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1. EXECUTIVE SUMMARY
1.1.

Background
1.1.1.

ENSafrica Forensics (“ENS”) in partnership with Sekela Xabiso, a black-owned
professional financial consulting firm (“SKX”), was appointed to conduct an
independent commercial investigation into certain financial matters at SAA.

1.1.2.

The background to our appointment is that SAA’s financial performance has
been unacceptable over many years. Losses have magnified and the company
is increasingly reliant on government guarantees to raise funding. The cost of
funding constantly increases, further exacerbating the financial difficulties. We
understand that it has become almost impossible to fund capital assets on the
balance sheet requiring higher leasing/funding costs.

1.1.3.

ENS have performed a number of investigations for SAA in recent years and
have extensive first-hand knowledge of irregularities perpetrated by employees,
including senior executives of the airline. Many of these irregularities have
highlighted significant negligence and mismanagement, as well as acts of
dishonesty, which have potentially prejudiced the airline. During our prior
investigations into irregularities involving senior management, we helped the
SAA Board to stop several long-term contracts that would have resulted in
fruitless and wasteful expenditure to the value of over R1 billion.

1.2.

The mandate of the investigation
As per our instructions from the Board, the commercial investigation, which we were
requested to perform, in collaboration with our financial consulting partner SKX, will address
the losses and governance issues raised above, but will also have specific regard to:
1.2.1.

Profitability planning and analysis;

1.2.2.

Cash planning and management;

1.2.3.

Financial controls;

1.2.4.

Monitoring of performance plans and budgets;

1.2.5.

Responses to poor performance (consequence management);

1.2.6.

Monitoring of contracts (delivery and costs);

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 4 of 317

1.2.7.

Cost management of the major operational activities;

1.2.8.

Funding costs and arrangements;

1.2.9.

Organisational structure and capacity and division of duties;

1.2.10.

The procurement process, both from a compliance perspective and the
commerciality of contracts entered into;

1.2.11.

The effectiveness of PFMA compliance and delegation of control framework;

1.2.12.

Review revenue streams and ensure appropriate accounting controls are in
place; and

1.2.13.

We have agreed to carry out a specific analysis, inter alia, pertaining to the
following general areas of SAA’s operations:
1.2.13.1.

Amadeus revenue recognition;

1.2.13.2.

InterVistas – fleet/network planning;

1.2.13.3.

Star Alliance contract;

1.2.13.4.

Voyager - loyalty awards programme;

1.2.13.5.

Monitoring of quarterly performance;

1.2.13.6.

Performance compared to competitors;

1.2.13.7.

Analysis of loss/balance sheet;

1.2.13.8.

External audit firm considerations;

1.2.13.9.

Group strategic documents;

1.2.13.10. Reports to the Parliamentary Monitoring Group; and
1.2.13.11. Insurance cover.
1.3.

We have performed several other investigations in respect of which we have identified
corruption concerns. These investigations and the reports related thereto do not form part of
this assignment which as conveyed above is focused on governance, addressing revenue
leakages and costs containment.
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1.4.

Procedures performed
1.4.1.

Overall procedures performed
Our findings are based on the investigation that we have performed, the
interviews that we have conducted and the documentation that we have
assessed. We looked at cost compression and revenue leakage areas, in
consultation with the management team at SAA. This process resulted in the
identification and confirmation of various areas, where management of SAA can
achieve significant cost savings or improved earning capacity.

1.4.2.

Long-Term Turaround Strategy (LTTS) initiatives
Many of these findings and initiatives were previously identified by the
Executive Committee (“Exco”) under the Long-Term Turaround Strategy
(“LTTS”) – June 2013 document, but were not initiated or failed to progress, as
a result of various constraints, including inter alia, management changes, lack
of co-ordination and follow through, staffing constraints, poor governance, etc;

1.4.3.

Management’s comments to our findings
Our findings have been updated to include management comments relating to
the three main sections being Revenue, Pilot Costs and Procurement. We have
attached Annexure B Annexure D, which relates to comments from various
representatives within the Supply Chain Department, including the Acting Chief
Procurement Officer, Mr Lester Peters. All findings relating to Pilot Costs have
been presented to the Executive of SAA prior to completion.

1.5.

Revenue leakage and protection
1.5.1.

The Airline Revenue Integrity Group (“ARIG”) believes that leakage is costing
airlines as much as 3% of revenue;

1.5.2.

At SAA revenue leakage could be detected, and recovered through improved
revenue protection initiatives, better governance and enhanced internal controls
and procedures;

1.5.3.

Since inception of this assignment, together with management we have
identified numerous areas of potential revenue leakage which are set out in
table 1 and amount to R766.394 million (each area of potential revenue
leakage is set out in detail below – table 1);
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1.5.4.

We also identified areas of potential revenue leakage that could not be
quantified by management due to the absence of reliable information / data (see
table 1 below). A quantification of these areas could result in the detection of
potential revenue leakage and an opportunity to increase revenues if reliable
information was gathered;

1.5.5.

The R766.394 million potential revenue leakage and revenue optimisation is in
addition to potential cost savings and increased revenue specifically related to
pilot costs and benefits of R964.4 million, (as set out in table 2). This report
provides the details on the findings of these initiatives which, to date, amount to
a total of approximately R1.73 billion.

Table 1: Areas of potential revenue leakage identified by ENS and SKX

Area of potential revenue leakage

Expected net
savings
(R’million)

Quantifiable:
Ticket fare audits

154.899

Ticket tax audits

118.347

Interline related adjustments
Potential Interline adjustments
Refund audits of GSA & own sales

80.000
132.810
12.000

Ancillary revenue

280.326

Total expected revenue savings

766.394

Areas that cannot be quantified:
Interline revenue leakage due to processing
errors

Not quantifiable

Incremental Interline revenue

Not quantifiable

Ticket tax processing errors

Not quantifiable
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Area of potential revenue leakage

Expected net
savings
(R’million)

Tickets issued by Agents and OTA’s

Not quantifiable

APRA - Amadeus exception reports

Not quantifiable

Table 2: Potential cost savings and increased revenue related to renegotiation of
Pilots Regulatory Agreement

Expected net
savings
Flight deck crew savings if the Regulatory
Agreement is renegotiated
Simulator/check allowances
Travel benefit

(R’million)
21.400
185.000

Sick leave

46.000

Leave

49.000

Maternity leave

7.800

Reduction of leave liability

152.600

Salary adjustment

273.700

Productivity improvement

193.800

Hotel and subsistence allowance
Total

35.100
964.400
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1.6.

Absence of ticket fare audits
1.6.1.

The Industry norm as quoted by Amadeus and Mercator is that conservatively
3%-5% of ticket fares and taxes not verified could be in error. Incorrect ticketing
by SAA’s own sales offices and General Sales Agents (“GSA’s”) results in
revenue leakage. This area of revenue leakage is primarilty attributable to
inadequate resourcing. The Revenue Accounting Department (Accounting
Control and Revenue Protection) currently has insufficient staff resources to
detect, prevent and recover monies lost due to incorrect ticketing;

1.6.2.

The GSA agreements provide for the recovery of revenue losses due to
incorrect ticketing. Using an average error rate of 0.6%, which was identified for
the period July 2014 to February 2015, we then took the full year sales figures
for the last two financial periods to determine the total potential revenue lost due
to the absence of fare and tax ticket audits; and

1.6.3.

Using the industry norms we have extrapolated that with an error rate that can
range from as low as 3% to as high as 5%. In 2016, 3% equates to a potential
revenue leakage of R154 million per annum.

1.7.

Absence of ticket tax audits
1.7.1.

The Industry norm as quoted by Amadeus and Mercator is that conservatively
3%-5% of ticket fares and taxes not verified could be in error;

1.7.2.

Incorrect ticketing by SAA own sales offices and GSA’s affects the tax portion
resulting in revenue losses. There are currently insufficient staff resources in
Revenue Accounting (Accounting Control and Revenue Protection) to perform
audits and recover monies lost due to incorrect ticketing;

1.7.1.

The industry norm as quoted by Amadeus and Mercator is that, conservatively,
3% to 5% of sales not verified could be in error, with a loss of revenue to SAA.
Therefore we have extrapolated that with an error rate that can range from as
low as 3% to as high as 5%. In 2016, 3% of the tax portion not being audited
equates to a potential revenue leakage of R118 million per annum.
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1.8.

Interline related adjustments
1.8.1.

Potential revenue leakage as a result of, the quality and outcome of Interline
agreements, Revenue Accounting system defects, the ineffective utilization of
Amedues and interline processing errors (industry specific risks) cannot be
quantified. SAA’s Interline net gain/(loss) adjustment, due to the above errors
that was processed through the income statement for the financial period April
2015 to November 2015 amounted to R80 million;

1.8.2.

The processing errors are due to a lack of meaningful and effective reports to
assist with the evaluation of the quality and outcome of the Interline agreements
implemented by SAA. In addition the Amadeus Passenger Revenue Accounting
(APRA) system has deficiencies that affect coding of some of the Interline
agreements. Whilst IATA has enforced stricter coding of Interline invoices some
airlines are still lagging behind which affects quality of their billing;

1.8.3.

Furthermore invoicing of other airlines is verified on an exception-by-exception
basis and, at present, it is not possible to ensure that all invoices are accurately
raised against other airlines. Therefore SAA may be under-collecting revenue
from other airlines; and

1.8.4.

The verification of Interline outward billings against other airlines is currently
only limited to exceptions identified (only the values detected from the high / low
report are selected for verification). The middle values could be inaccurate
resulting in a potential area of revenue leakage..

1.9.

Potential Interline adjustments as at March 2016
1.9.1.

“IATA believes its own interline settlement improvements can save the industry
USD500 million annually, but this is dependent on airlines embracing tools and
standards”;

1.9.2.

Potential revenue leakage as a result of, the quality and outcome of Interline
agreements, Revenue Accounting system defects, the ineffective utilization of
Amedues and interline processing errors (industry specific risks) cannot be
quantified. SAA currently has a provision for potential interline net gains /
(losses) of R147 million (at year-end March 2016), in particular where SAA
overbill other airlines due to reference table coding errors. According to Mr
Mellett, 90% of the R147 million (i.e. R132 million) is likely to be released from
this provision and written back to the income statement. The loss adjustments
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are largely attributable to the complex Interline agreements, which result in
processing and billing errors on inward and outward billings by the Revenue
Accounting Department;
1.9.3.

Other possible causes of interline processing errors which lead to the
gain/(loss) adjustments include the following:
1.9.3.1.

SAA sells tickets (SAA IATA code 083) with flight itineraries that
extend beyond the SAA route network and therefore receive claims
from those airlines for the ‘revenue share’, tickets taxes and
commission that those airlines are entitled to. Other airlines selling
their own tickets with their unique IATA selling code also participate
on the SAA route network and therefore SAA must claim the
revenue share, taxes and commission that SAA is entitled to from
those airlines;

1.9.3.2.

The revenue share is based on various fares and penalty clauses
that are negotiated between airlines and documented in Interline
agreements approved by the SAA commercial Department. The
negotiated fares, rules and penalty clauses are coded into SAA’s
Revenue Accounting system and at the time of sale the total ticket
price is pro-rated (value broken down and allocated to each flight
sector on the ticket);

1.9.3.3.

All airlines with Interline agreements are exposed to the risk that the
airline with the best analytics and supporting data will negotiate the
best deals, as they can steer the other airline toward their goal of
optimizing their revenue share;

1.9.3.4.

SAA has no meaningful and effective reports to assist with the
evaluation of the quality and outcome of the Interline agreements
implemented by SAA. The Interline agreements are managed by
SAA’s Commercial Department; and

1.10.

Delays in Interline settlements also result in potential revenue leakage as the timeframe
before an Interline transaction is finalized can be more than 12 months from rendering of
service. Refund audits of GSA & own sales
1.10.1.

Currently Zero Octa is not auditing the GSA and own sales refunds. Therefore
25% of total sales as well as refunds are currently not being audited. There is
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potentially undetected revenue leakage and an opportunity to increase
revenues if an audit function was implemented;
1.10.2.

Revenue currently generated by the refund function is, administration fees and,
where applicable, cancellation fees deducted from refunds due to passengers,
amounts to between R18 million – R20 million per month. On average the
refund Department receives 6 000 refund applications per month;

1.10.3.

Indications are that when transactions are audited, an error rate of 0.77% has
been proven to be indicative of expected error rates. An audit trial run of GSA
sales conducted by Zero Octa highlighted a potential error rate of 4% when
applied to information not previously audited. Management could not quantify
potential revenue leakage as a result of refund processing. However based on
an annual figure of R300 million per annum, we extrapolated that the potential
saving applying the 4% error rate equates to potential revenue of up to R12
million per annum; and

1.10.4.

In addition using Zero Octa has a direct cost implication as Zero Octa would
charge per transaction audited not recovery base as applicable for agent
transactions. According to Mr Mellett, a refund audit is to be part of APRA
Phase II implementation.

1.11.

Ancillary revenue
1.11.1.

Based on IATA and Star Alliance statistics, the industry average for ancillary
revenue is approximately US$16 per passenger. The industry average includes
four different revenue streams namely, a la carte, commission based, frequent
flyer programmes and marketing initiatives;

1.11.2.

SAA’s ancillary revenue for the year to 31 March 2016 was R560 651 999, this
translates to US$6.21 per passenger. This calculation however based on all
flown passengers and excludes frequent flyer programmes (FFP’s). Including
FFP’s the ancillary revenue per passenger was US$10.47 (versus US$16 per
passenger) as at March 2016. SAA currently only reports ancillary revenue
using the a la carte and commission based ancillary products. Voyager is not
currently reported as an ancillary revenue stream due to the design of the
programme and its strategic relevance to SAA;

1.11.3.

By implementing initiatives to improve the current recovery rate by just 50% to
US$9.31 per passenger, which is still relatively conservative compared to the
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industry average of US$16 per passenger, this translates to additional potential
revenue of R280, 325,999 (R280 million) that could potentially be earned.
Currently SAA’s target is to grow ancillary revenue to US$10 by the 2019/20
financial year; and
1.11.4.

There are opportunies for SAA to grow its ancillary revenues by targeting the
additional two industry related ancillary revenue streams which SAA does not
currently report. SAA has identified and continues to implement opportunities to
improve and market its current ancillary product offering. Various other revenue
streams have been identified to generate additional ancillary revenues most of
which will be implemented in or at the end of the 2016/17 financial year. Many
such revenue optimisation opportunities have since been implemented in the
2017/18 financial years with a resultant growth in ancillary revenues.

1.12.

Ticket tax reconciliations
1.12.1.

SAA is exposed to more than 500 ticket taxes collected on ticket sales which
are paid to tax authorities or other airline when flown. Interline ticket taxes
represent an escalating revenue leakage problem. The variety of document
types and revenue streams is not transparent, and without industry
standardisation, SAA and other airlines struggle to accurately assess tax
applicable to interlineable coupons, invariably resulting in incorrect billing of
taxes in interline relationships;

1.12.2.

There is potential revenue leakage due to incorrect Interline ticket taxes claimed
in interline settlement process and incorrect payments to various tax authorities
(more than collected taxes/ over-claims by ticket tax code and reconciliations);
and

1.12.3.

However the potential revenue leakage as a result of ticket tax processing
errors cannot be quantified.
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1.13.

Tickets issued by Agents and OTA’s
1.13.1.

Agents issuing tickets that do not respect the fare rules (i.e. reservation,
ticketing time limits, breaking sectors etc) are a source of revenue leakage.
This is when the real coupon value in Revenue Accounting does not align with
Revenue management expectations; and

1.13.2.

The potential revenue leakage as a result of ticket reservation related errors
cannot be quantified. Management’s intention is to expand the ZeroOcta audit
to include reservation transgressions on a recovery cost basis.

1.14.

Potential Incremental Interline revenue
1.14.1.

The Commercial Department indicated that there is a potential to increase
interline revenue by between 10-15% by improving revenue protection and
better interrogation of SAA’s tickets by the Revenue Accounting Department.
Estimates of the potential incremental value have not been included in our
revenue growth calculations as the 10-15% is wholly based on negotiations with
the various Interline partners.

1.15.

Amadeus exception reports
1.15.1.

SAA does not follow up on valuable exception reports from the Amadeus
system, which leaves potential revenue leakages undetected. These various
reconciliation reports or transaction review data downloads have been ‘put on
hold’ until such time that SAA has sufficient staffing resources to react to the
exception reports and follow up revenue leakage issues highlighted by these
reports;

1.15.2.

As a result SAA is suffering substantial losses due to insufficient resources
ensuring that these exceptions can be adequately followed up, revenues
recovered and preventative measures being put in place to mitigate risks
identified in the ordinary course of business at SAA; and

1.15.3.

This needs to be highlighted as a high-risk area requiring the Board’s urgent
intervention, as the revenue leakage though it cannot be properly quantified is
likely to be material and a significant cause for concern.
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1.16.

Suggested Revenue Protection measures
1.16.1.

Management is of the view that there is a lot of scope for improving revenue
protection initiatives, and shoring up revenue leakage by implementing the
following:
1.16.1.1.

Employing additional resources with required skills needed in
Revenue Accounting Protection Department to detect, prevent and
recover revenue lost;

1.16.1.2.

Appointing a specialist Project Manager to monitor implementation
of SAA’s Amadeus Passenger Revenue Accounting (APRA) System
ticket fare, tax and refund audit functionality and include the
improvement of the accounting/monitoring of ticket taxes by
Revenue Accounting – Accounting Control staff;

1.16.1.3.

Appointing a specialist Project Manager to assist with the APRA
Phase 1 close out and the enforcement of enhanced APRA
deliverables by Amadeus and also to ensure that SAA makes
progress with reports being created by IT, that are necessary to
improve financial control and reduce revenue leakage on Interline
related adjustments;

1.16.1.4.

Redeploying staff from Revenue Accounting processing functions
and SAA ticketing offices to sales and Interline outward billing audit
functions;

1.16.1.5.

Implementing Interline audit functionality to verify all Interline billings
(outward and inward) on monthly basis;

1.16.1.6.

Appointing a specialist Interline audit service provider on a shortterm basis to review current Interline agreements and the quality of
SAA’s interline processing. If required continue with second pass
audit of interline claims accepted by SAA staff to detect errors, if
any;

1.16.1.7.

Improving the financial reporting and interface between Commercial
and Revenue Accounting (APRA) regarding ancillary revenue
coding and general ledger mapping; and
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1.16.1.8.

Implementing procedures for Revenue Accounting to follow up on
valuable exception reports from the APRA system.

1.16.2.

It is critical that SAA start as soon as possible to get cross-functional
participation and that Project timelines are set for action and ultimate
quantification of revenue leakage being detected and recovered.

1.17.

Flight deck crew
1.17.1.

The issue of excessive costs incurred by SAA in respect of rebate travel for the
flight deck crew was raised during our discussions with various SAA staff. We
obtained pilot costs for the financial year 2015/2016 to assess their salary costs
by comparison to industry norms and further in relation to the rest of SAA staff
costs;

1.17.2.

SAA employ 7,959 staff, of which there are 754 pilots. Pilots therefore make up
9.47% of the total SAA staff complement. Pilot salary costs for the 2015/2016
financial years was R1, 824,610,724. The total salary costs for SAA for the
2015/2016 financial years was R5, 412,329,830. This would equate to the pilot
salary costs being 34% of the total salary cost;

1.17.3.

In comparing the salary costs to that of the international, regional and domestic
salary costs, we compared the SAA pilots’ salaries to 59 other Airlines operating
internationally, regionally and domestically. We found that the SAA pilots were
on average drastically more expensive in the domestic and regional market
(narrow body aircraft) and more expensive than the international market (wide
body aircraft);

1.17.4.

In respect of the African region, pilots have an average salary of US$141,108
(as at September 2015). SAA average pilot’s salary as at September 2015 was
US$182,038. This provides an indication that the SAA pilots are being paid an
average of 22.48% above the African average. When looking at the average
salaries of the 59 airlines globally, the averages for Europe was US$178,012,
Asia Pacific was US$111,568 and Middle East and Northern Africa was
US$163,287, all these areas are below the average salary of SAA pilots’. The
only area that was higher than SAA was the average in the Americas at an
average value of US$197,060;

1.17.5.

Using the data obtained through IATA’s analysis of the 60 airlines, SAA pilots
are earning 22.48% more than the average African airline pilot. Should the
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salaries be renegotiated, we would expect to see a reduction of salary of at
least 15%, creating a saving of R273, 691,608;
1.17.6.

In addition, we noted that based on the analyses in pilot effectiveness based on
productivity, SAA pilots were effectively 20% less productive than the
industry norm based on the 60 airlines average. Taking the salary costs and
productivity into account, this is causing SAA to have increased operating costs
(in aggregate) on every route flown. This in turn is reducing the route profitability
which is contributing to the losses that SAA are currently experiencing;

1.17.7.

