction/commitrment will arise. The
level of certainty is higher where both procurement approval and FA exist than where an FA does not exist, In
this case it will be included as part of the commitments.
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c) the implementation of
control  activities is in
place to ensure that
sufficient and appropriate
evidence  exists  for
amounts included in the
clearing accounts and that
these  accounts are
cleared monthly.

The clearing of suspense (clearing) accounts is a continuous process throughout the financial year and is strictly
monitored. The un-cleared suspense (clearing) account which led to the qualified opinion in the financial year
2006/2007 was a unique case and has been cleared in the financial year 2007/2008. This issue has been
successfully resolved and is regarded as finalised.

Par 4 - Regional Service
Council levies (RSC) and
Contingent _liabilities, The
Committee recommends that
the Accounting Officer
ensures that;

a) management reconciles
and reviews the
calculation of RSC levies
and ensure that DOD
complies with all aspects
of the Regional Service
Council Act, 1995 (Act No
109 of 1985) (regarding
what should be included
in determining
remuneration in order to
calculate these levies).

The DOD has recalculated the outstanding amount and determined that R51 407 534.35 is due to the RSCs.

The DOD has already paid the RSCs an amount of R36 710 105.94 in the financial year 2007/2008 and R13 803
548.54 in the 2008/2009 financial year.

An amount of R893 879.54 is currently outstanding and still needs to be paid over to the RSCs.
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b) appropriate policies,
procedures, technigues
and mechanisms are
implemented to ensure
the proper identification,
classification and
recording of contingent
liabilities  arising from
MEMA.

An updated action plan on contingent liability was submitted to National Treasury in October 2008 as part of the
DOD’s 07/08 Action Plans. In order to achieve the objectives of this action plan, the DOD has invited a tender
for the appointment of a specialist consultant/contractor to establish a collaborative effart with the DOD in the
development of a Comprehensive Clean-up Programme, compile a Priority List for Clearance, a Capacity
Building Programme for skills transfer, Clearance of Hell's Gate and the Madimbo Training Areas as well as the
development of an Integrated Framework Plan and Procedure. However, the sole bid that was received was
unsuccessful. The DOD has re-initiated a shortened tender process to ensure that a suitable contractor is
appointed as a matter of urgency. The closing date for this tender was 23 April 09 after which the successful
contractor would be appointed for a 2 year period.

In co-operation with the KPMG/SABA&T consortium as part of Operation Clean Audit, the DOD has compiled a
draft policy on Environmental Impact, Risk and Rehabilitation Management and Associated Accounting
Requirements as part of the life-cycle approach in the management of its military training areas (MTAs). This
includes criteria to identify an environmental rehabilitation liability, initiating adequate annual clean-up
operations following live fire training and/or spillages in accordance with DOD requirements on range safety,
Integrated Training Area Management (ITAM) as well as the Base Conversion and Closure process in
accordance with the Guidebook on the Conversion and Closure of Military Installations. This policy would be in
place by mid 2010.
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Par 5 — Misclassification of
expenditure. The Committes
recommends that the
Accounting Officer ensures
proper classification of
expenses to enable a true
reflection in  the Annual
Financial statements.

The reason for the misclassification was due mainly to human error. The action plan to address this adverse
finding consists of the following steps:

+ The revised DODI on budget control was approved and implemented in July 2008.
+ Budget managers were again sensitized regarding the importance of allocating the correct expenditure,
+ The audit between the PERSOL and FMS systems were carried out and all differences were corrected.

« A SOP has been put in place to ensure that all requests for the creation of new codes comply with the
requirements and that the correct classification of expenses take place.

+ The AG did not find any misclassifications in the financial year 2007/2008.

RECOMMENDATIONS MADE
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Par 68 - Special Defence
Account  (SDA). The

Committee recommends that
the Accounting Officer ensures
that:

a) the accounting framework
applicable to the SDA and
the classification of the
SDA, which have been
outstanding since
20042005, is clarified
with National Treasury as
a matter of urgency;

Classification. The DOD has decided not to proceed with the reclassification of the SDA as a Schedule 4.

Framework. The National Treasury was approached for guidance on the accounting framework for the SDA.
In the absence of an answer from the National Treasury and in the light of the possible repeal of the Defence
Special Account Act to be included in the Public Finance Management Bill the DOD recommended to the
National Treasury to proceed preparing the financial statements for the SDA on the entity-specific basis of
accounting and it was again approved for the 2008/2009 and 2009/2010 financial statements.

by since the DOD has
referred the matter of the
approval of the
constitution of the
compliance programme to
the Department of Foreign
Affairs, the Accounting
Officer should follow-up
with the Department of
Foreign Affairs and report
back to Parliament within
60 days of the adoption of
this report by the National
Assembly;

The DOD did submit this matter to the Department of Foreign Affairs (DFA) on 14 March 2008. DFA has since
submitted a copy of the terms of reference of the compliance programme that was signed into effect on 15 May
2008, This matter is regarded as finalized.

RECOMMENDATIONS MADE
IN SCOPA RESOLUTIONS
DATED 8 FEB 08

DOD PROGRESS ON ACTION PLANS

B2



c)

surplus funds not required
for immediate use are
invested and withdrawn
when necessary; and

The Mational Treasury instructed the DOD to, in spite of the requirements of the Defence Special Account Act,
not invest the reserve funds of the SDA as it will not be in the economic interest of the State. The investment
policy is currently in the approval process and will be promulgated during the 2009/2010 financial year. The
DOD is in process of disinvesting the amount of Rm 0,127 based on the instruction by the National Treasury.
Target date is 2009/2010 financial year. The DOD has been requested to participate in a NT workshop to
discuss matters regarding the SDA. The investment of the reserve of the SDA will be an agenda point of the
workshop.

d)

a policy governing
investments of all moneys
to the credit of the
account is compiled with,
approved and
implemented as a matter
of urgency. If investing is
not the way to go, the
Defence Special Account
Act, 1974 (Act No. 6 of
1974) must be amended.

The DOD has prepared an investment policy for the SDA reflecting the instruction by the National Treasury not
to invest the reserve funds of the SDA. The amendment of the Defence Special Account Act is not currently
considered in the light of the possible repeal of the Act and the inclusion of the conditions of the Act in the
Public Finance Management Bill.

Par 7 - Catering services

rendered in DOD as
conventional, outsourced
and commercialised
messas. The committee
recommends that the
Accounting Officer
ensures that:
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management  furnishes
Parliament with a
comprehensive quartery
progress  report  with
regard to the status of
messes and the cost to
feed a staff member per
day;

Status of Messes per Service:
SA Army (73 messes)

« Conventional = 69

« Privatisedfoutsourced = 4

SAAF (21 messes)

« Conventional =04

+« Commercialised = 17

SA Navy (26 conventional messes)

SAHMS (08 messes)

« Conventional = 06

« Privatised/outsourced = 02
Cost to feed a staff member:
The current prices (08/09 FY) as determined by the DOD Hospitality Workgroup are as follows:
« Conventional Messes: R58 per member.

+ Commercialised Messes: 80% of ruling ration price.

« Privatised Messes: Each individual contract will dictate the cost.
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