The Budgetary Review and Recommendation Report of the Portfolio Committee on Defence and Military Veterans on the performance of the Department of Defence and Military Veterans for the financial year 2009/10, dated 26 October 2010
The Portfolio Committee on Defence and Military Veterans, having assessed the service delivery performance of the Department of Defence and Military Veterans, reports as follows:
1.
INTRODUCTION 

1.1
The Money Bills Amendment and Related Procedures Act (2009) provides for a parliamentary procedure to amend money bills thus granting parliamentary committees greater opportunity to influence the allocation of funds to the departments they oversee.  

1.2
Section 5 of this Act compels the National Assembly through its committees to annually submit Budget Review and Recommendation Reports (BRRR) on the financial performance of departments accountable to them. The BRR report must be informed by a Committee’s interrogation of amongst others the national departments’ mediums term estimates of national expenditure, strategic priorities and measurable objectives National Treasury published reports, annual reports and financial statements as well as observations made during oversight visits. Essentially the BRR report should be a Committee’s assessment of the department’s performance and service delivery (given available resources), as well as the effectiveness and efficiency with which its programmes are resources. Although the BRR reports must be published at a specific time in the budget cycle, it is clear that the work that informs the report must be ongoing. 

1.3
Section 200 of the Constitution sets out the mandate of the South African National Defence Force (SANDF) which is to “defence and protect the Republic, its territorial integrity and its people in accordance with the Constitution and the principles of international law regulating the use of force”. In pursuance of this mandate, the Department of Defence provides, manages, prepares and employs defence capabilities commensurate with the needs of South Africa, guided by Constitution, relevant legislation and Executive Direction.  

1.4.1 The Portfolio Committee on Defence and Military Veterans is mandated to, amongst other statutory obligations, support the Department of Defence and Military Veterans (DoDMV) in fulfilling its mandate through the rigorous monitoring of the implementation of and adherence to policies such as the Defence Act 42, of 2002, the White Paper on Defence (1996) as well as the Defence Review (1998). 

1.5
The report comprises three parts, detailing the analysis of the 2009/10 Annual        Report and Financial statements, the prevailing strategic objective, the budget allocation and financial performance and the committee observations and recommendations
2.
THE 2009/10 ANNUAL REPORT AND FINANCIAL STATEMENTS
2.1
The 2009/10 Annual Report highlights the impact a limited budget has on the ability of the South African National Defence Force (SANDF) to maintain and sustain its core capabilities necessary to fulfil its mandate.
2.2
While financial statements for the period under review indicate that the Department of Defence had spent 99.9 percent of its R32 billion budget, performance information demonstrates that the South African Army, South African Air Force, South African Navy and South African Military Health Services failed to meet crucial targets. 
2.3
The Auditor-General expressed a qualified opinion on the financial state of the Department. This is due to matters relating to intangible and tangible assets. The lack of efficient internal controls also contributes to this opinion.  

2.3
Performance across programmes
2.3.1
Landward Defence


The South African Army is overextended, with particular concern regarding its overstretched infantry, engineering and support capabilities. The SA Army currently does not have an air-defence artillery capability, while the air mobile battery could not be provided given the lack of prime mission equipment necessary to fulfil its role. 


Skills retention, age and health of soldiers remain concerns which strain operations, particularly those of the engineering corps. As an interim measure to ensure availability of personnel, the January 2010 MSDS intakes were absorbed into the core service. This is not feasible in the long term, as it would negatively influence the rejuvenation efforts of the Reserves.  
The modernisation of the landward defence remains crucial. However, newly commissioned equipment had to be placed in storage due to insufficient ammunition to operate these systems. 
2.3.2
Air Defence: 
The SA Air Force could only partially meet targets set. It reports a 76% achievement of the planned daily availability of aircraft, while it achieved 98% of the targeted flying hours. 
Underfunding and the retention of technical skills, as well as the maitenance of infrastruture are persistant challenges. Obsolete equipment hampers operations and finite resources threaten the sustainability of combat systems. As a result, the Air Force can effectively only afford to operate the Hawk System with merely the current crew.  Furthermore, only a limited intake of Gripen pilots is possible. 

The loss and recruitment of scarce skills also impact on the operations of the Air Force. It predicts that certain aircraft fleets might be placed in long-term storage while certain capabilities and bases would be closed down. 