We obtained a breakdown of the actual productivity of the SAA pilots. SAA
pilots have an average productivity target of 900 flying hours per annum on
the wide-body fleet, 852 hours on the narrow-body fleet and 828 hours on
the Cargo fleet, as per the Extra Flight Pay (EFP) Agreement. The average
productivity for the SAA pilot is 778 flying hours per annum. This amounts to
an average productivity statistic of approximately 86%;

1.17.8.

Taking into account the fact that SAA pilots are working in accordance with the
Regulating Agreement between SAA and The South African Airways Pilot’s
Association (“SAAPA”), the pilots should have had an equitable workload
spread, with productivity being the driving factor. According to various parties
within SAA, the planning of pilots has however been determined by the bidding
process of the pilots in terms of their seniority and did not take into account
productivity targets. This enabled certain senior pilots to cherry pick the routes
that they wanted to fly, which in turn negatively affected their productivity, and
the more junior pilots worked additional time and exceeded their productivity
targets which leads to them claiming overtime (Extra Flight Pay/EFP). The pilots
used their own manual system (which was designed by a SAA pilot) and chose
not to use the SAA approved (computerised) Pegasus System;

1.17.9.

Based on the ineffective productivity utilisation statistics of and the payment of
EFP to the SAA pilots, this has a negative financial result;

1.17.10.

By increasing the productivity of the pilots by 10% and reducing the overtime
cost, this should result in a potential benefit to SAA of approximately R193,
785,813 (R193.8 million);

1.17.11.

In addition to having low productivity, paying overtime equivalent to five
additional pilots, SAA pilots also enjoy the option to contract their services to
other airlines, while continuing to enjoy their benefits from SAA, and depending
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on their contractual period with the contracting airline, they are still promoted
each year within SAA.
1.17.12.

In this regard, SAA have approved that a competitor airline – Fast Jet utilise 13
SAA pilots to pilot their aircraft, and a further two pilots that operate in the
Far East or America;

1.17.13.

“Fastjet are on their way to becoming Africa's first pan-continental airline. Since
launching in 2012, they have flown nearly 2,000,000 passengers with
customers benefitting from fares as low as US$10 one way.

Fastjet has

introduced international standards of safety, quality, security and reliability with
over 90% of all flights arriving on time. They are proud to support a loyal
customer base - 80% of which are repeat Fastjet flyers”
1.17.14.

Fast Jet has five aircraft, and based on the low cost airline model of Mango, an
average of 10 pilots are required per aircraft. Based on the pilots provided by
SAA to Fastjet, SAA are assisting Fastjet, their competitor, to fly 40% of its
metal in direct competition to SAA. Fortunately, SAA do not pay their pilots
during this contract period and these pilots utilise their accumulated leave time
to fly the competitor’s aircraft, resulting in a reduction to SAA’s pilot costs.
However, the consequence of this arrangement is that SAA are assisting a
competitor airline to obtain a foothold in the same regions within which SAA fly
their own aircraft;

1.17.15.

The Regulating Agreement referred to above also provides SAA pilots with
extensive travel benefits. Applying the pilots travel benefits for the 2015
calendar year and using the 2016 average fares on all flights utilised by pilots,
this additional benefit totals approximately R185 million, and based on their
contractual benefits, SAA pilots have preference in seating for their families; in
effect fare paying passengers cannot purchase seats that have been requested
and booked by SAA pilots up to 3 months in advance. Not only does SAA lose
significant revenue during peak holiday season, they also lose customers in that
this causes passengers to find alternative competitor airlines to travel;

1.17.16.

We have obtained information that nine (9) SAA pilots are resident in Australia
and the United States of America, of those nine (9), two (2) are operating
businesses and aligning their flight schedules around their personal situations.
The manner that these nine (9) pilots are scheduling their flights via the
bidding system has a negative effect on their productivity and also effects
the morale of more junior pilots;
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1.17.17.

Further to this, pilot spouses and/or children also fly on a confirmed basis to the
same destination on the aircraft the pilot is operating to the overseas
destinations.

1.17.18.

The pilot then has, on average, a 2-day stay at the overseas destination where
they are still on duty. These duty days are then used as additional off days for
family excursions;

1.17.19.

An additional concern regarding these ‘slipping’ days is that SAA originally only
had a one-night stop-over at Washington, New York and Perth, and based on a
fatigue complaint by Captain Stegmann, an internal study was performed by
Captain Wynand Serfontein. This study found that a two-night stopover would
better suit pilots to avoid being fatigued. The standard based on the CAA flight
and duty limitations is a one-night stopover. This assessment should have been
conducted by an independent external aviation expert, as the study prepared by
Captain Serfontein is a study effectively requested by SAA pilots and prepared
by SAA pilots, to the advantage of the SAA pilots but to SAA’s detriment;

1.17.20.

Depending on whether the study is correct or not, this would have a financial
impact on SAA, in that SAA is be paying for an extra night per flight, per
destination, for all pilots. The costs pertaining to hotel and subsistence
expenses are conservatively estimated at approximately R10 million per
annum. There are a number of other areas where the SAA pilots have benefits
in terms of the above agreement that appear to be excessive and
unreasonable, such as inter alia, the choice of hotels as well sick leave and
annual leave benefits. Our employment law team has been providing advice to
SAA to redress pilot costs. We have ensured that our investigation findings are
integrated with SAA’s strategies to tackle this expensive problem;

1.17.21.

These potential cost savings and envisaged increased revenue can only be
achieved if the Regulating Agreement (“RA”) between the SAA pilots and SAA
can be set aside, or if the pilots can be be persuaded to agree to a reduction in
benefits for the greater good of the airline, which is not likely. ;

1.17.22.

SAA has been in dispute regarding the RA and has previously unsuccessfully
attempted to cancel the RA and other related agreements. In 2002 a Private
Arbitration was held to determine if agreements terminable on reasonable
notice. The Arbitrators ruled and held that the RA was not terminable on
reasonable notice, primarily because it is not for an indefinite period:

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 19 of 317

1.17.22.1. 23.

DURATION, AMENDMENT AND PUBLICATION OF THIS

AGREEMENT
1.17.22.1.1.

23.1

This Agreement shall come into operation

on the date of signature hereof and shall remain in
full force and effect until such time as it is explicitly
rescinded by a new agreement signed by both
parties lated to
1.17.23.

The Arbitrators found that the RA is not silent as to its duration, and reasoned
as follows:
1.17.23.1. “Clause 23 is not a clause about terminating the agreement. It is a
clause, which sets out, in sub-clause 23.1, to specify the period for
which the agreement will endure. As such the principle stated by
Smalberger

AJA

has

no

application

and

the

practical

considerations, which were stressed on behalf of the Claimants,
must give way to the express provisions of the agreement regarding
its duration. It is neither here nor there that the parties may have
been unwise or even foolish to agree to those terms, a matter on
which we make no comment. The fact of the matter is that on the
plain language of the Regulating Agreement it is to endure until
explicitly rescinded by a new agreement. That in our judgment
excludes a right to terminate by the giving of notice.”;
1.17.24.

As of 23 October 2013, Mr Brian Patterson of ENSAfrica Inc., t advised SAA
requires an approach that would effectively replace the regime regulating the
relationship with the pilots, with a more appropriate and andmore balanced
agreement, which does not disproportionately favour the pilots and entrench
benefits that are unaffordable to SAA.

1.18.

Flight deck and cabin crew hotel accommodation
1.18.1.

We identified the following probable fruitless and wasteful expenditure in
respect of hotel accommodation costs for flight deck and cabin crew over a twoyear contract period:

1.18.2.

New York flight deck crew
1.18.2.1.

Approximately R14 million additional costs due to not selecting the
Grand Hyatt Flushing Hotel; and
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1.18.2.2.

Approximately R0.73 million additional costs due to the late renegotiation of the flight deck crew contract with Westin Grand Hotel.

1.18.3.

New York cabin crew
1.18.3.1.

Approximately R18.5 million additional costs due to not selecting the
Grand Hyatt Flushing Hotel.

1.18.4.

Sao Paulo flight deck and cabin crew
1.18.4.1.

Approximately R1.9 million additional costs due to incorrect
computation in BAC submission resulting in a more expensive than
necessary hotel option being awarded a contract.

1.18.5.

The above costs total R35.1 million over a two-year period. This is excluding
any synergies or further cost savings that could be achieved as indicated
above. It is further noted that we have only reviewed five contracts, accounting
for 51% of the total spend on hotel accommodation in FY 2015/16 and therefore
we presume that these issues permeate throughout this procurement cycle. It is
consequently anticipated that further cost savings could be achieved by SAA, if
this entire procurement process is reviewed, in detail, by SAA management.

1.19.

Fort Lauderdale – North America Regional office
1.19.1.

Since 30 January 2000, SAA has not operated a flight into Miami, Florida but
has continued to operate a regional office in Fort Lauderdale, Florida (an
approximate distance of 39km apart. A total of 67 American nationals, 51 of
whom are based in Fort Lauderdale are employed by SAA in the USA. To date,
the average monthly salary expense amounts to R4.965 million (an average of
R65 328 per employee per month);

1.19.2.

The Fort Lauderdale regional office was set up in 2004 and is responsible for all
SAA’s commercial operations including generating revenue for SAA through a
customer call center and web sales and to fulfill part of the FAA’s regulated
activities in terms of uplifting passengers to and from the USA;

1.19.3.

A point of sale report indicates that the Fort Lauderdale office is generating
sufficient revenues to meet its operational budget. Management stated that the
North America Regional Office is responsible for managing the 2nd / 3rd largest
revenue-producing region for SAA and contributes to approximately 15% of
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SAA overall revenue. Furthermore the regional office operates within
compliance of corporate and procurement policies as set out by Head Office;
1.19.4.

The Customer Call Centre currently has 42 full time employees (which includes
CSA, group sales, team leaders, managers). As at September 2016 the total
monthly salary cost was USD169 496 (R2 332 265), which equates to an
average of USD4 035 (R55 530) per employee. Of the 42 employees, 29 are
Customer Service Agents (call centre agents). The average monthly salary for a
Customer Service Agent is USD2 896 (R39 848). It would appear that the salary
costs are not justifiable and commensurate with the level of remuneration
awarded to call centre agents at SAA Head Office. A call centre agent operating
in South Africa earns significantly less than that, and as such costs could be
reduced;

1.19.5.

A preliminary business case has been prepared to close and relocate the Fort
Lauderdale regional office to New York. We requested a copy of the business
case prepared from Mr Munetsi. At the date of our report this was yet to be
received;

1.19.6.

Management subsequently advised us that several business cases have been
prepared and submitted to the Board over the years to substantiate the
significant cost saving of the North America Regional Office location in Fort
Lauderdale, as opposed to relocation in New York. A recent evaluation
completed in July 2016 projected that an office relocation to New York would
increase costs by USD $3.5 million to USD $5.4 million (R45, 562,300 – R70,
296,120) over the term of a five (5) year lease with higher employment costs;
and

1.19.7.

We have been unable to obtain relevant information from SAA management to
determine exactly what the Fort Lauderdale office functions are, how they enter
into contracts and how costs are derived.
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1.20.

Simulator, lease and maintenance contracts and payments
1.20.1.

Since June 2016, we have repeatedly requested information relating to the
simulator contracts. Regarding the simulator contract, we are concerned that
according to payments reflected to CAE Inc., the service provider for the period
2011 to 2015, an amount of approximately R1.1 million is reflected as paid. We
have however obtained two invoices for the period 2013 totalling in excess of
R8.2 million, and have attempted to determine whether these payments have
been made, and if confirmed, to which entity such payments were made. We
have requested this information from Mr Dev Erriah, (Chief Financial Officer of
South African Airways Technical). Mr Erriah responded on 14 October 2016
stating “Can I request a bit more time as I am engaging with the CEO before we
respond?” We sent a further mail to Mr Erriah on 14 November 2016,
requesting an update. To date, no response has been received. A follow up
email to Mr Erriah on 25 January 2017;

1.20.2.

SAA has entered into numerous hardware maintenance contracts and software
warranties with various suppliers (most commonly CAE Inc. and its subsidiary,
FDM Flightscape Inc.) and is incurring considerable annual expenses in order to
maintain the simulators, purchase consignment spares for the hardware needed
to operate simulators and to purchase additional annual or ad hoc upgrades to
the software used in the simulators that are operated by SAA. It appears that
SAA management cannot locate or fully comprehend many of the relevant
contracts, to establish which services and supply of goods relate to the
contractual terms of each of the individual agreements; and

1.20.3.

It is asserted that SAA is currently incurring additional regular expenses relating
to hardware maintenance and software warranties, which could easily already
be covered by existing contracts. However, if management are not aware of
SAA’s rights and entitlement under the existing contracts, they will continue to
approve payments for services that would ordinarily be covered in the prevailing
terms and conditions elsewhere within the operations. In addition to this, CAE
Inc. have negotiated to use 50% of the man hours available on the fully
serviced, maintained and SAA staffed simulators, at no further expense to SAA.

1.20.4.

Consequently, in addition to paying possible unwarranted maintenance
expenses, SAA is effectively funding the simulators in order for CAE Inc. to
generate its own revenues in respect of the simulators leased to SAA.

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 23 of 317

1.21.

Star Alliance
1.21.1.

lt has been claimed that SAA is not extracting the full potential value of its Star
Alliance membership and is losing a significant amount of revenue each year.
We endeavoured to determine from the Commercial Department which benefits
are not being optimized or received not just from the Star Alliance membership
but including the code share agreements;

1.21.2.

It has also been alleged that SAA has had non-compliance issues in recent Star
Alliance audits and is at risk of materially breaching, Article 10.3 (Compliance
with membership obligations) of the Star Alliance agreement;

1.21.3.

In addition, as mentioned in the LTTS the North American Alliance with United
Airlines needs to be reviewed as SAA’s US performance has deteriorated over
the past few years; and

1.21.4.

We requested meetings with relevant senior management within SAA to discuss
and obtain relevant information regarding Star Alliance, however approval has
not been granted by the CEO and from the Executive Assistant of the CEO’s
Office.

1.22.

Voyager – loyalty award programme
1.22.1.

It critical to note that there does not appear to be any formal documentation,
agreements or contracts which formalise and set out the relationship between
SAA Voyager and SAA operations. The terms and conditions of the business
arrangement have not been formally defined and the manner in which miles are
valued or redeemed has not been agreed between the parties. The lack of a
formal agreement needs to be urgently resolved within the Internal SAA
processes;

1.22.2.

Management of SAA Voyager is seeking to become an enhanced division within
SAA with more autonomy to be able to make astute business decisions within a
more favourable timeframe. However SAA Voyager management feel hindered
by the bureaucracy and decision making timelines that lead to sub-optimal
decisions being made in relation to an un-optimised operating business model
thus impacting the SAA Voyager profitability and leverage of the programme;
and

1.22.3.

We ubnderstand that this enhanced division status has been on the exco
agenda to be presented to the Board since December 2015.
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1.23.

Procurement and Governance
1.23.1.

In terms of our mandate, we requested 116 procurement files for review;
however only 60 files were provided to us. (This is a concern as potentially
problematic appointments may potentially have been deliberately witheheld
from scrutiny by our team. Of the 60 files received, 52% of the contracts
contained therein, which equates to 31 contracts, were found to be noncompliant with SCM policy and/or the PFMA.General findings identified in the
52% non-compliant contracts comprised the following issues:
1.23.1.1.

Contract

extensions

to

regulate

inefficiencies

in

contract

management;
1.23.1.2.

Abnormal turn-around times for tender processes;

1.23.1.3.

Poor monitoring of contracts to ensure cost compression outcomes
are achieved;

1.23.1.4.

Delayed procurement processes to keep service providers in the
system longer;

1.23.1.5.

Confined processes which are not competitive nor fair;

1.23.1.6.

Lack of signed agreements or abnormal delays in signing contracts;

1.23.1.7.

Ineffective contract management system;

1.23.1.8.

Continued payments for services rendered despite the absence of
signed contracts;

1.23.1.9.

Regarding the 31 contracts found to be non-compliant, three
contracts were found to have overspent their approved budgets
despite an agreed upon cost compression strategy. The three
contracts

were

with

Havas

Worldwide,

CUB3D

and

SFU

Engineering;
1.23.1.10. Havas

Worldwide

R77,500,000.00

which

were

paid

had

an

approved

R131,267,139.64,

resulting in an overpayment of R53,767,139.64;

budget

which

of

thereby
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1.23.1.11. CUB3D which had an approved budget of R22,800,000.00 were
paid R50,425,245.37 thus thereby resulting in an overpayment of
R27,625,245.37;
1.23.1.12. SFU Engineering which had an approved budget of R27,210,114.65
were paid R32,204,156.68 thereby resulting in an overpayment of
R4,994,042.03;
1.23.1.13. The net result of these three contracts alone have resulted in
overpayments totalling R86,386,427.04;
1.23.1.14. As a result of non-compliance with SCM policy and/or PFMA
regulations relating to the 31 contracts identified, a total amount of
R685,036,241.06 should be classified as ‘irregular’ expenditure;
1.23.2.

As part of our review into procurement processes and contracts entered into by
SAA, we have identified the procurement process followed in the appointment
of an Aircraft Components Supplier as an area of concern. There have been a
number of “unsuccessful” procurement processes commencing from 2013
through to 2015 under the following tender references - SP401/12; SP437/14;
SP451/15; SP453/15, and subsequently SP462/15. The latter is under review
based on the legal challenge brought by Air France and KLM;

1.23.3.

Ernst and Young conducted a preliminary investigation to determine whether
there was any merit in the allegation that the Memorandum of Understanding
(“MOU”) between SAA and AAR, and the possible award of a contract to AAR,
was

based

on

a

potentially corrupt

relationship between

AAR

and

representatives of SAA. They concluded that the allegations appear to have
merit and that the matter warrants further investigation;
1.23.4.

The EY report stated “The manner in which the MOU was concluded allegedly
contributed to the resignation of a SAAT Board member, Mr Barry Parsons, who
in his letter of resignation wrote the following when referring to SAAR and AAR:
….’There is clearly a hidden agenda somewhere in this relationship and it
requires urgent independent investigation.’ The reasons for resignation put
forward by Mr Parsons also raised concern. In this regard he amongst others
questioned the probity of the origins of the relationship with AAR.”;

1.23.5.

The EY report considered that there were sufficient concerns regarding the prior
relationship between AAR and SAAT to warrant a full investigation. The EY
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recommendation and reasons therefore, was ignored and a further subsequent
tender was issued and awarded to AAR notwithstanding this caveat;
1.23.6.

The current aircraft components support tender 462/15(under review) is
identical to earlier tenders (SP401/12; SP437/14; 451/15; 453/15) in which AAR
was unsuccessful and to an aborted JV MOU concluded between AAR and
SAAT for services identical to the series of the same tenders. In effect the
current award was the 6th attempt that AAR made for the provision of identical
services. The facts surrounding the repeatedly cancelled and re-issued tenders
would be pertinent to matter;

1.23.7.

The MOU arose from an unsolicited proposal by AAR to SAAT in the middle of
a tender process in which AAR had been eliminated. The effect of the MOU was
to terminate the then current tender process. The MOU provided AAR with the
opportunity to provide the identical services to those that it had failed to
succeed with through the tender process;

1.23.8.

In an earlier tender response AAR represented that their local partner (a
requirement of the tender) was a company, which subsequently denied being
involved with AAR in the tender. A witness made a verbal statement to EY
which purports to cast doubt on the truthfulness of the AAR tender
representations. Such a false representation would ordinarily disqualify the
party from awards for a similar tender;

1.23.9.

The current tender was awarded to AAR together with a newly introduced
partner, which had not previously had any experience in aviation or any
relationship with AAR. This entity’s bona fides has yet to be established;

1.23.10.

It is not known whether this (EY) information has been fully disclosed and
considered by the SAAT legal team opposing the Review application. Failure to
disclose material facts may have further consequences;

1.23.11.

A former Director of SAAT resigned from SAAT Board and from SAA expressly
for reasons of his disquiet over the AAR transactions with SAAT. He stated in
his letter of resignation “There is clearly a hidden agenda somewhere in this
relationship and it requires urgent independent investigation”;

1.23.12.

The Acting CEO has argued that there should be no investigation as the matter
is sub. This is not correct in law and this is not a valid reason to postpone the
investigation;
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1.23.13.

The scope of current review application may not encompass the broader
dealings between AAR and SAAT;

1.23.14.

Although no aspersions are made or implied there is a perception of a conflict of
interest between the SAAT Executive at the time of the earlier negotiations with
AAR and the current decision not to investigate the matter fully;

1.23.15.

This is a significant service/supply contract and the quality services and the
costs provided will have a material impact on the viability of SAA;

1.23.16.

In addition, we have identified and reported on a number of situations which
potentially trigger a reporting obligation in respect of Section 34 of the
Prevention and Combating of Corrupt Activities Act. Section 34 of the
Prevention and Combating of Corrupt Activities Act, 2004 (Act 12 of 2004) ("the
PCCA") requires a person who holds a position of authority and who knows or
ought reasonably to have known or suspected that another person has
committed an offence under Part 1, 2, 3 or 4 or section 20 or 21 (insofar as it
relates to the offences mentioned) of Chapter 2 of the PCCA involving amounts
of R100,000,00 or more, to report such knowledge or suspicion to the police.
The same duty to report is placed on persons in authority with regard to the
offences of fraud, extortion, forgery or uttering a forged document, involving
amounts of R100,000,00 or more;

1.23.17.

A person in authority is defined in section 34(4)(e) of the PCCA, inter alia, as a
director of a company. Once the Board is advised of the suspected fraud or
corruption exceeding R100,000.00, then the reporting duty is triggered;

1.23.18.

We have identified potential fraud and/or corruption related to the AAR
appointment and the above procurement investigations appear to involve further
fraudulent and/or corrupt activities. EY had previously flagged AAR as a
potentially irregular transaction and recommended further investigation;

1.23.19.

We require the Board’s intervention to overcome the impasse on securing
information to complete our commercial investigation; and

1.23.20.

In addition, we require the Board’s instructions to proceed with registering
appropriate criminal matters to ensure that the matters are reported to the
Directorate of Priority Crimes Investigation, so that the Board can be considered
as having satisfied its reporting duties in terms of the PCCA.
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1.24.

Constraints experienced
1.24.1.

During our investigation we requested but were not provided with information
relating to the following:

1.24.2.

•

CAE Flightscape expenditure (Simulator payments);

•

Progress on SAA Legal Departments review of all CAE contracts;

•

Star Alliance (discussion and review of contract with Manager);

•

Parliamentary Monitoring Group reports and presentations; and

•

Mudziwa Travel contract in respect of ground transportation costs;

In addition, during the investigation staff were, at times, unavailable and / or
requested that ENS schedule meetings on approval of the CEO or their
respective Head of Department.
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2. BACKGROUND
2.1.

ENS, in collaboration with our 70/30 joint venture partner SKX, were appointed to conduct
an independent forensic investigation into certain financial matters within South African
Airways SOC Limited (“SAA”);

2.2.

ENS has performed a number of investigations for SAA in recent years and has extensive
first-hand knowledge of irregularities perpetrated by employees, including senior executives
of the airline. Many of these irregularities have highlighted significant negligence and
mismanagement, as well as acts of dishonesty, which have prejudiced and potentially
prejudiced the airline. During our prior investigations into irregularities involving senior
management, we helped the SAA Board to stop several long term contracts that would have
resulted in fruitless and wasteful expenditure to the value of over R1 billion; The
background to our appointment is that SAA’s financial performance has been unacceptable
over many years. Losses have magnified and the company is increasingly reliant on
government guarantees to raise funding. The cost of funding constantly increases, further
exacerbating the financial difficulties. We understand that it has become almost impossible
to fund capital assets on the balance sheet requiring higher leasing/funding costs;

2.3.

Additionally, actual losses tend to be worse than forecast and adjustments are not made in
time to redress adverse trends;

2.4.

There does not appear to be any effective cost-volume-profit accounting that determines
where significant losses are being incurred;

2.5.

The Board is not forewarned sufficiently ahead of major concerns that arise;

2.6.

There is a perception that too often the company moves from one short term response to
another;

2.7.

The Board is not convinced that the financial management and reporting functions effectively
identify the key weaknesses have appropriate controls and reporting in place or monitor
performances;

2.8.

Based on the above, we understand that the board requires an investigation into the root
causes of these failings and is specifically seeking answers to the following specific
questions:
2.8.1.

Where do the losses ultimately lie?

2.8.2.

Is the finance structure effective?
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2.8.3.

Are there clear responsibilities and accountabilities for critical functions?

2.8.4.

Are the financial and administrative controls adequate and effective?

2.8.5.

Is there effective monitoring and reporting?

2.8.6.

Does SAA have the right responses to poor performance?

2.8.7.

Does SAA evaluate the value-add and pricing of contracts and performance of
delivery effectively?

2.8.8.

Does SAA know whether outsourced services provided added value?

2.8.9.

Does finance have sufficient influence over planned business plans, decisions,
transactions and activities?

2.8.10.

Are funding requirements identified sufficiently ahead of time and are they
concluded on the most favourable terms?

2.8.11.

Does SAA identify and report on unusual transactions or contracts and nonperformance of major projects?

2.8.12.

Does SAA analyse costs and profitability adequately? and

2.8.13.

Does SAA have effective strategies to manage controllable and uncontrollable
factors affecting profitability?

3. THE MANDATE OF THE FORENSIC INVESTIGATION
3.1.

As per your instructions, the commercial investigation, which the Board has requested us to
perform in collaboration with our financial consulting partner SKX, will address the context
and questions raised above, but will also have specific regard to:
3.1.1.

Profitability planning and analysis;

3.1.2.

Cash planning and management;

3.1.3.

Financial controls;

3.1.4.

Monitoring of performance plans and budgets;

3.1.5.

Responses to poor performance (consequence management);
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3.1.6.

Monitoring of contracts (delivery and costs);

3.1.7.

Cost management of the major operational activities;

3.1.8.

Funding costs and arrangements;

3.1.9.

Organisational structure and capacity and division of duties;

3.1.10.

The procurement process, both from a compliance perspective and the
commerciality of contracts entered into;

3.1.11.

Effectiveness of PFMA compliance and delegation of control framework;

3.1.12.

Revenue streams and appropriate accounting controls; and

3.1.13.

General procedures relating to the revenue cycle as detailed in our mandate
letter.

4. PROCEDURES PERFORMED
4.1.

We have performed the following procedures to date:
4.1.1.

We obtained and reviewed a significant amount of financial records pertaining
to SAA routes profitability, revenue, cost compression exercise, pilot costs,
expenditure, National Treasury reports and reporting;

4.1.2.

We obtained and reviewed the Code of Ethics and Conduct for South African
Airways;

4.1.3.

We obtained and reviewed the Supply Chain Management Policy;

4.1.4.

We obtained and reviewed the Bid Adjudication Council Terms of Reference
and Functioning, for various procurement matters;

4.1.5.

We obtained and reviewed the Delegation of Authority Policy, including
Delegation of Authority to the Group Chief Executive Officer of SAA and the
SAA Subsidiary Company Boards from the SAA Boards of Directors;

4.1.6.

We obtained and reviewed the Human Resources – Recruitment and Selection
Policy;
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4.1.7.

We obtained and reviewed the procurement files of documentation that was
used to approve the award of services to various suppliers of goods and
services;

4.1.8.

We obtained and reviewed the documentation utilised in the award and
adjudication of various Request for Proposals as per our Terms of Reference;

4.1.9.

We obtained and reviewed the Human Resources Department working file
relating to the position of Training Manager: Revenue Management and Pricing
Operations in Malaysia and South Africa;

4.1.10.

We obtained and reviewed the Travel Benefits Agreement;

4.1.11.

We obtained and reviewed the Duty Travel Management Policy;

4.1.12.

We obtained and reviewed the SAA Baggage Regulations Bulletin 02/2016;

4.1.13.

We obtained and reviewed the Fuel Levy Policy;

4.1.14.

We obtained and reviewed aspects of the Regulating Agreement pertaining to
flight deck crew;

4.1.15.

We obtained and reviewed the Cabin Crew Hotel Selection Policy;

4.1.16.

We obtained and reviewed numerous contracts and supporting documents
relating to hotel accommodation contracts awarded for the following
destinations; New York, Hong Kong, Accra, Dakar and Sao Paulo;

4.1.17.

We obtained and reviewed the external forensic audit reports;

4.1.18.

We obtained and reviewed Internal Audit reports;

4.1.19.

We obtained and reviewed the Long Term Turnaround Strategy (“LTTS”) dated
July 2013;

4.1.20.

We obtained and reviewed the InterVistas - Comprehensive Network and Fleet
Plan final report dated March 2015;

4.1.21.

We obtained and reviewed relevant (certain) Board of Directors Minutes of
Meeting;

4.1.22.

We obtained and reviewed relevant Executive Committee Minutes of meetings;
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4.1.23.

We obtained and reviewed relevant BAC Minutes of Meetings;

4.1.24.

We selected 19 service provider contracts where the cost range was between
R5million to R15million for review to determine compliance with tender
processes and contract management; and

4.1.25.

We selected 99 service provider contracts where the costs were in excess of
R15 million, for the period starting from 1 January 2014 to-date for review to
determine compliance with tender processes and contract management.

4.2.

Interviews performed
We interviewed or had discussions with the following parties:
4.2.1.

Ms Phumeza Nhantsi (“Ms Nhantsi”), Interim Chief Financial Officer, SAA;

4.2.2.

Mr George Mellett (“Mr Mellett”), Head of Department (“HOD”) Revenue
Accounting, SAA;

4.2.3.

Mr Nico Bezuidenhout (“Mr Bezuidenhout”), former Mango CEO;

4.2.4.

Ms Lindsay Olitzki (“Ms Olitzki”), Head of Department (“HOD”), Financial
Accounting, SAA;

4.2.5.

Mr Martin van Niekerk (“Mr van Niekerk”), Senior Manager Pricing, Proration
and Interline Agreements, SAA;

4.2.6.

Mr Aaron Munetsi (“Mr Munetsi”), Acting Chief Commercial Officer, SAA;

4.2.7.

Mr Vivek Maharaj (“Mr Maharaj”), Financial Controller Commercial, SAA;

4.2.8.

Ms Gwen Matshego (“Ms Matshego”), Executive Manager, Alliances – Code
Share, SAA;

4.2.9.

Mr Michael Brewis (“Mr Brewis”), Revenue Integrity, SAA;

4.2.10.

Ms Izanne Kotze (“Ms Kotze”), Operations and Ancillary Services, SAA;

4.2.11.

Ms Suretha Cruse (“Ms Cruse”), Head of Voyager, SAA;

4.2.12.

Mr Robert Birch (“Mr Birch”), Head of Finance – Voyager, SAA;

4.2.13.

Mr Clive Manbee (“Mr Manbee”), SAA Consultant responsible for cost
compression, SAA;
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4.2.14.

Mr Siyakhula Vilakazi (“Mr Vilakazi”), Chief Audit Officer: Internal Audit, SAA

4.2.15.

Mr Tebogo Nkosi (“Mr Nkosi”) (Manager IT: Internal Audit), SAA;

4.2.16.

Ms Elsje du Preez, (“Ms Du Preez”), HOD Fleet Management, SAA;

4.2.17.

Mr Adam Seedat (“Mr Seedat”), Financial Controller: Operations, SAA;

4.2.18.

Ms Fernanda Marques (“Ms Marques”), Revenue Management, SAA;

4.2.19.

Ms Caroline Potsane (“Ms Potsane”), Manager Flight Document Processing,
SAA;

4.2.20.

Mr Bongani Tshabala; (“Mr Tshabalala”) Manager Simulators, SAA;

4.2.21.

Ms Raylene Saggeus (“Ms Saggeus”) Manager Revenue Protection, SAA;

4.2.22.

Ms Ntombi Masikane (“Ms Masikane”) Sourcing Specialist, Global Supply
Services, SAA;

4.2.23.

Mr Ernest Mudau (“Mr Mudau”), Regional Finance Manager- Domestic South
Africa, SAA;

4.2.24.

Ms Landi Niemandt (“Ms Niemandt”), Group Security Investigations, SAA;

4.2.25.

Ms Kelly Pietersen (“Ms Pietersen”), Team Leader, Revenue Accounting, SAA;

4.2.26.

Ms Santha Archary (“Ms Archary”), Manager Accounting and Recon Control,
Revenue Accounting, SAA;

4.2.27.

Mr Frank Kgaswane (“Mr Kgaswane”) – Regional Finance Manager Africa &
Middle East, SAA;

4.2.28.

Ms Daicy Demas (“Ms Demas”) – Airport Station Manager SAA;

4.2.29.

Mr Josua Du Plesses (“Mr Du Plessis”) – Acting Chief Strategy Officer, SAA;

4.2.30.

Ms Reneitte Slabbert (“Ms Slabbert”) – Admin Manager SAP, Global Supply
Management, SAA;

4.2.31.

Mr Dekker van Zyl (“Mr van Zyl”) – Manager Group Insurance, SAA;

4.2.32.

Ms Felicity Sekoto (“Ms Sekoto”) – Manager Interline and Referance Tables,
SAA;
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4.2.33.

Ms Pienie Jacobs (“Ms Jacobs”) – Specialist International HR, SAA;

4.2.34.

Mr Lester Peters (“Mr Peters”) - Acting Chief Procurement Officer, SAA;

4.2.35.

Ms Reinette Slabbert (“Ms Slabbert”) - Administration Manager: SCM, SAA;

4.2.36.

Mr Thami Sogwazile (“Mr Sogwazile”) - Commodity Manager, SAA;

4.2.37.

Ms Naomi Kwinda (“Ms Kwinda”) - Sourcing Specialist, SAA;

4.2.38.

Ms Nthabiseng Ntshalintshali (“Ms Ntshalintshali”) - Chief Compliance and
Risk Officer, SAA;

4.2.39.

Ms Hester Kleinhans (“Ms Kleinhans”) - Manager Accounts Payable/Travel
Management/Group Accounting, SAA;

5.

4.2.40.

Ms Lee Ann Swart (“Ms Swart”) - Commodity Sourcing Specialist, SAA;

4.2.41.

Mr Richard Hunt (“Mr Hunt”) - Manager: Ground Handling, SAA; and

4.2.42.

Mr Neil Bam (“Mr Bam”) - HOD: Facilities, SAA.

KEY FINDINGS TO DATE
PART 1 FINANCIAL ANALYSIS
Based on interviews carried out and corroborating evidence obtained during follow up interactions
with key employees, the following findings have been reached, as set out below:
5.1.

Profitability planning and analysis
5.1.1.

Group results as at March 2016
Table 3 below sets out a brief summary of the year-to-date (“YTD”) net loss for
the year ended 31 March 2016.
Group results at March 2016

YTD

YTD

YTD

(R’million)

Mar-16

Budget

Prior year

Total income

30 385

32 205

30 105

(30 034)

(32 172)

(32 546)

Operating costs
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EBITDA

(351)

33

(2 441)

Depreciation impairment & Other

(889)

(565)

(2 722)

EBIT

(538)

(532)

(5 163)

Interest income

26

-

(26)

Operating loss

(512)

(533)

(5 137)

Finance costs

(861)

(734)

(490)

(1 373)

(1 267)

(5 627)

100

(10)

(12)

(1 473)

(1 277)

(5 639)

Loss before taxation
Taxation
Loss for the year

Above : Table 3: Group results as at March 2016
5.1.2.

The Group recorded YTD losses of R1.473 billion versus a budgeted loss of
R1.277 billion and prior year loss of R5.639 billion.

5.2.

Income
5.2.1.

Total income was down 6% on budget but 1% ahead of prior year. Excluding
the impact of the change in foreign currency compared to prior year, total
income is down 6% on prior year. An overview of the statistics is as follows:
•

Average fares - 9% below budget but 2% ahead of prior year;

•

RPK's - 8% ahead of budget but 3% below prior year;

•

Revenue passengers - 5% ahead of budget but on par with prior year;

•

ASK's - 4% below budget and 6% below prior year; and

•

Load factor - 8% ahead of budget and 2% ahead of prior year.
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5.2.2.

Table 4 below sets out the breakdown of passenger revenue for the YTD
March 2016 results.
Passenger turnover
(R’million)
International

YTD

YTD

YTD

Mar-16

Budget

Prior year

11 636

12 286

11 685

Domestic

4 642

3 875

4 632

Regional

6 467

7 863

6 086

22 745

24 024

22 403

2 007

2 350

1 843

Codeshare

516

479

761

Release of expired tickets

380

423

372

Fuel Levy - Other

516

479

761

Revenue deferral

(275)

(216)

96

Voyager consolidation

(337)

(215)

(388)

Sub-total

2 807

3 300

3 445

25 552

27 324

25 848

13.48

11.75

10.96

3 334

3 675

3 256

ASK (available seat kilometre)

28 409

29 444

30 207

RPK

21 709

19 617

21 814

6 698

6 387

6 700

74.20%

66.66%

72.20%

SAA Flown pax Revenue
Mango domestic

Total passenger turnover
US$ / ZAR
Statistics:
Average fare

Revenue pax
Load factor

Above: Table 4: Breakdown of passenger revenue – YTD March 2016
(Source: SAA Group results – Detail)
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5.2.2.1.

The YTD total passenger turnover was 6% behind budget and 1%
below prior year;

5.2.2.2.

International and regional routes underperformed against budget,
while domestic routes were 20% ahead of budget. YTD Revenue
passengers and average fares remained below budget on both the
international and regional sectors;

5.2.2.3.

International and domestic routes were on par with prior year, whilst
regional routes were 6% ahead of prior year figures. Revenue
passengers and average fares for regional routes were ahead of
prior year whereas they were behind the international and domestic
sectors;

5.2.2.4.

YTD, Mango is 15% below budget but 9% ahead of prior year.
Mango average fares were below budget, largely as a result of
increased competition in the market, but load factors were ahead of
budget; and

5.2.2.5.

The YTD average ZAR: US$ exchange rate of R13.48 compared to
a budget of R11.75 and prior year of R10.96.

5.3.

Financial controls
5.3.1.

Business cases presented to senior management
5.3.1.1.

Departments within SAA are presenting business cases which are
thoroughly researched and assumptions made to determine
whether certain initiatives, planned network routes or fleet
management changes should be pursued or not. However there is
considerable red tape and process flaws to making quick decisions
in this regard, resulting in sub-optimal decisions being made and, in
certain cases, the vetoing by the ultimate decision maker;

5.3.1.2.

Board decisions also get appealed and no further action is taken or
untimely action is taken resulting in significant losses for SAA;

5.3.1.3.

When business cases are accepted, there is no monitoring of
progress or validation of the key assumptions used in the business
models, resulting in remedial action needing to be taken to rectify
inefficiencies in strategy – often too late/not taken at all and at a
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cost to SAA. The converse is also true in that business cases that
are inappropriate or do not appear to be to the benefit of the SAA
group in the long run, are approved and contracts are entered into
that result in significant financial losses to SAA and have long term
consequences that are detrimental to SAA operations;
5.3.1.4.

It has been alleged that the Finance Department is not necessarily
adequately involved in the preparation of business cases. The
concept of return on investment is not always appropriately
addressed. Often the team putting the business cases together is
comprised of employees approaching the issue at hand from a
technical perspective (in terms of the requirements of SAA) but not
from a financial management perspective (in terms of the return on
investment required by SAA);

5.3.1.5.

The requisite financial backing and supporting computations to
validate the proposed financial outcomes resulting from operational
decisions set out in various business cases is not always
appropriately addressed.
Cross-functional teams must be used to ensure that the impact
across all divisions affected by various business case scenarios is
appropriately considered and taken into account.

5.3.2.

Internal audit – visits to outstations
5.3.2.1.

According to Mr Vilakazi there is currently a freeze on overseas
trips. As a result, the Internal Audit Department has not been
mandated to undertake any follow up audit visits to the outstations.
The 2017 audit plan includes visits to the Americas region, London
and Frankfurt;

5.3.2.2.

During 2015 a fraud occurred at the SAA outstation in Sao Paulo,
Brazil. We were provided with a draft EY forensic audit report dated
8 October 2015 relating to an investigation of cash management at
the SAA Brazil outstation;

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 40 of 317

5.3.2.3.

We reviewed the report and noted that the following key findings:
5.3.2.3.1.

Cash

discrepancies

and

differences

of

R167 472.08;

5.3.2.4.

5.3.2.3.2.

Delays in collections and banking of cash;

5.3.2.3.3.

Unidentified deposits and transfers;

5.3.2.3.4.

General lack of policies; and

5.3.2.3.5.

No internal audit and management review.

The recommendations made were namely that SAA in consultation
with its legal advisors should consider the following actions:
5.3.2.4.1.

Identifying the current asset position of the
suspected SAA employees in order to verify
whether there is evidence of an asset position and
standard of living inconsistent with expected salary
earning;

5.3.2.4.2.

Identifying evidence of the transfer of assets during
the period associated with the alleged irregularities
to identify family members or third parties who may
be holding assets on behalf of the suspects;

5.3.2.4.3.