2.3.3
Maritime Defence: 

The South African Navy has achieved its targets for the period under review. However, the maintenance and upkeep of facilities and underfunding are enduring problems.  The shortage of scarce skilled personnel, under-funding, particularly for the maintenance and repair of facilities, impact on the ability of the Navy to achieve its objectives. 
2.3.4
Military Health Support:  
Shortage of healthcare practitioners, deteriorating health care facilities and unsuitable equipment hamper long-term sustainability of military health services.  It is reported that the South African Military Health Services (SAHMS) cannot fund renewal projects from its operating budget, while facilities continue to deteriorate and do not comply with Occupational Health and Safety Regulations.  

2.3.5
General Support 

A single compliant logistics information system remains a key outstanding matter, while much work has been done by the Joint Logistics Services to resolve audit qualifications. 


The structure and staffing of the Joint Logistics Division does not support the numerous tasks and functions. The Services division is unable to execute its logistics delegations due to unsuitable structures.

2.4
OVERVIEW OF 2009/10 BUDGET AND SPEDNING TRENDS

For the 2009/10 financial year, the Department received an adjusted budget of R32. 325 billion. All funds were spent, with a reported insignificant under-expenditure of R1.009 million. 


Unforeseen and unavoidable expenditure of R30 056 million is reported, due to salary increases not planned for in the original Vote.  An additional R100 million was unspent due to the withdrawal of the SANDF peace support operation in Burundi. 


Reallocation of funds also occurred. Virements (R446 930 and R35 494) were mainly approved to fund salary adjustments and were reallocated from Transfers and Subsidies.  An additional R 2.9 million had been redirected from General Support to Military General Support to establish a Public-Private Partnership. 

2.5
AUDIT OUTCOME 

The Department received a qualified audit opinion for the period under review. However, it managed to decrease qualifications from six in the 2008/2009 financial year to one in 2009/10.


The Department failed to disclose financial information on moveable tangible capital assets, intangible capital assets and immovable tangible assets. A properly maintained asset register is still lacking. 


Current internal controls and systems are not suitable to adhere to accounting standards as prescribed by National Treasury. The Department currently manages assets according to the North Atlantic Treaty Organisation (NATO) prescripts. Systems are also not integrated and do not support proper accrual principles. 


Irregular expenditure of R1 billion is also reported. The payment of housing allowances, and military dispensation and performance incentives were not done in accordance with proper processes, as prescribed by Section 55 of the Defence Act and Section 2 of the Public Finance Management Act, 

Record keeping pertaining to performance management was not adequate. Performance management contained in the Annual Report was not adequately reviewed for completeness and accuracy prior to the audit. 

3.
OVERVIEW OF 2010/11 BUDGET AND ALIGNMENT TO STRATEGIC OBJECTIVES

3.1
STRATEGIC PRIORITIES AND MEASURABLE OBJECTIVES

3.1.1
A strategic plan addresses few key areas on which a department must focus in support of Government policy, as well as the strategies to achieve them. It is an important tool to achieve Government objectives, to address financial management and service delivery problems, and to ensure that services are delivered in the most economical, effective and efficient manner. The plans are both informed and designed to realise the mandate of the department and to indicate how allocated budget will be spent. 
3.1.2
 The Department translates its mandate into three core defence objectives which inform departmental priorities: 

i. The defence and protection of South Africa, its sovereignty, its territorial integrity, its national interests and its people;

ii. The promotion of human security, both domestically and internationally, in order to contribute to freedom from fear and want; and

iii. The contribution to a better life for the people of South Africa..

3.2

MINISTERIAL PRIORITIES 

For the 2010/11 financial year, the Department outlined 14 priorities as set out by the Minister of Defence and Military Veterans: 

· The establishment of the Department of Defence and Military Veterans

· The rejuvenation and upgrade of the Landward programme

· The upgrade and maintenance of infrastructure

· The improving of the capacity of the Defence Works Regiment

· The aligning of the Defence Secretariat with its constitutional and legislative mandate

· The establishment of the National Defence Force Service Commission and its supporting structures

· The transformation of Armscor

· The incremental refocusing of Denel to support defence strategic objectives

· The promotion of a culture of good governance

· The improvement of information technology, with specific focus on the roll-out of the Integrated Financial Management System (IFMS) and the use technology to improve administration and accountability

· The redevelopment of a defence strategy that is aligned to the current  and emerging Defence needs

· The revitalisation of the Reserves

· The optimal utilisation of the collateral value of defence capabilities in responding to the socio-economic needs

· The development and implementation of the Community Service programme

3.3
In response to the State of the Nation Address (SONA) and the ten priorities outlined, the Department committed itself to the following: 

· In line with building economic and social infrastructure, the Department will promote partnerships with other organs of state at local and municipal level to accelerate the delivery of socio-economic need.
· The establishment of the Works Regiment wil improve the Department’s capacity to maintain defence infrastructure, contribute to youth development and will empower underutilised defence personnel. 