Performing forensic analysis and extraction of
selected electronic data. Reviewing of e-mail
communication with a view to identifying any
evidence corroborating misconduct as well as any
information and evidence related to the distribution
and location of illegally diverted funds and other
potential co-conspirators. This may include the
recovery of deleted messages and files, to the
extent possible; the identification of encrypted files
on corporate devices; and analysis of Internet
usage;

5.3.2.4.4.

Performing data analytics to identify potentially
irregular

disbursements

such

as

duplicate
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payments, payments performed during off hours,
weekends,

holidays,

transactions

related

to

government entities, vendors not registered in the
vendor

master

file

etc.

Obtain

supporting

documentation (contracts, proof of service etc.)
related to the potentially irregular payments and
perform detailed transaction review to determine
their accuracy;
5.3.2.4.5.

Implementing a review and approval process for
financial transactions and designating at least two
people to be responsible for holding the tokens to
operate the Company’s bank accounts;

5.3.2.4.6.

Distributing and implementing appropriate SAA’s
policies and procedures to SAA personnel;

5.3.2.4.7.

Performing regular internal audits on the operations
of the SAA outstation in Sao Paulo; and

5.3.2.4.8.

Performing a fraud risk assessment to identify and
address potential vulnerabilities to internal fraud.

5.3.2.5.

According

to

Mr

Vilakazi,

the

implementation

of

the

recommendations made concerning the Brazil outstation has yet to
be tested so as to assess the improvements to date. He is currently
not aware of any formal internal processes that have been
formulated to implement and action EY’s report recommendations;
5.3.2.6.

We discussed with Mr Maharaj concerning whether any of the
recommendations made had been implemented to date. Mr Maharaj
was not aware of the draft EY report;

5.3.2.7.

We enquired from Mr Maharaj concerning whether the anomalies
detected at Brazil could be happening at other outstations namely
London and Frankfurt. According to Mr Maharaj following the Brazil
investigation he implemented a system whereby the RFM’s at the
various

sales

offices

(outstations)

are

required

to

submit

reconciliations of tickets sales versus banking, a reconciliation of
Amadeus interface reporting (sales report versus bank deposits)
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and credit card and cash reconciliations versus ticket sales.
Furthermore in some instances bank reconciliations are being
performed on a daily basis, which provides reasonable comfort that
cash

controls

are

in

place

and

monies

are

not

being

misappropriated as in Brazil. However Internal Audit has not tested
the improvements especially in high-risk currency markets such as
Frankfurt and London. Based on Mr Maharaj’s assertions we
obtained and reviewed the sales report for London and Frankfurt
outstations and compared the daily sales to the bank deposits.
From the reports reviewed no discrepancies were identified;
5.3.2.8.

In addition there are no documented accounting SOP’s in place as
was identified in Brazil; and

5.3.2.9.

We recommend that Internal Audit perform regular visits to
outstations such as London, Brazil and Frankfurt (including other
high risk environments) to specifically analyse financial transactions
in line with the Brazil findings and recommendations made.

5.4.

Cost management of the major operational activities
5.4.1.

Cost compression
5.4.1.1.

In terms of our mandate, we are to assist the airline in determining
revenue leakage and cost compression and recommend ways that
may assist in reducing the leakage and costs;

5.4.1.2.

During our investigation we looked at cost compression and
revenue leakage areas, in consultation with the management team
at SAA. This process resulted in the identification and confirmation
of various areas, where management of SAA could achieve
significant cost savings or revenue optimisation. Many of these
initiatives were previously identified under the LTTS, but were not
initiated or failed to progress, as a result of various constraints,
including inter alia, management changes, lack of co-ordination and
follow through, staffing constraints, poor governance, etc;

5.4.1.3.

The fundamental issues identified by the cost compression exercise
are detailed in table 9 below and indicate the expected savings per
area:
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SAA - Suggested individual Cost Compression
Target areas
1

Total
(R’million)

savings

Operating expenses
a) Maintenance

160.5

b) Procurement

250.0

c) Distribution costs

85.0

d) Hotel accom, allowances (crew)

7.6

A

e) Centralisation of laundry

6.1

b

f) Catering expense

o

g) Aircraft leases

14.8
189.0

v
h) Renewable energy

18.0

i)

Cargo ULD project

10.0

j)

Cargo Fleet Plan

60.0

T

k) IT network costs

20.0

a

l)

30.0

e

:

Software licenses

b
l

m) Labour

e

Total operating expenses

2

Debt consolidation interest

150.0
1 001.0
400.0

9
:

Total costs savings

SSuggested cost compression target areas (prepared by SAA)

1 401.0
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5.4.2.

Flight deck crew
5.4.2.1.

The issue of excessive costs being incurred by SAA in respect of
rebate travel for the flight deck crew was raised during our
discussions with various SAA staff;

5.4.2.2.

These potential cost savings andand increased revenue can only be
achieved if the Regulating Agreement (“RA”) between the SAA
pilots and SAA can be set aside;

5.4.2.3.

A dispute aroose when SAA previously attempted to cancel the RA
and other related agreements. In 2002 a Private Arbitration was
held to determine if agreement is terminable on reasonable notice.
The Arbitrators ruled against SAA and held that the RA was not
terminable on reasonable notice, primarily because it is not for an
indefinite period:
5.4.2.3.1.

23.

DURATION,

AMENDMENT

AND

PUBLICATION OF THIS AGREEMENT
5.4.2.3.1.1.

23.1

This Agreement shall come

into operation on the date of
signature hereof and shall remain
in full force and effect until such
time as it is explicitly rescinded by
a new agreement signed by both
parties lated to
5.4.2.4.

The Arbitrators found that the RA is not silent as to its duration, and
reasoned as follows:
5.4.2.4.1.

“Clause 23 is not a clause about terminating the
agreement. It is a clause which sets out, in subclause 23.1, to specify the period for which the
agreement will endure. As such the principle stated
by Smalberger AJA has no application and the
practical considerations which were stressed on
behalf of the Claimants must give way to the
express provisions of the agreement regarding its
duration. It is neither here nor there that the parties
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may have been unwise or even foolish to agree to
those terms, a matter on which we make no
comment. The fact of the matter is that on the plain
language of the Regulating Agreement it is to
endure

until

explicitly

rescinded

by

a

new

agreement. That in our judgment excludes a right to
terminate by the giving of notice.”;
5.4.2.5.

As of 23 October 2013, Mr Brian Patterson of ENSAfrica Inc.,
advised that SAA requires

an approach that would effectively

replace the regime regulating the relationship with the pilots, that is
more appropriate, more balanced and

that does not

entrench

benfits for the pilots that are unaffordable to SAA.
5.4.2.6.

We obtained the pilots costs for the financial year 2015/2016 to determine what their salary costs are in relation to the industry and
further in relation to SAA staff costs;

5.4.2.7.

SAA employ 7959 staff, of which there are 754 pilots. Pilots
therefore make up 9.47% of the total SAA staff compliment;

5.4.2.8.

The Pilot’s salary costs for the 2015/2016 financial year was R1,
824,610,724. The total salary costs for SAA for the 2015/2016
financial year was R5, 412,329,830. This would equate to the pilots
salary costs being 34% of the total salary cost;

5.4.2.9.

Although the pilots only represent 9.47% of the total staff, their
salary cost totals 34% of the total salary cost;

5.4.2.10.

In comparing the salary costs to that of the international, regional
and domestic salary costs, we compared the SAA pilots’ salaries to
59

other

airlines

operating

internationally,

regionally

and

domestically;
5.4.2.11.

The analysis of these other airlines is based on the Annual
Benchmarking Report where 60 airlines, including SAA provide
information in order to provide practical insight into industry cost
structures, which help numerous airlines to be more cost efficient
and assist with operating a more profitable airline;
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5.4.2.12.

We found that the SAA pilots were on average drastically more
expensive in the domestic and regional market (narrow-body
aircraft) and more expensive than the International Market (widebody aircraft);

5.4.2.13.

Using the March 2016 pilot salary base, there are 335 pilots
operating the short haul flights (narrow-body aircraft) being 45% of
the SAA pilots, at an annual cost of R677, 552,940. The average
salary per pilot paid by SAA is R2, 022,546. Converting the Rand
based salary into a Dollar based salary using the current exchange
rate of R13.79, the average salary for a short-haul pilot is
US$146,668;

5.4.2.14.

In discussions with Mr Nico Bezuidenhout (“Mr Bezuidenhout”),
former Mango Chief Executive Officer and current Chief Executive
Officer of Fast Jet, he stated that the narrow-body fleet pilots are
being paid on average in excess of R1 million per pilot, when
comparing SAA pilots to that of Mango pilots. Although Mango is a
low cost carrier, the flight operations (duties) of pilots are exactly the
same domestically and regionally. Taking Mr Bezuidenhout’ s expert
opinion into account, this creates an additional cost burden to SAA’s
operational effectiveness into these areas by approximately R335
million;

5.4.2.15.

Using the March 2016 pilot salary base, there are 408 pilots
operating the long haul flights (wide-body aircraft) being 55% of the
SAA pilots, at an annual cost of R937, 354,470. The average salary
per pilot paid by SAA is R2, 297,437. Converting the Rand based
salary into a Dollar based salary using the current exchange rate of
R13.79, the average salary for a long haul is US$166,602;

5.4.2.16.

As our pilots are South African based, our salaries should be based
on what the domestic and regional markets are offering and not that
of European, Middle East and Western countries that earn in US
Dollars or Euros;

5.4.2.17.

Taking the African region into account, pilots have an average
salary of US$141,108 as at September 2015. SAA average salary
as at September 2015 was US$182,038. This provides an indication
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that the SAA pilots are being paid an average of 22.48% above the
African average;
5.4.2.18.

When looking at the average salaries of the 59 airlines globally, the
averages

for

Europe

were US$178,012,

Asia

Pacific

was

US$111,568.00, Middle East and Northern Africa was US$163,287.
All below the average salary of SAA pilots. The only area that was
higher than SAA was the average in the Americas being
US$197,060;
5.4.2.19.

Taking analysis of September 2015, and comparing it the current
exchange rate off the SAA directly would be incorrect. We
compared the average taking into account the slide of Rand from
September 2015 and based the averages using the Rand as a base
and converting back to the Dollar rate as of 1 August 2016;

5.4.2.20.

The average salary for Africa using the Rand as a base would
equate to US$135,464, and making SAA’s average salary
US$175,483;

5.4.2.21.

Using the data obtained through IATA’s analysis of the 60 airlines,
SAA pilots are earning 22.48% more than the average African
Airline pilot. Should the salaries be renegotiated, we would expect
to see a reduction of salary of at least 15% creating a saving of
R273, 691,609;

5.4.2.22.

In addition, we noted that based on the analyses in pilot
effectiveness based on productivity, SAA pilots were effectively 20%
less productive than the industry norm based on the 60 airlines
average. Taking the salary costs and productivity into account, this
is causing SAA to have increased operating costs on every route
flown on average. This in turn is reducing the route profitability
which is also contributing to the losses SAA are currently
experiencing;

5.4.2.23.

We obtained the actual productivity of the SAA pilots. SAA pilots
have an average productivity target of 900 hours per annum on
the wide-body fleet, 852 hours on the narrow-body fleet and
828 hours on the Cargo fleet, as per the Extra Flight Pay (EFP)
Agreement. The average productivity for the SAA pilot is
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approximately 778 hours per annum. This amounts to an average
productivity statistic of approximately 86%;
5.4.2.24.

Taking into account that the SAA pilots are working according to the
Regulating Agreement between SAA and The South African
Airways Pilot’s Association (“SAAPA”), Section 11, headed Flight
Pairing and Scheduling, states the following:
5.4.2.24.1.

It is the intent and purpose of this section to provide
for pilot participation in the development of pilot
scheduling procedures which will promote the most
efficient and economical operation of flights, the
best possible pairing or grouping of flights, the most
equitable assignment of flying time to base, the
most reasonable scheduling system at each base
to effect favourable working conditions within
context of this section and the Flight and Duty
contained in Annexure B…….
5.4.2.24.1.1.

Scheduling:

5.4.2.24.1.2.

The Company will be responsible
for equitable distribution of pilot
workload.

5.4.2.24.1.3.

The Association shall have the
right to participate in the planning
of

new

Company

routes

and

timetables.
5.4.2.24.1.4.

Each

fleet

shall

democratically

select scheduling/bidding system,
which

meets

its

specific

requirements. This shall be dome
in consultation and agreement with
the Scheduling Committees, which
agreement

will

be

subject

ratification by the Association.

to
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5.4.2.25.

Effectively, the pilots should have had an equitable workload spread
with productivity being the driving factor. According to various
parties within SAA, the planning of pilots has been determined by
the bidding process of the pilots in terms of their seniority and did
not take into account productivity targets. This enabled certain
senior pilots to ‘cherry pick’ the routes they wanted to fly, which in
turn negatively affected their productivity, and the more junior pilots
worked additional time and exceeded their productivity targets. The
pilots used their own manual system which was designed by a SAA
pilot and chose not to use the SAA approved Pegasus System;

5.4.2.26.

Currently SAA have done away with the pilot invested system as the
pilot wanted compensation for it which SAA did not entertain, as
such SAA are currently running a manual plotting system to plot
pilot flying routes;

5.4.2.27.

Once the Pegasus System is fully operational, the productivity will
increase, and pilots will be having an equitable distribution of
workload. This will also resolve instances of pilots only flying certain
routes;

5.4.2.28.

Further based on this non-equitable approach to the workload
distribution, SAA accumulated R11,324,741 (R11 million) in
overtime payments, made to pilots working in excess of their agreed
productivity targets, this considering SAA only have an average
productivity of approximately 86% (overtime included), and are on
average 20% less productive than the average airline in the
September analysis;

5.4.2.29.

Taking into account the overtime expenditure, this accounts for an
additional five pilot salaries, on a pilot base that appears to be
already excessive;

5.4.2.30.

Taking the salary costs and productivity into account, this is causing
SAA to have increased operating costs on every route flown on
average. This in turn is reducing the route profitability which is also
attributable to the losses which SAA are currently experiencing

5.4.2.31.

Based on the ineffective productivity utilisation statistics of the SAA
pilots, this has a negative financial result, and taking into account
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the overtime and by increasing productivity to operate optimally, and
obtaining a range of between 95% to 98%, this being an increase in
productivity of 10%, this creates a benefit to SAA of approximately
R193,785,813.00 (R193 million);
5.4.2.32.

In addition to having low productivity, paying overtime equivalent to
five additional pilots, the pilots also enjoy the option to contract their
services to other airlines and still enjoy the benefits from SAA, and
depending on their contractual period with the contracting airline,
they are still promoted each year within SAA ;

5.4.2.33.

SAA have approved that a competitor airline – Fast Jet utilise 13
SAA pilots to pilot their aircrafts, and a further two pilots that
operate in the Far East or America;

5.4.2.34.

“Fastjet are on their way to becoming Africa's first pan-continental
airline. Since launching in 2012, they have flown nearly 2,000,000
passengers with customers benefitting from fares as low as $10 one
way.

Fastjet has introduced international standards of safety,

quality, security and reliability with over 90% of all flights arriving on
time. They are proud to support a loyal customer base - 80% of
which are repeat Fastjet flyers”
5.4.2.35.

Fast Jet has five aircraft, and based on the low cost airline model of
Mango, an average of 10 pilots are required per aircraft. Based on
the pilots provided by SAA to Fastjet, SAA is assisting a competitor
to fly 40% of their metal in direct competition to SAA;

5.4.2.36.

Fortunately SAA do not pay their pilots in respect of this particular
contract period, and pilot costs are reduced by the fact that these
pilots use their accumulated leave to fly for other airlines. ;

5.4.2.37.

Mr Seedat provided a computation of the flight deck crew costs that
are anticipated to be saved in the event that management
successfully renegotiate the Regulatory Agreement 2014 (“RA”),
entered into between SAA and The South African Airways Pilots’
Association (“SAAPA”). There are numerous concerns relating to
the RA and these will be dealt with separately within this report. The
table 10 below sets out the determination of the total anticipated
savings arising from the renegotiation of the RA by SAA:
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Above: Table 10: Flight deck crew savings if the Regulatory Agreement is
renegotiated
5.4.2.38.

With specific reference to the cost saving of R63 million relating to
flight deck crew rebate travel, the following terms and conditions are
relevant to the determination made, based on the rules set out in
the RA, and subject to further investigation by Seedat and his team;

5.4.2.39.

Rebate classes are released 72 hours prior to departure for SAA
staff, dependent on load factors that are forecasted for any given
flight. With regards to the flight deck crew and their family members,
they are entitled to obtain seats regardless of the forecast and they
may confirm seats up to 3 months in advance, subject to the
payment of perks tax.

The flight deck crew and their family

members have preference over a revenue-paying passenger when
it comes to availability on a flight.
5.4.2.40.

Market related revenue does not accrue to SAA as the flight deck
crew and their family members fly at pre-determined rebate rates
which are significantly lower than those achievable from external full
fare paying customers, even if perks tax is factored in;

5.4.2.41.

The flight deck crew are liable for fringe benefit taxation incurred on
the utilisation of these rebate tickets, in the circumstances that the
rebate travel is confirmed longer than 72 hours in advance of the
planned flights;
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5.4.2.42.

Mr Seedat obtained a data download from IT, a report styled, “Post
departure information from flights (Cognos Report)”. This data was
extracted to only include the payroll area detailed “S6”, which
relates specifically to flight deck crew and their authorised family
members’ rebate travel;

5.4.2.43.

Mr Seedat worked with a Network Planning Analyst to determine the
flights where the business class load factor was at least 80%. This
basis of the flight route determination was obtained from the
historical data collected through SAA’s reservation system. As per
discussion with Seedat, he further identified the peak periods for the
respective routes flown by the flight deck crew. The data was then
sorted to only include the frequency of flights (by number of flights)
that were taken by the flight deck crew and their family members
during these peak periods. It is noted that only in the case of 4 of
the 17 routes flown, was December travel included in the peak
periods. Should the peak periods of travel be adjusted to include the
December timeframe, there could be a significant further allocation
of cost associated with flight deck crew rebate travel (approximately
further R20 million cost allocation);

5.4.2.44.

Mr Seedat then obtained the costing for those flights, based on the
usage by the flight deck crew and their family members for the 2015
calendar year, and applied this cost to the number of flights on each
given route flown;

5.4.2.45.

In the absence of independent data, we have critically reviewed the
computation prepared by Seedat and his team in this regard. The
representation of this calculation is set out in table 11 below:
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Above: Table 11: Flight deck crew plus family member rebate travel
taken in 2015
5.4.2.46.

It is noted that the cost savings referred to in these calculations
would entail robust negotiations with SAAPA and will require
significant changes to be made to the RA entered into with SAAPA;

5.4.2.47.

Applying the pilots travel benefits for the 2015 calendar year and
using the 2016 average fares on all flights utilised by pilots, this
additional benefit totals approximately R185 million, and based on
their contractual benefits - fare paying passengers cannot purchase
seats that have been requested and booked by pilots;

5.4.2.48.

Passengers are forced to look for alternative competitor airlines to
transport them;

5.4.2.49.

We have obtained information that nine pilots are resident in
Australia and the United States of America, of which two are
operating businesses and aligning their flight schedules around their
personal situation;

5.4.2.50.

We have analysed these pilots and the schedule included at Table
12 below indicates the number of routes flown for the 2015 and
2016 years:
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HOME/
BUSINESS
BASE
CREW

NAME

BASE

POOL

RANK

YEAR

CBH999A

TOMLINSON PAUL

JNB

A330

CAPT

2015

25

CBH999A

TOMLINSON PAUL

JNB

A330

CAPT

2016

12

842950C

SPENCE KEITH

JNB

A330

CAPT

2015

19

842950C

SPENCE KEITH

JNB

A330

CAPT

2016

9

SBN091E

ODENDAAL NICO

JNB

A330

CAPT

2015

15

SBN091E

ODENDAAL NICO

JNB

A330

CAPT

2016

7

CCC383C

WINSAUER ARNULF

JNB

A330

CAPT

2015

CCC383C

WINSAUER ARNULF

JNB

A330

CAPT

2016

CBG694Q

BIGNOUX MARC

JNB

A330

CAPT

2015

15

CBG694Q

BIGNOUX MARC

JNB

A330

CAPT

2016

11

CFD834A

STEGMANN
CHRISTINE

JNB

A330

CAPT

2015

6

CFD834A

STEGMANN
CHRISTINE

JNB

A330

CAPT

2016

4

812895P

HAGER CARL

JNB

A330

CAPT

2015

14

812895P

HAGER CARL

JNB

A330

CAPT

2016

10

SBP893Y

KROP PETER

JNB

A330

CAPT

2015

10

SBP893Y

KROP PETER

JNB

A330

CAPT

2016

7

SBQ287F

ERASMUS NIC

JNB

A330

CAPT

2015

2

SBQ287F

ERASMUS NIC

JNB

A330

CAPT

2016

Perth

London

USA

Windhoek

Perth

JFK

PERTH

LONDON

Perth

Perth

Perth

Perth

Above: Table 12: Number of routes flown per annum by SAA pilots for 2015 and
2016
5.4.2.51.

Captain Nic Erasmus has been placed on suspension and therefore
not flying, thus he has no flights rostered for the 2016 year. Captain
Erasmus was placed on suspension in 2015;
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5.4.2.52.

Captain Christine Stegmann previously flew the majority of her
flights to Perth, as she was in an alleged relationship in Australia,
since then the relationship has ended, and Captain Stegmann now
flies the JFK route as she has friends in America. During the same
period, Captain Stegmann flew 6 times in 2015, and as of June
2016, has flown six times to JFK;

5.4.2.53.

The manner in which these nine pilots are scheduling their flights
has a negative effect on their productivity and also negatively
impacts the morale of more junior pilots;

5.4.2.54.

Further to this, pilot spouses and/or children also fly to the same
destination on the aircraft the pilot is operating to the overseas
destinations;

5.4.2.55.

The pilot then has on average a two-day stay at the overseas
destination where he is still on duty;

5.4.2.56.

These duty days are then used as additional off days for family
excursions;

5.4.2.57.

We are in the process of obtaining a legal opinion to determine
whether pilots who are on duty can bring their family with them
whilst they are on duty and are to be resting;

5.4.2.58.

An additional concern regarding these Slipping Days, is that SAA
originally only had a one-night stopover at Washington, New York
and Perth, and based on a fatigue complaint by Captain Stegmann,
an internal study was performed by Captain Wynand Serfontein. His
study found that a two-night stopover would better suit the pilots in
terms of avoiding fatigue. The standard based on the CAA flight and
duty legislation is a one-night stopover. An external aviation expert
should have conducted this exercise, as the study prepared by
Captain Serfontein, is a study effectively requested by SAA pilots
and prepared by SAA pilots. This findings are subjective.

5.4.2.59.

SAA appear to be paying for an extra night per flight per destination
for all pilots. These costs relating to hotel and subsistence expenses
are conservatively estimated at approximately R10 million per
annum; and
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5.4.2.60.

Taking into account the additional savings set out by SAA in Table
10 above, and the additional findings made, it is envisaged that the
potential saving in respect of flight deck crew salary and related
benefits amounts to just over R1 billion.

5.4.2.61.

In addition to the above, it was brought to our attention that all
employees of SAA are allocated a number of discounted tickets for
their own use and for use by their specifically nominated family
members or friends.

5.4.2.62.

These tickets are issued at 25% of ticket price and are intended to
be used on a stand-by basis only i.e. if fare paying passengers need
the seat on that specific flight, then staff/family/friends need to give
up their reserved seat to full fare-paying passengers.

5.4.2.63.

It appears that there is an ability to bypass this system and certain
staff members are able to obtain a confirmed seat on fully booked
flights. The example brought to our attention involved a staff
member, who upon boarding a plane heading to Durban at the time
of the Tourism Indaba, boasted about the fact that “if you know
people in the right places, then you can get a confirmed seat ahead
of time”.

5.4.2.64.

It is extremely difficult to corroborate whether this was actually the
case and the internal control breakdown would in any event be very
difficult to verify. This appears to be an ad hoc issue, however, SAA
management should review the processes in place to ensure that
any current abuse of this privilege ceases forthwith as it could result
in financial losses to SAA, if fare-paying passengers are turned
away.

5.4.3.

Flight

deck

and

cabin

crew

hotel

accommodation

and

ground

transportation expense
5.4.3.1.

SAA currently flies to a total of 10 locations internationally, 14
locations regionally and five domestic locations. These routes are
operated by SAA and require the provision of lodging as well as
ground transportation for the flight deck as well as cabin crew;
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5.4.3.2.

SAA has entered into agreements with both the cabin crew (Cabin
Crew Hotel Selection Policy – In-Flight Services Policy 001) and the
flight deck crew (Regulating Agreement with particular reference to
section 10) in order to identify the minimum standard of service to
be provided to the employees in order to ensure that employees
remain well rested and available to perform their required duties to
the best of their abilities, while complying with the required
applicable laws governing rest of flight crew;

5.4.3.3.

These predetermined standards govern the selection of all hotels
and require that employees select hotels as part of an inclusive
process to ensure that the standards remain at the highest level of
quality;

5.4.3.4.

The procurement process followed by SAA in respect of sourcing
and awarding hotel accommodation procurement contracts for flight
deck and cabin crew is as follows:

5.4.3.5.

When SAA is first flying to a new international or regional
destination or when an existing hotel accommodation contract is
nearing its expiration date, a committee of union members (with
SAAPA representing the pilots and UASA, NTM and SACCA
representing the three unions representing cabin crew) along with
representatives from the Global Supply Management team (‘GSM’),
compile a list of prospective hotel accommodation service providers.
This committee is collectively known as the cross-functional
sourcing team or ‘CFST’. The CFST is responsible for proposing a
list of suitable and preferred prospective service providers;

5.4.3.6.

This list of preferred service providers is then forwarded to the
resident country manager for their cursory review and for them to
provide details, which include the proximity of the proposed hotel to
the respective airport and the star rating of the particular hotel.
These details are gathered for inclusion in documentation submitted
to the BAC.

5.4.3.7.

Once this list is reviewed by the resident country manager, a
request for proposal (‘RFP’) is drawn up in accordance with the
procurement policies and this RFP is sent to all the prospective
service providers, inviting them to provide their required information
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as well as providing a proposed pricing structure for SAA’s
consideration;
5.4.3.8.

Once the responses are received in accordance with the RFP
requirements and deadlines, SAA mandates an outsourced service
provider, hotel connections, to enter into price negotiations on
behalf of SAA, with the prospective hotels that indicated their
interest by responding to the RFP. Furthermore, upon return of the
duly completed RFP request by the hotels, the CFST delegation is
responsible to physically inspect a short list of prospective hotels.
The short list is determined by the CFST;

5.4.3.9.

The CFST jointly do on-site inspections of the various prospective
hotels and then all interested parties are required to submit their
preferred selection of hotels to the project leader. The preferred
selection of prospective hotels is determined in accordance with the
policies and processes contained within the Regulating Agreement
(for flight deck crew) or Cabin Crew Hotel Selection Policy (for cabin
crew);

5.4.3.10.

The project leader takes these recommendations into account and a
consolidated submission is presented by the CFST to the Bid
Adjudication Committee (‘BAC’) for their consideration. The
submission to the BAC includes a narrative supporting the
selections made by the CFST as well as containing computations
supporting the financial implications of selecting each given hotel
choice (for those hotels physically inspected by the CFST);

5.4.3.11.

As per inspection of the records provided by SAA, it is noted that in
the 2015/16 financial year, a total amount of R297 million was spent
on the accommodation and ground transportation of crew (including
both flight deck and cabin crew), at all destinations where SAA
crews are required to have an overnight stay;

5.4.3.12.

Based on the preliminary interviews conducted with SAA staff, this
expense item has been identified as an area for possible wide
ranging cost savings, which could be implemented as part of the
current cost compression strategy at SAA.

5.4.3.13.

Information received and considered for investigation purposes
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5.4.3.13.1.

The findings in this report have been compiled after
the review and analysis of information obtained
from the following documents that were made
available to our team;
5.4.3.13.1.1.

Issuing of request for proposals
(RFP) to various hotels;

5.4.3.13.1.2.

Email

correspondence

received

from hotels with regard to the RFP;
5.4.3.13.1.3.

Review of Annexure 1 received
from hotels;

5.4.3.13.1.4.

Completed mandatory crew hotel
selection criteria documents;

5.4.3.13.1.5.

Hotel inspection feedback supplied
via email;

5.4.3.13.1.6.

BAC decision records;

5.4.3.13.1.7.

Letter of Engagement (LOE) issued
to selected hotels;

5.4.3.13.1.8.

Contracts entered into between
SAA and the selected hotels;

5.4.3.13.1.9.

Other documents with regard to
hotels

including

feedback

and

complaints by staff; and
5.4.3.13.1.10.

Email

correspondence

available

between SAA and the contracted
hotel.
5.4.3.14.

In order to ensure that the information received was valid and
correct, we performed a high level analytical review of a component
of the flight deck and cabin crew expense, in respect of the Hong
Kong expense. The anticipated annual spend was compared
against the actual costs incurred for the 2015/16 financial year end,
as shown in the table below:
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Hong Kong analytical review
Rooms per annum (anticipated per contract)
Rate - HKS
Expected cost
2015 average exhange rate

1 HKS : R1.64

Expected total ZAR cost
Actual cost incurred for FY 2015/16

R 23 950 326
R 25 180 913
R 1 230 586
5%

Difference

5.4.3.15.

11 022
1 328
14 637 216

As can be seen from the analytical review set out above, a 5%
difference was noted in the expected costs versus the actual costs.
This difference is considered immaterial and can be attributed to the
fluctuation of exchange rates throughout the year. It was therefore
determined that the financial information regarding the breakdown
of hotel and ground transportation costs as received from staff at
SAA, was deemed accurate in order to compile the findings below.

5.4.3.16.

Procedures performed
5.4.3.16.1.

We reviewed and analysed the information received
from the SAA procurement and commercial team;

5.4.3.16.2.

The process followed in each instance, in respect of
the various contracts reviewed pertaining to flight
deck and cabin crew lodging and transport
expense, involved obtaining the complete contract
file and documenting the procedures followed by
the procurement Department in awarding the
various contracts;

5.4.3.16.3.

These files were then analysed in detail, with a
review of the current and historic contracts, in order
to

identify

compliance

ongoing
with

trends

agreed

or
upon

possible
protocol

nonor

procedures and to establish whether the regulations
stipulated in terms of the PFMA have been adhered
to;
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5.4.3.16.4.

The

contracts

analysed

were

reviewed

both

qualitatively as well as quantitatively in an attempt
to benchmark the hotel costs against other hotels in
the area for each given region (destination), in
order to identify potential cost savings;
5.4.3.16.5.

In addition, we reviewed the documented process
followed by SAA staff when approving hotel service
providers to identify any possible oversight, noncompliance with SAA policies or cost saving
opportunities available within the procurement
processes in this regard.

5.4.3.17.

We selected and reviewed five contracts in detail, in order to identify
trends and evaluate current practices that may be leading to the
inflation of costs and possible fruitless and wasteful expenditure at
SAA. The samples of contracts were selected based on the Rand
value for both regional and international destinations with the two
highest value international contracts (New York and Hong Kong,
respectively) and two highest value regional contracts (Accra and
Dakar, respectively) while an additional randomly selected contract
for Sao Paulo was selected.

5.4.3.18.

The destinations selected for investigation were as follows:
5.4.3.18.1.

New York – top international actual expense;

5.4.3.18.2.

Hong Kong – second highest international actual
expense;

5.4.3.19.

5.4.3.18.3.

Sao Paulo – random selection;

5.4.3.18.4.

Accra – highest regional actual expense; and

5.4.3.18.5.

Dakar – second highest regional actual expense.

A breakdown of the costs incurred for the above sample is as
follows:
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5.4.3.20.

It should be noted that the travel expense for FY 2015/16 amounted
to

approximately

R41.9

million,

of

which

an

amount

of

approximately R19.2 million was paid to a single contactor,
Mudziwa Travel, in respect of local ground transportation for the FY
2015/16 financial period. This contract has consequently been
selected for a separate detailed review by ENS. It was indicated by
Ms Slabbert of the GSM Department, that this contract file was
currently (as at 24 November 2016) being reviewed by National
Treasury and therefore was not available for our corresponding
review. Although this contract has been requested on numerous
occasions (both by ENS and former independent consultants
wishing to review this contract) there has, to date, been no contract
provided for review.
5.4.3.21.

Based on the work performed and information received it was found
that the findings of this section of the report can be categorised as
follows:
5.4.3.21.1.

Findings

relevant

to

individual

destinations

(included in sample);
5.4.3.21.2.

General

trends

and

findings

relevant

to

all

destinations (included in sample); and
5.4.3.21.3.

Compliance with SCM policy and adherence to the
Regulating

Agreement

in

respect

of

accommodation for flight deck and cabin crew.

hotel
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5.4.3.22.

New York
5.4.3.22.1.

The total cost of crew hotel and travel expenses in
New York amounted to approximately R51 million in
FY 2015/16, which is the highest international
spend on travel and hotel at any of SAA’s
destinations and routes. This destination requires a
total anticipated occupancy of 13 140 rooms per
annum, to accommodate SAA’s flight deck and
cabin crew;

5.4.3.22.2.

The current contracts in place were originally
negotiated to run from 1 March 2015 until February
2017. Currently the hotels contracted to provide a
service to SAA are:
5.4.3.22.2.1.

the Renaissance Hotel for cabin
crew; and

5.4.3.22.2.2.

the Grand Westin for flight deck
crew.

5.4.3.22.3.

The concerns noted with regard to the New York
hotels are centred on the fact that the service
providers awarded the contracts do not conform to
the BAC decision that was taken on 16 November
2012, whereby the BAC recommended that cabin
crew and flight deck crew use the same hotel.
Specifically, the BAC discussed moving the flight
deck crew to the same hotel accommodating the
cabin crew, in order to save costs. Had this
decision been followed and had both the flight deck
and cabin crews been accommodated at the
Renaissance Hotel, SAA would have realised a
saving of R1.5 million per annum (or R3 million over
the duration of the two-year contract);

5.4.3.22.4.

This saving relates solely to accommodation
savings and does not take into account further
costs that would be saved in respect of the ground
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transportation of the combined crews and/or any
bulk discount that could have been attained through
the negotiation process, as a result of procuring a
larger number of rooms to be utilised at a single
service provider;
5.4.3.22.5.

Further to the above, it was noted (as part of the
initial submission to the BAC) that the option of
staying outside Manhattan, in closer proximity to
JFK International Airport, was presented to the
flight deck and cabin crew. The rationale behind
this option was to realise savings in transport costs
due to the distance and length of time taken
(particularly in peak travel periods) to travel from
the airport to Manhattan. More significantly, large
savings would also be realised on accommodation
costs when staying in hotels in areas that do not
demand a premium per room when compared to
hotels in Manhattan;

5.4.3.22.6.

The option suggested by management was the
Grand Hyatt Flushing Hotel, which was inspected
by the GSM team, after this hotel was identified as
meeting all the specific criteria required by the
combined crew (as set out in the Regulating
Agreement). It is noted that although this hotel did
not meet the minimum 4-star requirement (it is
officially a 3-star establishment), that all the
specifications included in the Regulating Agreement
were met. Consequently, this hotel was deemed
appropriate by the BAC as an option that should at
least

be

inspected

and

assessed

by

the

inspectorate delegation responsible for giving the
BAC feedback as to the hotel’s suitability to be
awarded the hotel accommodation contract.
5.4.3.22.7.

The crewmembers, however, openly refused to
inspect the Grand Hyatt Flushing Hotel or consider
the hotel as a viable option. This refusal by the
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crew to inspect the hotel (or any other hotel in
closer proximity to JFK airport) has resulted in the
Manhattan hotels being preferred by the combined
crew and ultimately costing SAA an additional
R12.3 million in expenses for each year of the twoyear contract. Consequently, the decision by the
combined crew (in respect of the preferred New
York

City

approximately

hotel)

has

R24.6

directly

million

in

resulted

in

unnecessary

expenditure over the two-year contract period for
SAA, when comparing to the alternative hotel
accommodation as recommended by the GSM.
5.4.3.22.8.

This open refusal by the crew undermines the
authority and power that is entrusted to the BAC, as
the BAC have been unable to enforce their
recommendations and decisions or impose any real
form of cost saving. The flight deck and cabin crew
appear

to

be

obstructing

the

BAC

recommendations when signing off on awarding
significant procurement contracts to prospective
hotel accommodation service providers;
5.4.3.22.9.

It is further noted through our investigation into the
irregular awarding of these procurement contracts,
that the cabin crew and flight deck crew had a
difference in opinion (expressed through their
respective representations on the delegation tasked
with

assessing

the

applicability

and

appropriateness of the relevant New York hotel
options) as to the suitability of the proposed
Hudson Hotel (as suggested by the cabin crew
representatives) as the preferred service provider
when staying in New York.
5.4.3.22.10.

The Hudson Hotel in Manhattan was initially
awarded

the

procurement

contract

for

hotel

accommodation for SAA cabin crew, while due to,
inter alia, the reasons below, the flight deck crew
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insisted that the contract for the flight deck crew
accommodation be awarded to the Westin Grand
Hotel;
5.4.3.22.11.

Following the on-site inspection of the Hudson
Hotel, members of SAAPA informed the BAC that
the Hudson Hotel did not meet the minimum criteria
required by any prospective hotel to be chosen as a
service provider of flight deck and cabin crew
accommodation. The main issues raised by SAAPA
were that rooms were not an adequate size,
coupled with the fact that the noise levels within the
hotel were expected to be excessive as a result of
the party atmosphere and numerous live music
venues within the hotel lobby and in near vicinity to
the hotel;

5.4.3.22.12.

The flight deck crew therefore decided to award the
procurement contract to the Westin Grand and a
contract was duly agreed with that hotel for the
flight deck crew accommodation. Peculiarly, the
concern surrounding the noise levels and size of
rooms did not (at first) seem to deter the cabin crew
and they awarded their procurement contract to the
Hudson Hotel;

5.4.3.22.13.

The above concerns, amongst other alleged
complaints, led to the subsequent cancellation of
the cabin crew contract with the Hudson Hotel and
the cabin crew determined that a new contract
should be entered into with Renaissance Hotel in
Manhattan, in order to better meet their needs.
These additional costs could have been avoided
had the BAC taken note of the concerns raised by
SAAPA and outright rejected the Hudson Hotel
when these concerns were originally raised by the
inspectorate delegation specifically sent to stay,
review and evaluate the prospective hotels for
suitability. It is imperative that the BAC give equal
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weighting to all concerns raised in order to prevent
possible problems and (in this instance) additional
costs to cancel existing contracts and re-evaluate
prospective service providers and their respective
offerings

when

consequently

re-awarding

the

contract to a different service provider;
5.4.3.22.14.

It is unacceptable that a hotel is selected as the
service provider of choice, when such serious
concerns were highlighted by one of the unions
evaluating the applicability of any given hotel. It is
possible that the Hudson Hotel posed a safety risk
to SAA crew and passengers, as the contract with
the Hudson Hotel would not have afforded the crew
the sufficient and adequate quality of rest that was
required to provide SAA’s service at the appropriate
safety levels;

5.4.3.22.15.

Further to the above, it was noted that upon the
reselection of the cabin crew hotel, when replacing
the Hudson Hotel, that a less detailed submission
was made to the BAC. Although the predetermined
procedures appear to have been followed as part of
the new submission to the BAC, a less detailed
calculation was supplied in the preparation of the
relevant costing’s. Due to the less detailed costing
presented, we cannot ascertain whether SAA
management selected the most affordable option
when deciding on awarding the new contract to the
Renaissance Hotel;

5.4.3.22.16.

Table 1 (flight deck crew) and Table 2 (cabin crew)
as set out immediately below, illustrate the
anticipated costs to be incurred when the BAC
evaluated

the

array

of

prospective

hotels

considered as service providers for accommodation
needed for SAA crew traveling to JFK in New York.
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5.4.3.22.17.

As set out in Table 1 above, it is clear that although
the SAAPA has elected for the flight deck crew to
stay at the Westin Grand in New York City, that the
Renaissance Hotel is approximately R2.8 million
cheaper over the two-year contract period while the
Grand Hyatt Flushing Hotel is approximately R6
million cheaper than the Westin Grand for the
comparative two-year contract period.

5.4.3.22.18.

As set out in Table 2 above, it is clear that although
the cabin crew unions have elected for the cabin
crew to stay at the Renaissance Hotel, which is the
cheapest of the Manhattan-based hotels when
comparing the array of prospective hotels based in
New York, it is considerably more expensive
(additional R18.5 million over the two-year contract
period) when compared to the costs charged at the
Grand Hyatt Flushing Hotel which met the criteria
as a suitable hotel but which was rejected by the
cabin crew as being an appropriate service
provider. It is further noted that the Hudson Hotel,
which was originally contracted to host the cabin
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crew, came at a premium of approximately R1.1
million when compared with the Renaissance Hotel
(where the cabin crew currently reside when they
have a stop-over in New York).
5.4.3.23.

Sao Paulo
5.4.3.23.1.

The total cost of flight deck and cabin crew hotel
and travel expenses amounted to approximately
R16.6 million in FY 2015/16 and requires a total of
12 414 rooms per annum;

5.4.3.23.2.

We have included the selection of the Sao Paulo
hotels on a random basis. This travel expenditure
falls outside the two highest value contracts in
terms of international destinations, but remains a
significant annual expense for SAA;

5.4.3.23.3.