· The strengthening of its skills base remains a priority.  The Department intends restructuring its training capacity to provide greater support to the Military Skills Development System (MSDS), and to promote access to post-secondary funding as well as access to NQF-linked training opportunities. 

· The Department of Military Veterans will also be established in the current financial year.
· The Departmental civic education programmes will be intensified, as part of its contribution to  cohesive, caring and sustainable communities

· In pursuit of African advancement and enhanced international co-operation, the Department refers to the promotion of nationally indentified outputs that relate to advancement of regional and global security, and peace and sustainability, and will ensure that regional and continental peace and security structures are capacitated to support the requisite deployments in peace missions and general military assistance missions. There will be improved governance of the SADC’s Specific Defence Security Sector Reform programmes and implementation of the India-Brazil-South Africa (IBSA ) defence agreements.
3.4
OVERVIEW OF 2010/11 BUDGET ALLOCATION AND TRENDS  

3.4.1
The Department received a total budgetary allocation of R30.7 billion for the 2010/2011 financial year, and it is expected to increase to R36.3 billion in the 2012/13 financial year.  The allocated R30.7 billion is significantly less than the previous year’s allocation and represents a -10.11% decrease in real terms. [Note: The real increase takes into consideration the inflation target rate of 6.7 percent]

3.4.2
While the Defence budget represents 1.14% of the gross domestic product (GDP) and is well within the 2% norm as set by the International Monetary Fund (IMF), a decreasing Defence budget could hamper the SANDF’s ability to meet its obligations.
3.4.3
Trends in the allocations to Departmental programmes indicate that the Landward Defence programme has been allocated the largest portion of the Defence budget (32.5%), while the Air Defence programme accounts for the second largest share of the budget (19.7%). The General Support programme received 12.8% of the budget which will be spent on renovation, repair and maintenance of facilities and infrastructure. 

3.4.4
Funding allocated for compensation of personnel, goods and services, and the  costs of consultants has increased significantly since the 2009/2010 financial year, while funding for transfers and subsidies to defence agencies decreased. Compensation for personnel has increased from R12.2 billion in 2009/10 to R13.4 billion in 2010/2011, and this is mainly attributed to the increasing number of MSDS members, the upgrading of the Landward Defence programme, as well as improved remuneration of defence personnel. Allocation for goods and services also increased from R5 billion to R9.6 billion due to the requirements of the SA Army to acquire mortars, operational earthmoving capabilities, and night-vision and anti-tank capabilities. Contractors will be utilised to assist the Department in resolving audit qualifications, as well as completing the Defence Update and Defence Strategy, hence the increased allocation of R3.8 billion for the current financial year compared to the R3.1 billion allocated to it in 2009/10. For the same period, transfers and subsidies to defence entities decreased from R8.07 billion to R5.9 billion, and this is mainly due to the cancellation of the A400M Airbus Strategic Airlift Capability contract and the finalisation of the frigate and submarine projects. 
3.5
PROGRAMME ALLOCATION AND MEASURABLE OBJECTIVES:  
3.5.1
The Administration programme, according to the Department, facilitates the overall management of the Department and is responsible for policy development, management and administration.  It received R3.2 billion for 2010/11 financial year. Representing an increase of 6.38% on the previous allocation, the budget is expected to increase to R3.9 billion in 2012/13. The Human Resource sub-programme received the second largest portion of the allocation due to the funding required for the establishment of a “management capability” for military veterans (R20 million), funding for the interim national defence force service commission and funding for the training of MSDS recruits. Increases in the budgets of the legal services sub-programmes will be utilised for the implementation of the occupation specific dispensation for legal practitioners.  Limited available funding for the filling of vacancies means that only 40 379 positions out of 51 409 could be filled. The vacancy rate in the Department will thus be 22%. 

3.5.2
The Force Employment programme provides and employs defence capabilities (including operational capability) to successfully conduct operations, as well as joint, multinational and interdepartmental exercises. Receiving an allocation of R1.9 billion, the Department aims to provide and employ special operations capability in accordance with national requirements,  to conduct at least 12 external peace missions per year in accordance with the requirements  to promote peace and stability, to conduct 21 joint interdepartmental and multinational force preparation exercises over the MTEF period, as well as to conduct four operations per year in support of other government departments and in compliance with international obligations. The largest allocation has been given to the regional security sub-programme (R1.billion), and this represents a 339.69% increase.