The contracts for separate hotels for the flight deck
and cabin crew were initially negotiated to run from
August 2015 until February 2017, however the
current contract has now been awarded to a single
service provider, following complaints from the
cabin crew as set out forthwith. Currently the hotel
providing accommodation for SAA in Sao Paulo is
the Tivoli Hotel for both cabin crew and flight deck
crew;

5.4.3.23.4.

Previously, cabin crew were accommodated at the
Makskoud Plaza Hotel, however, after a number of
complaints regarding hygiene and safety issues,
the cabin crew requested that SAA source a new
service provider. Flight deck crew were previously
accommodated at the Renaissance Hotel and
subsequently moved to the Tivoli Hotel, as it was
believed that the Tivoli Hotel represented a better
value proposition for SAA;

5.4.3.23.5.

The cabin crew was relocated to the Tivoli Hotel
five months after the flight deck crew had been
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relocated there. The reasons for the move were
given that it would be considered to be more in line
with the hotel sourcing strategy of accommodating
both flight deck and cabin crew at the same hotel
and to also eliminate the costly tender process of
reviewing a further array of prospective hotels for
the cabin crew to consider. This reasoning appears
to be flawed, as it is quite likely that further hotels
within Sao Paulo city could be sourced, which while
meeting the minimum criteria required by the cabin
crew unions, could ultimately be cheaper than the
Tivoli Hotel. Considerably more cabin crew need to
be accommodated at any given point in time than
flight deck crew, so unless a comparative analysis
is carried out including an array of prospective
service providers, SAA may easily be left paying
incrementally more at the Tivoli Hotel for the cabin
crew, than at other cheaper yet as suitable hotels in
Sao Paulo;
5.4.3.23.6.

On 16 November 2012, the BAC

made a

recommendation that all flight deck crew be moved
from their currently contracted to hotels to the
hotels then accommodating the cabin crew. This
was suggested as a cost cutting measure at SAA.
The fact that the cabin crew has been relocated to
where the flight deck crew was residing is therefore
in direct contradiction to the BAC suggestion to try
and save costs. Furthermore, by circumventing the
due tender processes and procedures in this
regard, management of SAA were not afforded the
opportunity to find more affordable options that may
have existed in the market. It appears that policies
were not adhered to in order to gain an outcome
that was desirable to both the flight deck and cabin
crew members, but to the detriment of SAA as a
whole from an increased cost perspective;
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5.4.3.23.7.

A further concern was noted, whereby the rates
quoted in the BAC documents, contracts and RFPs
did not correlate to each other. It appears as though
the rates for the Renaissance Hotel and Tivoli Hotel
were incorrectly captured within the computation
provided as support in the submission made to the
BAC. The price per room indicated in the contract
was not the same price per room included in the
calculations presented to the BAC. This is a
considerable risk for SAA, as the respective hotels
may be charging an inflated price, which is higher
than the rate originally negotiated with the chosen
service providers. As evidenced in Annexure A of
the contract entered into between SAA and the
Tivoli Hotel, a price per room per night of BRL436 is
disclosed, however, as per the BAC submission
calculations, a price per room per night of BRL444
was captured. A further error was also identified in
our

investigation

concerning

the

calculations

submitted to the BAC. The quoted price per room
per night in respect of the Renaissance Hotel was
inflated from BRL418 to BRL477, and these errors
(whether arising from negligent or malicious intent)
resulted in the Tivoli Hotel being incorrectly
assessed as the cheaper option when evaluating
the BAC documentation. Had the component costs
within the BAC submission documentation been
correctly captured, a saving of approximately R2
million over the duration of the two-year contract
could have been realised by SAA;
5.4.3.23.8.

Another concern was the initial negotiation of
separate contracts for flight deck crew and cabin
crew. It does not make financial sense for SAA (as
evidenced in the Sao Paulo contract) where cabin
crew received a discount based on the anticipated
number of rooms to be booked over the duration of
the contract. Had one contract been negotiated
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covering both the flight deck and cabin crews, an
even greater discount could in all likelihood have
been negotiated by SAA by virtue of the fact
additional capacity would be utilised by SAA flight
deck crew in addition to the cabin crew occupancy.
This cost saving, considered in conjunction with the
costs saving as a result of not requiring two
separate tender processes to be completed would
most probably have resulted in significant cost
savings for SAA;
5.4.3.23.9.

Table 3 below shows the costs incurred at the
current hotel as well as the possible cost saving
available, had the correct hotel been selected in
accordance with the due procurement processes to
be followed:

Legends* with regards to the rate per room per night for the Tivoli Hotel, a
weighted average cost determination has been made. This was carried out as
to combine the value attributable to both flight deck and cabin crew as one
reported figure in table 3 to be compared to the array of hotels proposed for Sao
Paulo as a destination.
5.4.3.23.10.

As set out in Table 3 above, it is clear that, had the
Renaissance Hotel been selected, SAA would have
realised approximately R2 million in cost savings
over the duration of the two-year contract;

5.4.3.23.11.

Table 4 below sets out the determination of the total
anticipated expense for the Tivoli Hotel based on
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the two separate rates quoted for rooms per night
for both the flight deck and cabin crew.

5.4.3.24.

Hong Kong
5.4.3.24.1.

Hong Kong represents SAA’s second most costly
international
approximately

destination
R26.1

and
million

accounted
of

for
crew

accommodation and travel expense in FY 2015/16
and requires 11 022 rooms per annum. Currently
the hotel being used is the Intercontinental Grand
Stanford, which accommodates both flight deck and
cabin crew. The current contract was entered into in
March 2015 and will conclude in February 2017;
5.4.3.24.2.

Both cabin crew and flight deck crew have been
staying in this hotel since March 2013 and as the
hotel has not received any complaints in this regard
the contract has been ongoing and renegotiated
after every contract period end. A benchmarking
exercise was performed to determine the current
costing of the hotel in relation to the other hotels in
the area. The hotel was compared to three other
hotels and found to be the most affordable and as
the hotel is enjoyed by all crew members the
decision was taken to continue staying there;

5.4.3.24.3.

The concern in this regard is that the hotel was only
benchmarked against a limited number of other
hotels and in order to ensure that SAA continues to
obtain the most affordable accommodation for its
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crew, a wider search needs to be performed.
Comparing against three hotels does not provide
the BAC with a wide range of options in order to
assess the proposal placed before them. As the
benchmark hotels are selected by combined flight
deck and cabin crew, it may be that the proposed
hotels

are

deliberately

more

expensive

or

deliberately exclude more affordable hotels, as the
SAA crew may not wish to move from their current
hotel choice. Further to the above, the crews have
not provided any alternative options, which are in
closer proximity to the airport. As evidenced in the
scenario of New York City as a destination, there
are significant cost savings that can be achieved if
SAA

were

to

actively

review

hotels

more

conveniently located to the respective airports and
not

necessarily

in

the

attractive

and

more

expensive tourist and/or city centre locations;
5.4.3.24.4.

Table 5 below, sets out the limited options
proposed as part of the submission to the BAC.
This analysis set outs the high cost of the
alternative options within the city centre and did not
include any hotels in closer proximity to the airport.

5.4.3.25.

Dakar
5.4.3.25.1.

The

hotel

transportation

accommodation
expense

in

and

respect

ground
of

Dakar

amounted to approximately R12.9 million during FY

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 75 of 317

2015/16 and currently the anticipated occupancy
amounts to 12 322 rooms per annum. The hotel
currently in use is the King Fahd Palace, whose
contract has just ended and is currently up for
tender;
5.4.3.25.2.

Dakar was selected for inspection due to the fact
that it is the second highest budgeted expense for
regional destinations for SAA. The high level of
expenditure is necessitated by the fact that Dakar is
used as one of the layover destinations for travel
from South Africa to Washington DC in the USA;

5.4.3.25.3.

The adverse findings uniquely attributed to Dakar
were minimal, with the biggest concern arising due
to the fact that a limited array of hotel options were
submitted to the BAC for their review. The BAC was
consequently not afforded the opportunity to make
informed comparisons when evaluating the given
limited number of hotel options. However, it was
noted that the findings set out in report section 2
dealing

with

the

general

findings

that

the

procurement process and procedures for the
awarding of the Dakar hotel accommodation
contract, exhibited similar weaknesses to the other
contracts reviewed as detailed in the general
findings. It appears that the general findings set out
below applied to all the contracts within our sample,
except

the

contract

entered

into

for

the

accommodation in Accra, where no adverse
findings or significant deficiencies were highlighted
by our investigation;
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5.4.3.25.4.

Table 6 below, sets out the benchmarking exercise
submitted to the BAC for Dakar.

5.4.3.25.5.

Once again the main risk identified relates to the
limited array of proposed hotel options that were
evaluated and presented to the BAC. One of the
options, Terrou-Bi Beach Resort, is a very exclusive
5-star hotel that at the onset would be too costly an
option for SAA. It appears that this hotel may have
been included in the array of hotels merely to
complete the minimum requirement set out in the
SCM that at least four different hotel options need
to be evaluated in order for the BAC to accept the
submission made to them. It is imperative that a
wider range of hotels complying with the minimum
specifications (and more importantly within the
appropriate

anticipated

price

bracket)

in

accordance with the Regulating Agreement, are
considered by the BAC in order to make an
informed decision in this regard.
5.4.3.26.

Accra
5.4.3.26.1.

Accra, as in the case of Dakar, is used as a layover
destination for SAA flights to Washington DC in the
USA. Due to the high frequency of flights routed
through

Ghana

accommodation

to
and

the

USA,

ground

the

hotel

transportation

expenditure for Accra represents the highest
expenditure for FY 2015/16 in respect of regional
destinations for SAA.
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5.4.3.26.2.

Accra accounted for approximately R25.8 million in
hotel and transport costs for that same period;

5.4.3.26.3.

Currently,

the

hotel

accommodation

service

provider in Accra is the Golden Tulip and the
contract has been awarded to this hotel to conclude
on 31 July 2017. Based on our review of the
procurement processes and policies and their
application in the case of the awarding of the
contract to the Golden Tulip, this destination
reflected the best compliance with no adverse
findings. All aspects of the Accra contract were
handled professionally and in accordance with
expectations. A wide array of hotels were inspected
and submitted as part of the proposal to the BAC.
The BAC was provided with information well in
advance to provide adequate time for assessment
and deliberation. In addition to this, the transport
agreements in place were renegotiated in order to
obtain economies of scale as well as to ensure that
pricing best reflected the new requirements of SAA;
5.4.3.26.4.

No

adverse

findings

or

weaknesses

in

the

procurement process could be identified in our
review of the manner in which the contract was
awarded. Consequently, the general findings set
out in report section 2 below did not apply to the
hotel contract entered into with the Golden Tulip;
5.4.3.26.5.

Table 7 below illustrates the benchmarking and
costs analysis related to Accra, which were
presented to the BAC.
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5.4.3.27.

Timing of contract negotiation
5.4.3.27.1.

The most significant concern relates to the timing of
the submission of relevant documentation to the
BAC for their assessment and evaluation as part of
the

due

procurement

occurrence

relating

to

process.
the

A

common

awarding

of

the

procurement contracts was the fact that the BAC
were only provided with a submission within the last
month of the then current contract. This meant that
the BAC did not have sufficient time to make an
informed decision. Should the BAC require any
further investigation or clarification to be carried out,
there is insufficient time to do so;
5.4.3.27.2.

The length of time taken for the entire submission
and approval process within the procurement cycle
to run its course, could lead to SAA being in a
position

that

no

valid

contract

for

hotel

accommodation and /or ground transportation is
maintained with any given service provider. This in
turn could result in SAA not having a valid and
binding contract in respect of accommodation as
required for the flight deck and cabin crew;
5.4.3.27.3.

Due to the lack of time remaining under the given
contracts (as reviewed in our sample), SAA is
placed under undue pressure and in a much
weaker negotiating position, leaving SAA unable to
make demands on hotels, negotiate better margins
or discounts, or search for more affordable or
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equitable hotel options. This weak position can be
directly correlated to the higher prices charged to
SAA when first negotiating or attempting to renegotiate the awarding of any given contract;
5.4.3.27.4.

It is recommended that all submissions to the BAC
be made well in advance of the expiration of an
existing contract or commencement of a contract
with a new service provider and that procurement
Department implement a contract management
system whereby contracts are flagged for renewal
to allow for the lengthy procurement process to be
adequately followed and ensure that all regulations
are complied with;

5.4.3.27.5.

The BAC should reprimand and follow disciplinary
proceedings

(where

considered

appropriate)

against employees who make submissions to the
BAC in a tardy manner, as these late submissions
directly result in increased costs being incurred by
SAA;
5.4.3.27.6.

The result of this weak negotiation stance and an
insufficient period of time to renegotiate contracts
were evidenced recently when assessing an
extension for accommodation at the Westin Grand
Hotel in New York City. On 31 October 2014, the
GSM requested the CFO to approve additional
spend at the Westin Grand Hotel as the prevailing
contract at that time was nearing its end without
being renegotiated. Due to the extended timeframe
taken for SAA to select a new proposed hotel for
both the flight deck and cabin crew in New York,
the prevailing contract at that time with the Westin
Grand Hotel had to be extended. The hotel,
however, informed SAA at the time that it would not
be extending the contract on the same terms of
US$244 per room per night, but would be
increasing the price to US$339 per room per night.
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This represented an almost 40% increase in the
rack rate for a duration of three months, while
contracts were officially renegotiated. The Westin
Grand Hotel explained that the increased rate was
necessitated due to the fact that the extension
period represented a timeframe when demand for
that hotel was at its highest. This additional spend
was estimated at approximately R732,000 for the
duration of the 3 months when inflated room rates
were paid to the Westin Grand Hotel to make sure
that

the

flight

deck

crew

continued

to

be

accommodated in New York City.
5.4.3.28.

Extent of procedural compliance when re-negotiating and reawarding contracts
5.4.3.28.1.

Another concern for the board (and the BAC)
involves the process followed when renewing
contracts.

It

is

noted

that,

in

general,

the

procurement process is comprehensive; however,
far less comprehensive procedures are followed
when contracts are nearing their expiration date,
when additional budget is requested from the BAC,
to approve contract extensions or renewals;
5.4.3.28.2.

It appears that once a hotel is selected, the process
of renegotiation appears to be a formality with no
further checks performed or comparisons to other
prospective service providers being made. It is our
recommendation that SAA’s contracts requiring to
be renewed or extended for a period of longer than
a year should be subject to the same policy and
processes as followed when initially awarding any
given contract to a service provider. This will ensure
that the BAC appropriately approves and awards
new contracts that comply with the current cost
compression strategies and budget of SAA.
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5.4.3.29.

Simultaneous awarding of ground transportation contracts
5.4.3.29.1.

Although there is a comprehensive procurement
policy that ought to be followed when appointing
hotel accommodation service providers, little regard
appears to be given to the ground transportation
contracts

that

should

be

awarded

to

run

concurrently and for the duration of any given hotel
accommodation contract. It appears that the
transport contracts (in general) have not been
negotiated or awarded to run concurrently with the
hotel contracts. The current spend on ground
transportation

(FY

2015/16)

amounts

to

approximately R41.9 million and comprises 17% of
the

total

hotel

accommodation

and

ground

transportation expense reported for that period.
This significant expense could possibly be reduced
if SAA were to negotiate contracts in a timely
manner and from reputed and adequately vetted
third party service providers;
5.4.3.29.2.

It is imperative that the BAC ensures that ground
transportation

contracts

are

scrutinised

in

accordance with appropriate procurement policies
and procedures, as it appears to be a risk area that
could

be

abused

by

transportation

service

providers. A detailed review is yet to be carried out
on the local Johannesburg ground transportation
contract with Mudziwa Travel, as there is a concern
that this area of operations could be open to abuse
by service providers.
5.4.3.30.

Outsourced service provider contracted to negotiate room
prices on behalf of SAA
5.4.3.30.1.

A further concern regarding the negotiation of hotel
accommodation contracts has been identified in our
review of the procurement process (for the sample
of contracts) in that SAA currently outsources the
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physical negotiation of room rates with the various
prospective

hotel

accommodation

service

providers. This function has thus been outsourced
to

an

American

contractor

called

Hotel

Connections;
5.4.3.30.2.

The level of negotiation carried out by Hotel
Connections has been brought into question due to
the fact that in certain instances, online booking
platforms available to the general public have
provided similar rates to those negotiated by Hotel
Connections. It appears that out of the five
contracts reviewed, only one hotel out of a selection
of 5 or 6 is ever negotiated to a reduced rate per
room. The efficacy of their services and value
proposition to SAA should be reviewed in more
detail to ensure that the best interests of SAA is
maintained at all times. A few hotels have,
however, reflected large discounts resulting from
the negotiation process, as well as negotiating
lower or no holdover fees;

5.4.3.30.3.

It appears that the mandate and terms of
engagement with Hotel Connections was provided
and approved by the BAC on the 23 March 2012 at
no cost to SAA in order to unlock potential savings.
The concern in this regard is due to the fact that
SAA

appears

to

incur

no

liability to

Hotel

Connections, as they do not require a fee from SAA
to carry out this service on SAA’s behalf. It must
thus be questioned whether in the negotiations for
crew hotel accommodation the best interests of
SAA are being put forward by Hotel Connections.
This conflict of interest could result in Hotel
Connections only engaging with those hotels that
provide the greatest benefit to them with little
regard to the cost compression required by SAA
and may explain the concerns raised in this report
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regarding the negotiations undertaken in this
regard.
5.4.3.30.4.

This may be a further risk for SAA, if Hotel
Connections are earning some form of kickback or
rebate from prospective hotels if they only ever
present certain hotels at cheaper rates. These
negotiations are imperative to SAA obtaining the
best deal and a review should be carried out
regarding the adequacy of the negotiation process
carried out by Hotel Connections on behalf of SAA.

5.4.3.31.

Excessive list of perks required by the flight deck and cabin
crew arising from the Regulating Agreement and union
requirements
5.4.3.31.1.

Numerous onerous requirements are placed on
hotels when negotiating the room rates; inter alia
SAA staff are offered free upgrades, preferential
separate dedicated check in services, 24/7 ability to
check in, rooms must be held over for use by the
crew and the fact that the flight deck and cabin
crews’ family members are permitted to also travel
to the same hotels on vacation at the reduced SAA
negotiated rates (with no apparent limit to the
frequency with which family and staff can travel and
use this perk at any given hotel);

5.4.3.31.2.

These

upgrades,

other

services

and

perks

specifically offered to SAA staff and their families
will inevitably be factored into the price per room
when prospective service providers are negotiating
the best rate they can offer SAA at the time that
contracts are awarded for hotel accommodation.
SAA should consider that only the essential
services that are absolutely required by SAA flight
deck and cabin crew are included in SAA’s RFP
when setting out the requirements to be considered
by prospective service providers.
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5.4.3.31.3.

This should reduce the additional pricing points that
will be factored in by the prospective hotels when
providing SAA with a rate per room for crew
accommodation. This will however, require that
SAA management revise the Regulating Agreement
and

renegotiate

the

minimum

requirements

expected by both the flight deck and cabin crew
(and indirectly their families);
5.4.3.31.4.

It is worth noting that these perks are also offered
to former spouses and widow/ers of the flight deck
crew and is further exacerbated by the fact that all
SAA staff members are afforded the same perks
when staying at hotels across the globe that have
been awarded contracts by SAA in respect of hotel
accommodation for flight deck and cabin crew. It is
presumed that any prospective service provider will
factor this consideration into their pricing structure
when negotiating with SAA, knowing that there is
effectively

an

‘unlimited’

requirement

to

accommodate SAA staff when they are traveling for
private or leisure purposes;
5.4.3.31.5.

In our review of the supporting documentation for
the sample of contracts analysed, we identified a
complaint made by one of the hotels that the
original contract entered into between the hotel and
SAA stated that ‘several’ upgrade requests were
anticipated per month. In reality, the hotel manager
noted that SAA staff were abusing this privilege and
that the hotel was forced to offer several upgrades
per day, often as a result of the flight deck and
cabin crew bringing their families on vacation at the
time concerned. This sense of entitlement is not
good for SAA’s reputation within the market and
should be addressed with the staff concerned to
avoid further ‘abuse of the system’ by flight deck
and cabin crew.
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5.4.3.32.

Inappropriate selection of prospective hotel service providers
presented to the BAC
5.4.3.32.1.

It is further noted that the hotels presented to the
BAC are selected by a delegation of SAA
employees representing the staff who will ultimately
be residing in the accommodation provided by the
hotels

successfully

awarded

the

hotel

accommodation contracts. This process of hotel
selection does not appear to be subject to any form
of scrutiny or oversight by an independent party but
rather made by employees with a vested interest in
the outcome of the process;
5.4.3.32.2.

It was noted in most cases of our sample
investigation that the proposed hotels were either
exorbitantly
category)

expensive
or

did

(in

not

the

meet

luxury
the

5-star

minimum

requirements criteria as set out in the Regulating
Agreement or union agreements (in the case of
much more affordable 2-star or 3-star category
hotels). It appears that this scenario could be
intentionally

‘engineered’

by

the

delegation

representing the flight deck and cabin crew to
ensure that their preferred hotel becomes the
obvious choice when compared to an ill-fitted array
of competitor hotels. The BAC is invariably left with
no

option

other

than

to

award

the

hotel

accommodation contract to the hotel preferred by
the flight deck and cabin crew, as set out in the
submissions to the BAC. The contracts are
consequently awarded to the very same hotels
preferred by the employees who proposed the
given hotel in the first instance, and those same
employees will benefit from residing in a hotel that
is possibly more expensive for SAA than other
comparable establishments with accommodation of
similar standards, but where these competitor
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service providers may have been excluded in the
BAC submission;
5.4.3.32.3.

At present it appears that the array of hotels in the
BAC

submissions,

include

competitor

establishments that are either too costly or
represent more affordable options that do not meet
the

minimum

criteria.

In

this

regard,

it

is

recommended that before any process of hotel
inspection is embarked upon, that a resident
country manager (general manager) be consulted
to carry out a vetting process to ensure that only
hotels that meet the required star grading, with all
the

reasonably

determined

amenities,

room

specifications and other criteria, are considered for
presentation to the BAC. This allows the resident
country manager to give guidance on the hotels
selected so that should certain hotels be too
expensive or not meet the minimum standards,
these service providers can then be replaced with
other suitable hotels in the area. This from of ‘preinspection’ will result in lower costs for SAA, as all
the proposed hotels to be inspected by the
delegation should then be of a similar standard
(within a presumed similar price bracket) and this
will

facilitate

competitor

more

hotels

robust
attempt

negotiations
to

secure

when
SAA’s

patronage.
5.4.3.33.

Proximity of proposed hotel service providers to the respective
destinations’ airports
5.4.3.33.1.

The policy of including a resident country manager
pre-inspection and recommendations will also
assist with reducing costs for SAA when evaluating
the proximity of proposed hotel service providers to
any given destination’s airport. Currently, flight deck
and cabin crew appear to be selective as to the
preferred location of the proposed hotels with
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selections that are based within the city centre and
close to major tourist attractions (in the case of the
major international destinations), while the flight
deck and cabin crew for regional destinations (in
the case of African destinations) appear to prefer to
stay outside of the city centre and closer to the
airport

(purportedly

due

to

perceived

safety

concerns within the African cities);
5.4.3.33.2.

Hotels based closer to the airport present a number
of benefits for SAA. Due to their proximity to the
airports, they require shorter transfer time and costs
(reducing the overall ground transportation expense
for

SAA).

In

addition,

these

hotels,

while

maintaining the appropriate service levels required
by the Regulating Agreement and requirements of
the unions, have proven to be significantly cheaper
per room per night. Furthermore, the location of
these hotels in closer proximity to the airports are
generally further away from tourist attractions,
distractions and any temptation for flight deck and
cabin crew to jeopardise their allotted or prescribed
mandatory rest periods;
5.4.3.33.3.

We

therefore

recommend

that

forthwith,

the

procurement policy be amended to require that an
independent party ensures that the array of hotels
to be inspected by the staff delegation (and
proposed to the BAC) includes at least one hotel
that is located in a safe and secure area in closer
proximity to the respective countries’ airports. This
will allow the BAC to effectively evaluate and
compare the various hotels and make an informed
decision regarding these hotels without outright
excluding or rejecting the more affordable hotel
accommodation that may not necessarily be
situated in the city centres.
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5.4.3.34.

Numerous prospective service providers
5.4.3.34.1.

During our review of the sample of contracts, it was
noted that SAA does not appear to take advantage
of the economies of scale as there are numerous
prospective service providers that are considered in
any given BAC submission and it very seldom
occurs that the same hotel chain is awarded
multiple contracts in different regions or locations. It
is highly likely that SAA could benefit from a
centralised

procurement

process,

whereby

a

negotiation is entered into with a chain of hotels or
specific

appropriate

hotel

group

that

could

accommodate SAA staff regardless of ultimate
destination. SAA would in all likelihood be able to
negotiate a far better rate per room if they team up
with a specific hotel chain to accommodate their
staff across the globe (as far as practicable).
5.4.3.35.

Delegation sent to review prospective service providers
5.4.3.35.1.

During the course of our investigation, it has been
brought to our attention that a significant sized
delegation is responsible for visiting the various
prospective hotels presented to the BAC. It seemed
peculiar that in many instances, the delegation do
not physically spend a night at the prospective
hotels but rather stay at a single hotel, as included
in the BAC submission, for numerous days’ stay.
The delegation purportedly then carry out site visits
to the other hotels included in the BAC submission.
It appears that certain hotels would then be given
undue preference over others, as the delegation did
not actually sleep in all the hotels proposed as
prospective service providers; and

5.4.3.35.2.

It is difficult to determine whether an accurate
reflection of a hotel can be ascertained if the hotel
in question is merely inspected without actually
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experiencing the overnight service offering of the
given hotel. It is our recommendation that any hotel
that has been proposed as a prospective service
provider, should be physically resided at by the
delegation for a night, to ensure that accurate
comparisons can be made between the proposed
hotels. It is also important to ensure that luxury 5star hotels that would ultimately be excluded from
the choices due to price should not remain in the
array of hotels to be assessed by the delegation.
5.4.3.36.

Compliance with PFMA, SCM policies and the Constitution
while adhering to the Regulating Agreement and Cabin Crew
Hotel Selection Policy
5.4.3.36.1.

The awarding of hotel contracts by SAA falls within
the ambit of SAA’s procurement Department or
GSM. The GSM is governed by the SCM of SAA for
all its dealings with suppliers (whether local or
foreign). This policy, read in conjunction with the
Public Finance Management Act No. 1 of 1999 and
the Constitution, outlines the manner in which all
prospective and duly appointed service providers
are

evaluated

and

correspondingly

awarded

contacts with SAA.
5.4.3.36.2.

The SCM, inter alia, outlines the following:
5.4.3.36.2.1.

“3.1.1

SAA

is

committed

to

applying relevant legislative and
regulatory requirements as they
pertain to SCM.”
5.4.3.36.3.

The legislative requirements as mentioned above
pertain to section 51 of the PFMA as follows:
5.4.3.36.3.1.

“51.

General

responsibilities

of

accounting authorities. — (1) An
accounting authority for a public
entity—
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5.4.3.36.3.2.

(a) must ensure that that public
entity has and maintains—

5.4.3.36.3.3.

(i)

effective,

efficient

and

transparent systems of financial
and risk management and internal
control;
5.4.3.36.3.4.

(ii) a system of internal audit under
the control and direction of an audit
committee

complying

operating

in

regulations

with

accordance
and

and
with

instructions

prescribed in terms of sections 76
and 77;
5.4.3.36.3.5.

(iii) an appropriate procurement
and provisioning system, which is
fair,

equitable,

competitive

and

transparent,
cost-effective;

(underlining for emphasis); and
5.4.3.36.3.6.

(iv)

a

system

for

properly

evaluating all major capital projects
prior to a final decision on the
project. “
5.4.3.36.4.

Further to the above requirements, special mention
is made within the SCM with regard to the
Constitution as follows (underlining for emphasis):
5.4.3.36.4.1.

“3.2.1 SAA shall apply section 217
of the Constitution of the Republic
of South Africa, (Act No 108 of
1996, as amended) by contracting
for

goods

and

services

in

accordance with a system which is
fair,

equitable,

transparent,

competitive and cost effective.”

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 91 of 317

5.4.3.36.5.

These constitutional requirements are the basis for
the objectives set out in the SCM, with particular
reference thereof made in section 4.4.1;

5.4.3.36.6.

During our investigation, it was noted that in the
selection process followed by the GSM and the
decisions taken by the BAC, that it appears that the
BAC have circumvented the above legislation in
favour of the Regulating Agreement entered into
with SAAPA and the Cabin Crew Hotel Selection
Policy. These agreements/policies have made
specific provision for the representatives of SAAPA
and each of the unions representing cabin crew to
all propose three preferred hotel accommodation
service providers (in order of preference) from a list
of service providers originally selected by these
same CFST members. The practical application
and the method of hotel selection as well as the
stipulations

of

the

minimum

standards

and

requirements for any hotel to be considered for use
as a slipping point for flight deck crew and cabin
crew are set out in the two agreements and
described in more detail below.
5.4.3.36.7.

“Slipping” is defined in the Regulating Agreement
as, “a break between flight duty periods away from
crew base for the purpose of rest and to
accommodate airline schedules.”

5.4.3.36.8.

In terms of the Regulating Agreement, section 10
states the following (underlining for emphasis):
5.4.3.36.8.1.

“10.2 Rest Facilities at Slipping
Points

5.4.3.36.8.2.

10.2.7 Hotels used shall meet the
classification standards equivalent
to a South African four-star hotel as
a minimum, if such accommodation
is practically available.
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5.4.3.36.8.3.

10.3 Procedure for Selection of
Crew Hotels

5.4.3.36.8.4.

10.3.1

The

Manager

local

will,

Company

where

possible,

provide a list of potential crew
hotels.

The

committee

Association's

will

then

hotel

investigate

these, and any other potential crew
hotels, using the hotel selection
criteria.
5.4.3.36.8.5.

10.3.2 The hotel committee will
report

to

Executive

the

Association's

Committee

who

will

submit their recommendations in
the form of a list of at least 3 hotels
in

order

of

preference

to

management.
5.4.3.36.8.6.

10.3.3 The Company will then have
the final choice of hotel from the list
submitted

by

the

Association,

taking the Associations' preference
into account.”
5.4.3.36.9.

In terms of the Cabin Crew Hotel Selection Policy
001,

paragraph

4.14

states

(underlining

for

emphasis):
5.4.3.36.9.1.

“On completion of every hotel
inspection, it is mandatory for every
stakeholder

representative

to

recommend a minimum of three
hotels and submit a report detailing
the

reasons

for

the

recommendations as well as the
reasons for not recommending any
hotels inspected.”
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5.4.3.36.10.

Furthermore, in terms of the Cabin Crew Hotel
Selection

Policy

001,

paragraph

4.16

states

(underlining for emphasis):
5.4.3.36.10.1.

“All hotel benefits and entitlements
negotiated and paid for by SAA will
be extended equally to both flight
deck and cabin crew.”

5.4.3.36.11.

In order to assess the impact of section 10.3 of the
Regulating Agreement and paragraph 4.14 of the
Cabin Crew Hotel Selection Policy as set out
above, a detailed understanding of the process in
awarding of hotels is required. As stated in the
background information for this section of the
report, upon return of the RFP from the hotels, the
CFST (which includes a member of SAAPA and
representatives of each cabin crew union) are sent
to inspect a short list of the prospective hotels. All
parties then submit their preferred selection of hotel
to the project leader.

5.4.3.36.12.

The project leader takes these recommendations
into account and a consolidated submission is
presented to the BAC for their consideration;

5.4.3.36.13.

Based on this understanding, it is clear that section
10.3 of the Regulating Agreement and paragraph
4.14 of the Cabin Crew Hotel Selection Policy have
placed the flight deck crew and cabin crew in a
position of authority when submitting their final
selection of preferred prospective hotels to SAA’s
management team (represented by the BAC). The
flight deck crew and cabin crew have essentially
been given the power to source hotels that do not
comply with the regulations as set out in the PFMA,
SCM and the Constitution, i.e. that may possibly not
be based on a principle and system which is fair,
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equitable,

transparent,

competitive

and

cost

effective;
5.4.3.36.14.

This power stems from the fact that SAA are
required to select one of three hotels preferred and
proposed by the CFST, regardless of affordability to
SAA, location or quality of the hotel. This power
appears to have been wielded by SAAPA and the
cabin crew unions on numerous occasions, as
evidenced in the BAC submissions that were
reviewed as part of our sample of contracts
selected for review;

5.4.3.36.15.

The first instance noted, was the selection of the
Grand Hyatt Hotel in New York (“Grand Hyatt”) (as
per the BAC submission dated 26 August 2011). In
this submission, it was noted that the flight deck
crew had elected to terminate the prevailing hotel
contract entered into at that time with the Radisson
Hotel (“Radisson”). The flight deck crew requested
to move from the Radisson to the Grand Hyatt,
which was more expensive. The BAC questioned
this decision and Mr W Smith (Flight Operation
Business Manager) raised his concerns at that
time;

5.4.3.36.16.

SAAPA stated that the reason for the move from
the Radisson to the Grand Hyatt was that the
Radisson was no longer suitable for the flight deck
crew, as it no longer held a four-star grading and
was in fact a three and a half star establishment.
This appears to be an abuse of the power facilitated
through

the

application

of

the

Regulating

Agreement requirements as stated above, which
states that a four star equivalent (in terms of the
grading council of South Africa) hotel be used. In
order to validate the opinion of SAAPA in this
regard, a detailed inspection should have been
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required to determine if the Radisson was in fact no
longer a South African four star hotel equivalent;
5.4.3.36.17.

The Hotel Act contains detailed listings of the
requirements to be graded as a four-star hotel,
covering all operational areas of a hotel and this Act
is the ultimate list of parameters that are required to
be considered by SAA when determining a
prospective hotel service provider’s suitability. The
GSM has currently deferred this decision making
process and has relied upon the decisions of
foreign

grading

council’s

indications

of

hotel

grading, to guide its decision making process. As a
direct consequence, the representatives of SAAPA
were able to dictate the prospective hotel selection
based on foreign ratings agencies’ star grading of
hotels and not necessarily taking into account the
current legislation in South Africa;
5.4.3.36.18.

Should the suitability of any hotel be questioned (by
either SAA, SAAPA or cabin crew unions), it is
imperative that a detailed study be performed on
the hotel to determine its star rating in terms of the
considerations set out in the Hotel Act, with
documented proof being provided to the board, as
to the prospective hotels’ suitability for use by the
flight deck and cabin crews;

5.4.3.36.19.

No such proof was provided to the BAC in this
regard, thus invalidating the SAAPA claim as to the
suitability of the Radisson. However, due to the
powers granted to SAAPA through the application
of the Regulating Agreement, SAAPA refused to
include the Radisson as a possible prospective
service provider. The direct consequence of the
Radisson being omitted from prospective selection
of hotels presented to the BAC meant that the BAC
had no option but to award the contract to the
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Grand Hyatt, as one of SAAPA’s preferred hotels,
at a significantly higher cost for SAA;
5.4.3.36.20.

The powers granted to SAAPA in this regard, as
well as the use of foreign rating procedures, have
allowed SAAPA to determine their own hotel
choices regardless of any concerns raised by the
BAC. In this particular instance, when the BAC was
asked to approve the move to the Grand Hyatt,
questions were raised by the BAC as to the cost
effectiveness of this decision. In the request for
authority

to

award

the

flight

deck

crew

accommodation contract in New York to the Grand
Hyatt, dated 26 August 2011, the following was
noted:
5.4.3.36.20.1.

“A request was submitted on 19
August 2011 to the BAC to approve
the contract with the Radisson
Hotel for the cabin crew and to the
Grand Hyatt Hotel for the flight
deck crew – refer to Annexure A.
However, the BAC refer back the
request for final selection for the
Grand Hyatt for Flight Deck Crew
with the following reasons:

5.4.3.36.20.2.

Renegotiate with Pilots as the
Radisson rate was found to be less
expensive in line with the cost
saving structure of SAA.

5.4.3.36.20.3.

Business

should

motivation

why

the

provide
pilots

a
had

decided to move to a different hotel
when the Radisson Hotel had
previously accommodated them.
5.4.3.36.20.4.

Transport costing per hotel should
be shown in the hotel cost/quote
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structure

as

outlined

in

the

submission tabled at this meeting.
5.4.3.36.21.

The above concerns were addressed by William
Rooken Smith (Flight Operation Business Manager)
as follows:
Selection Criteria…
Renegotiate with Pilots as the
Radisson rate was found to be less
expensive
Whilst fully embracing the idea of
cost saving, I need to point out that
negotiations relating to conditions
of service for SAA pilots are
conducted

between

Employee

Relations (ER) Department and the
South

African

Airways

Pilots’

Association (SAAPA).
The fact that the Flight Deck Crew
hotels are being procured outside
the guidelines of the PFMA and
SAA’s Supply Chain Manual has
been

raised

Department
occasions.

with
on

This

the

ER

numerous
has

been

a

negotiations agenda item for at
least 2 ½ years, and it has yet to
be addressed. This undesirable
situation will continue until this
issue is formally addressed at
negotiations.
Unilateral action by the Company
on this issue will more likely trigger
a dispute from SAAPA, and for that
reason, legal advice on this issue is
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needed. During his tenure as GM
Operations and acting CEO, Mr.
Chris

Smyth

requested

legal

opinion on this issue from the
former head of (sic) SAA’s Legal
Department. As far as I am aware,
that

opinion

was

never

forthcoming.
Business

should

motivation

why

the

provide
pilots

a
had

decided to move to a different hotel
when the Radisson Hotel had
previously accommodated them.
Sections 10.3.1 to 10.3.3 of the RA
(highlighted above) illustrates that
SAAPA has an effective veto right
when it comes to the selection of
hotels. It does not really matter to
SAAPA what the Company thinks,
because they have an entrenched
right here in terms of the RA.”
5.4.3.36.22.

Consequently, it appears that SAA’s reliance on
foreign ratings and not the Hotel Act to determine
the suitable grading of the Radisson and SAAPA’s
perceived unwillingness to negotiate on this matter,
resulted in additional expenditure anticipated and
as set out in the BAC submission documentation to
amount to approximately R6.4 million over the
duration of the proposed three-year contract. This
information was corroborated in the request for
authority to award crew accommodation in New
York, included in documents submitted to the BAC,
dated 22 July 2011. The narrative prepared by the
GSM, presented to the BAC at that time, included
an analysis titled, “Evaluation Process” which
stated as follows:
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5.4.3.36.22.1.

“The flight crew negotiations were
unsuccessful due to the agreement
that the Pilots’ Association signed
with SAA which states that all
hotels for the flight deck crew
should be four star hotels and
currently the Radisson is a three
and a half star. The company has
opted for their first choice based on
the fact that the Grand Hyatt is
cheaper compared to the Sheraton
Hotel after including the transport
costs.”

5.4.3.36.23.

This apparent flouting of authority was again
evidenced in respect of the awarding of the New
York hotel accommodation contract for flight deck
crew in October 2014. The BAC (and CFO) were
requested to approve an additional spend in order
to allow the flight deck crew to continue staying at
the Grand Westin Hotel, their then prevailing hotel
of choice and service provider whose contract was
very near expiration date. This negotiation was
started too late in order to effectively consider the
alternative options that needed to be presented to
the BAC in ordered for them to award a new hotel
service provider contract in New York at that time.
During this time, the Grand Hyatt Flushing was
proposed as an alternative, as it represented a
more affordable option for SAA at US$178 per
room per night in comparison to the rate of US$339
per room per night being proposed by the Grand
Westin at that point in time. The cost saving
calculated at that time amounted to approximately
R14 million over a two-year period for the flight
deck crew alone;

5.4.3.36.24.

This cheaper option was not, however, pursued due
to the flight deck crew stating that the Grand Hyatt
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Flushing hotel was not graded as a four-star hotel
and the In-Flight Services Management stated that
the surrounding area was untidy, offered limited
choice of Western food options at restaurants in
proximity to the hotel, was far from Manhattan and
would cost the crew considerable taxi fares to get to
Manhattan when they chose to do so;
5.4.3.36.25.

It

appears

that

as

a

consequence

of

the

aforementioned factors, the hotel was never
included in SAAPA’s listing of alternative or
preferred hotels. This continued to display SAAPA’s
mindset to disregard the recommendations of the
GSM, i.e. that a more cost effective hotel choice in
closer proximity to the airport should be sourced;
5.4.3.36.26.

The document detailing the Decision Record, dated
30 January 2015, indicated that this hotel was
inspected by the GSM and found to be equivalent
to a South African four-star hotel (as per the
requirements of the Regulating Agreement) and
was noted as the preferred option of the GSM due
to the anticipated savings on a per room basis and
that savings would also be realised on transport
costs for SAA due to the hotel’s proximity to the
airport. This recommendation was not heeded by
the flight deck crew and resulted in additional spend
by SAA, on the premise that the provisions of the
Regulating Agreement would render the selection
of the Grand Hyatt Flushing void/invalid;

5.4.3.36.27.