3.5.3
Landward Defence, which provides for prepared and supported landward defence capabilities for the defence and protection of South Africa, received R9.9 billion - the largest portion of the total Defence budget. These include infantry capability, armoured capability, artillery capability, air-defence artillery capability, engineer capability, as well as signal capability.  Funding will be utilised mostly for the modernisation of landward defence capabilities.

3.5.4
With a total budget allocation of R6.05 billion, Air Defence is responsible for providing prepared and supported air defence capabilities for the defence and protection of South Africa.  The total allocation decreased by 44% from the previous financial year, partly due to the cancellation of the A400M Airbus Strategic Airlift capability. The Air Combat Capability sub-programme received the largest allocation, followed by base support capability sub-programmes. 

3.5.5
The Maritime Defence programme provides combat-ready and supported maritime defence capabilities for the defence and protection of South Africa. Funding for this programme reflects a 3.79% real increase, from R1.96 billion in 2009/10 to R2.1 billion for 2010/11. This is partly due to the finalisation of the frigates and submarine projects. The increased budget will provide a sub-surface combat capability of three submarines in each annual operational cycle, two mine countermeasures systems in each operational cycle, as well as the finance for an ongoing hydrographic survey capability. 
3.5.6
Military Health Support provides medical combat support elements and services, and

constitutes 9.01% of the Defence budget. With the R2.77 billion allocated to it, a roll out of a comprehensive multidisciplinary military health service to approximately 230 000 members annually is expected. It also intends providing health support for five medical battalion groups, including specialist medical battalions for deployed and contingency forces. 
3.5.7
Defence Intelligence provides defence intelligence and counter-intelligence capability and consumes the smallest portion of the budget, i.e 2.1%.

3.5.8
General Support provides general support capabilities and services to the Department and is the third largest programme in the Department, comprising 12.8%  of the total expenditure. This is in line with the Departmental priority to address the issues relating to the conditions of defence facilities. Due to the maintenance and upgrade of defence facilities and the upgrade of runways ad hardstands at Air Force Base Waterkloof, it is budgeted at R1.1 billion. The repair and maintenance of defence infrastructure is a crucial issue, as the Department declares continued funding constraints have given rise to maintenance backlogs. This impact on the operational readiness of the SANDF and its ability to provide, deploy and support forces. 

3.6
ANALYSIS OF QUARTERLY EXPENDITURE REPORTS [To date, the portfolio committee’s method of work does not include quarterly evaluation of departmental spending and performance. This part of the report is therefore based on expenditure information supplied by National Treasury].  
3.6.1
The implementation of a new salary dispensation for SANDF personnel dominates quarterly expenditure. As at 30 June 2010, the Department had spent R5.961 billion (19.41%) of its total allocated budget.  Current payments – compensation of employees - amounted to 22.30%, largely due to the new salary dispensation implemented in December 2009.  An overspending of R2.575 billion is projected for the current financial year, to fund this new salary dispensation. 

4.
COMMITTEE OBSERVATIONS AND RECOMMENDATIONS

4.1
Observation

4.1.1
The Committee notes with concern that the current defence budget is insufficient. Given the limited funding, the SANDF cannot meet its obligations and fulfil its mandate. However, greater effort is needed to ensure that current limited resources are effectively directed to national defence priorities.  This entails improvements in the current planning, management and monitoring of departmental spending. 
4.2 Recommendations

4.1.2 The Department must put in place urgent measures for ensuring compliance with legislation and National Treasury regulations.  The effectiveness of an internal audit unit also requires urgent attention.  Internal Audit committees play an integral role in ensuring that effective internal controls are in place thus enabling departments to identify areas of weakness before they become areas of audit qualification.

4.1.3 Asset management remains a major challenge, and a source of qualification for the DoD. A strategy must be developed and implemented that will address its counting, verification, recording and documentation of all assets.

4.1.4 Effective oversight of the Defence Force and evaluation of performance and monitoring of service delivery requires regular interactions with the Department. Therefore, quarterly report hearings on the financial performance and administration are needed to ensure that the SANDF meets its obligations. 

4.1.5 The budget allocation to the Department should be augmented. Sufficient funding must be allocated for the effective safeguarding of the land borders by the SANDF, effective service delivery to military veterans as well as improving the conditions of service of SANDF members. 
5.
Conclusion 

5.1
The Portfolio Committee on Defence and Military Veterans remains concerned over the ability of the SANDF to meet its obligations effectively within a limited budget.  The recommendations made in this report are primarily aimed at addressing enduring audit qualification owing to poor asset control, while stressing the alignment of the Defence budget with its mandate. The Committee trusts that under the leadership of the recently appointed Secretary for Defence, positive change will be effected.  

PAGE  
1