It appears to be a common feature of the
recommended hotels proposed by SAAPA, that
hotels be excluded based on their current star
rating. We recommend that the BAC ensure that
the CFST inspect all hotels, regardless of the
prospective hotel’s star grading so that SAA
management (and the BAC) can evaluate these
proposed hotels’ equivalent South African star
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grading

(as

permitted

by

the

Regulating

Agreement). This will ensure that, regardless of the
hotels location or official foreign star grading, that
SAA receives the best value alternative when
awarding these contracts, without a compromise on
quality, and in accordance with the regulations of
the PFMA, SCM and Constitution;
5.4.3.36.28.

The calculations above have shown that SAA has
incurred additional costs of approximately R20.4
million in New York for the flight deck crew alone.
Taking into account the current cost compression
strategy of SAA, it is imperative that the BAC as
well as the GSM take note that the legislation as
promulgated must take precedence over internal
agreements or policies. It is imperative that the
BAC

have

a

detailed

understanding

of

the

Regulating Agreement (as currently enforced) to
ensure that the decisions made in respect of
awarding hotel contracts, while attempting to
appease the requirements set out in the Regulating
Agreement, do not compromise or result in SAA
being non-compliant with the PFMA, SCM and
Constitution.
5.4.3.36.29.

Most notably, the BAC must also be made aware of
their authority and responsibilities as prescribed to
them within the SCM, which states in section
6.2.5.2 as follows:
5.4.3.36.29.1.

“The BAC performs, among other,
the following main functions as
contained in the BAC charter:

5.4.3.36.29.2.

May

override

recommendations

from the CFST provided that due
motivation is provided.”
5.4.3.36.30.

This power effectively enables the BAC to evaluate
the merits of recommendations presented to them
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by the CFST and (if necessary) select and approve
the

most

affordable

hotel

that

meets

the

requirements as set out in the PFMA and SCM
policies, regardless of being held ransom to having
to make a choice between only the preferred
service providers as presented by the CFST;
5.4.3.36.31.

As discussed above, the selection of hotels in
contradiction to the PFMA regulations was raised
by Mr W. Smith (Flight Operation Business
Manager) in 2011, where it was noted that the
provisions of the Regulating Agreement have
allowed SAAPA an effective veto right when it came
to the selection of hotels. It was stated in his report
to the BAC that, according to SAAPA, it does not
matter what SAA thinks or requires in relation to
hotel procurement and related costs, as SAAPA
have an entrenched right in terms of the Regulating
Agreement;

5.4.3.36.32.

In Mr Smith’s report, it was noted that the concerns
regarding the Regulating Agreement’s conflict with
the PFMA has been a negotiations agenda item
since 2009, yet no ground had been made nor had
this significant concern been formally addressed in
negotiations with the various unions. Mr. Smith was
concerned that unilateral action by SAA would
trigger a dispute from SAAPA at that time and he
recommended that legal

advice be

obtained

pertaining to this issue. It appears that no legal
opinion was ever forthcoming at that time, however
this is currently being pursued with senior legal
counsel at ENS;
5.4.3.36.33.

It is clear from our investigation set out above, that
the Regulating Agreement (as currently enforced)
contradicts the current legislation governing SAA.
The non-compliance with PFMA and CM policies
are currently causing SAA to suffer significant

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 103 of 317

losses on an ongoing basis each year. In addition,
this deviation from the PFMA may be construed as
financial misconduct on the part of the BAC, leading
to legal proceedings, which may cause SAA further
financial distress and reputational damage;
5.4.3.36.34.

Until such time as the Regulating Agreement has
been successfully renegotiated with SAAPA, it is
imperative that SAA management, the GSM and
the BAC, ensure that the PFMA and SCM
regulations are adhered to and enforce their option
in terms of section 6.2.5.2 of the SCM to override
the recommendations of the CFST if they feel so
justified.

5.4.3.37.

Conclusion in respect of hotel accommodation contract
awards
5.4.3.37.1.

As set out in the report above, there appear to be
numerous areas where SAA can improve on their
existing protocols and procedures with regards to
awarding hotel accommodation service providers
and ground transportation for flight deck and cabin
crew. Many of these anticipated cost savings are
extremely hard to quantify as further analysis and
review by SAA management is warranted to
determine the extent that policies can be amended
to take advantage of these cost compression
initiatives. It is understood that a number of these
recommendations included above hinge on the
ability to re-negotiate the Regulating Agreement
and requirements stipulated by the cabin crew
unions, however certain cost saving initiatives
require

a

simple

change

in

mind-set

and

implementation when evaluating which hotels are
included in the BAC submission for review by
management;
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5.4.3.37.2.

At face value, based on the procedures performed
on the sample of contracts selected from expenses
incurred in FY 2015/16, we identified the following
probable fruitless and wasteful expenditure in
respect of hotel accommodation costs for flight
deck and cabin crew over a two-year contract
period:

5.4.3.37.3.

New York flight deck crew
5.4.3.37.3.1.

Approximately
additional

R14

costs

due

million
to

not

selecting the Grand Hyatt Flushing
Hotel;
5.4.3.37.3.2.

Approximately

R0.73

million

additional costs due to the late renegotiation of the flight deck crew
contract with Westin Grand Hotel
5.4.3.37.4.

New York cabin crew
5.4.3.37.4.1.

Approximately
additional

R18.5

costs

due

million
to

not

selecting the Grand Hyatt Flushing
Hotel.
5.4.3.37.5.

Sao Paulo flight deck and cabin crew
5.4.3.37.5.1.

Approximately

R1.9

million

additional costs due to incorrect
computation in BAC submission
resulting in a more expensive than
necessary

hotel

option

being

awarded contract.
5.4.3.37.6.

The above costs total to R35.1 million over a twoyear period. This is excluding any synergies or
further cost savings that could be achieved as
indicated above. It is further noted that we have
only reviewed five contracts accounting for 51% of
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the total spend on hotel accommodation in FY
2015/16 and therefore we presume that these
issues permeate throughout this procurement cycle.
It is consequently anticipated that further cost
savings could be achieved by SAA, if this entire
procurement process is reviewed in detail by SAA
management.
5.4.3.38.

Rates negotiated for accommodation of crew and their
respective family members
5.4.3.38.1.

It has been alleged, by Ms G. Matshego - Executive
Manager, Alliances – Code Share: SAA, that she
has recently been made aware of an instance in
Kenya where the SAA crew and employees’ airline
rate for accommodation, is well in excess of the
rates negotiated by other airlines that use the same
hotel for their stop-overs in Nairobi;

5.4.3.38.2.

An Accommodation Agreement (“the contract”) was
entered into between South African Airways SOC
Limited (“SAA”) and Eka Hotel. The contract was
signed on behalf of SAA by A.W. Bayne (HOD
Flight Operations); S. Pillay (HOD Inflight Services)
and M. Nkalane (HOD Airport Operations) in late
October 2015;

5.4.3.38.3.

The signed contract is electronically date stamped
as 13 February 2014 while the commencement
date of the contract was 14 February 2015. The
contract termination date is 28 February 2017 (i.e.
2-year contract). It appears that the contract was
consequently ‘negotiated’ for some time before
signing and it is not clear when the contracted to
rate for SAA was implemented (reference is made
to a Letter of Award granted to the Hotel on 15
February 2015), notwithstanding the final signature
taking place 8 months after the effective date of the
contract;
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5.4.3.38.4.

The contract sets out the terms and conditions on
which the crew (flight deck and cabin crew) and
employees

of

accompanying

SAA
family

and

their

shall

respective
utilise

the

accommodation and services provided by the Eka
Hotel. Annexure A to the contract largely sets out
the stipulations of the accommodation inclusions,
crew

value

proposition

and

the

scope

of

purchase/service as detailed in the RFP for the
SAA crew hotel accommodation;
5.4.3.38.5.

The airline accommodation rate per night quoted on
a room only basis, including all taxes, levies and
service charges, as set out in Annexure A to the
contract, is US$150 for a superior room per night.
The normal rack rate for a superior room as defined
in

the

contract

was

indicated

as

US$255/room/night, while the corporate rate was
indicated as US$190/room/night;
5.4.3.38.6.

Ms Matshego has indicated that while she was in
Nairobi on business recently, it was brought to her
attention that other airlines have negotiated better
airline

rates

for

their

crew

and

employees.

Consequently, SAA’s competitors only pay in the
region of US$90 per room per night. This fact was
discussed by Ms Matshego with Mr P. Sekhamane,
Head of the Global Operations Control Centre
(“GOCC”). In the absence of having access to a
competitors’ contract, we are unable to validate
whether the service offering and room type offered
to competitors is identical to that of SAA, but it is
assumed that the crew are awarded the same level
of comfort and value propositions;
5.4.3.38.7.

It has further been established that SAA are
operating 11 frequencies to Nairobi per week and of
the 11, four flights per week are night stopped in
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Nairobi. This results in the crew requiring hotel
accommodation;
5.4.3.38.8.

SAA use four cabin crew and two cockpit crew on
the

aircraft

ordinarily

deployed

to

Nairobi

(A319/A320), and on occasion SAA deploy a B737800, manned by a crew comprising five cabin crew
plus two cockpit crew;
5.4.3.39.

The calculation referred to in Table 13 below, reflects the additional
costs incurred by SAA when comparing SAA expense to the airline
rate purportedly offered to other airlines (using a crew tallying six
members):

Above: Table 13: Additional accommodation costs as a result of disparity
between airline accommodation rates negotiated per room per night
5.4.3.39.1.

Ms

Matshego has

indicated that

when she

approached Mr A. Nyawara, the country manager in
Kenya, to inquire regarding the differential in rates
offered to various airlines, it was explained that the
country manager does not have any control over
the negotiating process and no input is sought from
the country manager based in Kenya when SAA
head office staff are in the process of finalising
these commodity contracts. It was indicated that the
head office staff sign off on the procurement
contracts without necessarily obtaining an idea of
market related rates from country managers in the
field;
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5.4.3.39.2.

The above scenario is one example of what could
easily be a worldwide phenomenon, when head
office staff award accommodation contracts to their
service partners in respect of crew, employee and
their family members’ accommodation. The saving
calculation

taking

the

current

exchange

rate

indicates a saving of R1.185 million per annum;
5.4.3.39.3.

Taking into account our estimations on the potential
savings relating to contracts negotiated with the
relevant Hotels and the fact that SAA flies to over
40 different destinations, the savings per contract
should amount to the estimated R8 million per
annum;

5.4.3.39.4.

A further matter identified during our review of the
contract, refers to the condition included in clause
19 to the contract facilitating the hotel inspections.
Four single rooms have to be made available free
of charge for two nights on a bed and breakfast
basis. This relates to hotel inspections during the
contract review process and ongoing inspection
(site) visits. We will refer to the ‘duty travel’ issue
later in our report, however it is worth noting that
four different staff members, needing to visit the
hotel for a duration of two nights, at numerous
intervals within this two-year contract period, may
be deemed excessive duty travel to carry out a
single

hotel

inspection.

Although

the

accommodation and breakfast would be offered
complimentary in this case, there remains a loss of
man hours to SAA, reduced productivity, disruption
to

those

inspection

staff

members’

routine

responsibilities and additional flight and ground
transportation costs incurred to visit the site;
5.4.3.39.5.

It seems peculiar that the inspections, as part of the
contract review, do not appear to entail any manner
of determining whether the rate paid by SAA is
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deemed appropriate within the market conditions
and/or compared to rates offered to other airlines
for the same or similar service offering, before the
letter of award is issued to the commodity provider;
5.4.3.39.6.

It should further be established whether SAA is
appropriately determining the fringe benefit taxes
that should be calculated on the benefit of hotel
accommodation being negotiated and offered to
staff and their families at reduced rates. This would
only be relevant in the case of leisure travel carried
out by the SAA crew, employees or their respective
family members.

5.4.3.39.7.

In addition to the above, it was brought to our
attention that SAA staff regularly travel for business
purposes to attend various conferences and
seminars. It is not clear whether the extent of travel
and number of individual employees allowed to
travel in respect of these conferences is warranted.
Supposedly each business unit budgets for this
expense within their own Department, but it is
alleged that far too many employees are allowed to
travel and on too regular a basis, for purported
business conferences. Management should carry
out an investigation as to the necessity of this
probable excessive business travel, as significant
costs could be saved. It is not only the seminar
costs, but also the hotel accommodation, daily
subsistence allowances and lost productivity for
SAA that will all accumulate to an unacceptable
level of expense for SAA.
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5.4.4.

Aircraft leases
5.4.4.1.

During our investigation into the allegation relating to the leased
engines from SAA to Mango that were being leased at a reduced
price, we found that this allegation was unfounded and in fact that
SAA had negotiated a lease with Mango, where SAA was making a
profit from the lease;

5.4.4.2.

Due to SAA’s Fleet Plan and within the approved Corporate Plan,
SAA are phasing out their Boeing aircraft and replacing them with
the Airbus aircraft.
This ensures a seamless transition for pilots flying the various
Airbus aircraft. This further reduces costs of pilot training and
maintenance costs of having to maintain only one large fleet as
opposed to two rather smaller fleets;

5.4.4.3.

A submission was made to the Board of Directors of SAA on 29
January 2016 regarding four current sub-leases of the 737-800’s to
Mango and regarding additional leases. SAA lease these aircraft
from Macquarie and have in turn sub-leased these aircraft to Mango
as they are excess aircraft to SAA;

5.4.4.4.

These six leases are due to be terminated as their period has run
their course. In terms of the agreements entered into between SAA
and Macquarie, SAA have a number of return conditions and costs
associated to them. The cost associated to each of the four aircraft
is US$15 million per aircraft, totalling approximately US$90 million.
At the current exchange rate of R15.83 to US$1 this would equate
R1.425 billion cash outlay in 2017;

5.4.4.5.

In addition to the return conditions, SAA has accumulated
approximately US$62 million in maintenance reserves for the six
aircraft, which will be utilised by the lessor and lost by SAA on
returning to the aircraft to the lessor. This equates to R981 million at
the current exchange rate;

5.4.4.6.

Thus should SAA return these aircraft to Macquarie, the lessor, SAA
will have to outlay R1.425 billion and lose R981 million in
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maintenance reserves. The total cash outlay by SAA is R2.406
billion;
5.4.4.7.

Mango would then have to go out on tender, and based on past
experience within the market, all leased aircraft are leases which
are from owners outside of South Africa, barring Safair which is a
competitor to SAA, and leasing an aircraft from Safair would assist
in reducing costs of the competitor making them more efficient in
the domestic market;

5.4.4.8.

Any new entrants (Local owners or lessors) into the South African
market that own aircraft or could lease aircraft suitable for Mango or
SAA would be at a greater cost than that which would apply out of
leasing an aircraft from an offshore owner. This has been shown in
the Cargo lease tenders that SAA advertised and assessed during
2015;

5.4.4.9.

Our understanding is that SAA will require an additional six to
eleven Airbuses and that the tender is due to be advertised in June
2016. We caution SAA regarding confining the tender to local
suppliers only, as currently there are no local suppliers of Airbuses
and any interest shown by a local supplier would be at a cost far
greater than that of an overseas supplier, and leasing at the greater
cost will cause SAA’s operating costs to increase and place further
pressure on the profitability of the airline;

5.4.4.10.

With Mango now having to go out into the market, Mango would
have to enter into new leases with the new lessor, and this could
possibly be Macquarie, with new conditions, return conditions and
would have to start contributing to the Maintenance Reserves fund
for servicing from a zero base;

5.4.4.11.

Taking into account the market value of the leases, Mango would
incur additional charges for the maintenance reserves, return
conditions as well as the configuration of the six aircraft to Mango’s
operating design. These additional payments could total in excess
of US$100 million payable by Mango to the lessors. Using the
current exchange rate, this would equate to R1.583 billion cash
outlay by Mango over the period of the leases;
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5.4.4.12.

In addition, should SAA return the six aircraft, they will also trigger
the penalty clauses in terms of the contractual return dates, as the
SAA Technical Department (SAAT) will not be able to up-fit and
return the aircraft timeously. These penalty costs are approximately
US$3 million per aircraft making and at the current exchange rate
will cost SAA an additional amount of R285 million for the six
aircraft; and

5.4.4.13.

SAA should assist Mango in entering into the six leases thus
ensuring a direct saving to SAA of R2.406 billion and further to the
SAA group of approximately R4 billion.

5.4.5.

Maintenance / Warranty programme – simulator hardware maintenance
paid to CAE
5.4.5.1.

SAA currently owns an Airbus A320 and A340 simulator while it
leases an A330 simulator from CAE;

5.4.5.2.

SAA initially entered into a maintenance and warranty contract with
CAE Inc. (“CAE”) in respect of the maintenance of the Airbus
simulators (hardware support programme), for the 2002 to 2007
timeframe (Phase I), and paid an amount of US$400,000 on an
annual basis for the five year term with the total contract value
amounting to US$2 million;

5.4.5.3.

This contract was subsequently renewed and the extension to the
CAE contract amounts to a further US$380,000 for another period
of five years, from 2007 to 2012 (Phase II), with the total contract
value amounting to US$1.9 million. During Phase II, consignment
spares to the value of US$951,565 were paid for by SAA;

5.4.5.4.

It is not clear from the information collated to date, as to the exact
contractual arrangement and terms that were in place during the
2012 to 2014 timeframe, however there is a supplier invoice number
1302382, dated 6 February 2013, from CAE in respect of ‘warranty
extension on A320 and A340’ amounting to US$270,400. In addition
to this invoice, there appears to be a further invoice number
1302379, also dated 6 February 2013, in relation to the purchase of
‘consignment spares, full complement spares and top-up spares’
from CAE, amounting to US$702,749. The invoices are not
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descriptive and do not break down any level of detail of the exact
consignment spares, full complement spares or top-up spares that
are held in the stores at SAA’s premises in accordance with that
purchase;
5.4.5.5.

We are yet to establish the exact amounts physically paid to CAE in
this regard and also establish the right of transfer of ownership in
respect of the consignment spares. It is alleged that consignment
spares need to be returned to CAE at the end of the respective
contract term. This does not seem correct unless SAA are
reimbursed for the value of the consignment spares returned to
CAE as SAA have already paid in full for the opportunity to have
certain spares freely available on site in the event that routine
maintenance of simulator hardware is required;

5.4.5.6.

SAA has subsequently agreed to a further three-year extension
from 2014 to 2017 (Phase III), for the hardware maintenance and
software warranties, at an annual amount of US$174,000. This total
contract value therefore amounts to US$522,000. The consignment
spares have been indicated to be purchased for an amount of
US$1,427,347.50 during Phase III;

5.4.5.7.

The concern has been raised that there is a considerable spend
being incurred on hardware and software maintenance for the
Airbus simulators on an annual basis when these spares and
upgrades may have been accounted for elsewhere in the
maintenance contracts entered into by SAA;

5.4.5.8.

The Airbus simulators are currently leased from CAE and it is
therefore expected that the software and hardware upgrades would
be covered in the lease arrangements negotiated by SAA as they
are obliged to return the simulators to the lessor at the end of the
contract term. This however does not appear to be the case and
SAA has an annual outlay of costs that will ultimately benefit the
lessor (CAE);

5.4.5.9.

The

simulator

maintenance

manager,

Mr

Tshabalala,

has

determined that in excess of R20 million has been spent on these
hardware and software maintenance programmes since 2002 while
SAA has only received the benefit of approximately R10 million
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worth of spares and maintenance services. In addition to this, SAA
has also had to cover the costs of shipping and handling of the
spares to SAA from international sources.
This expense appears to be for the benefit of keeping spares within
the Department on SAA premises, however the consignment spares
are required to be returned to CAE at the end of the contract term
and therefore ownership does not in fact transfer to SAA for these
related spares;
5.4.5.10.

As it is SAA’s intention to streamline the fleet to include Airbuses in
the future, these regular maintenance contract renewals will be
required for the foreseeable future to ensure that the simulators are
maintained at the appropriate specifications and safety levels. This
cost is anticipated at R7 million every three years when the warranty
contracts are renewed but there is also no guarantee as to what
CAE will charge SAA for these spares, etc. in the future. The current
maintenance contracts do not appear to be aligned with the lease
term related to the physical Airbus aircraft included in the fleet;

5.4.5.11.

SAA staff are struggling to locate the original signed contracts,
which would detail the specific terms and conditions of the spares
and hardware maintenance that is afforded to SAA under the
existing Phase III extension;

5.4.5.12.

A request has been made for the GM of SAA Flight Operations to
initiate an investigation into all contracts signed by Flight Operations
to establish the risks associated with the contracts and provide
appropriate intervention where needed. SAA legal has enlisted the
assistance of Manong Attorneys Inc. to evaluate these contracts,
but as yet we cannot confirm whether this specific contract is being
addressed by SAA legal or Manong Attorneys Inc.

5.4.6.

Simulator lease – A330-200 lease contract with CAE
5.4.6.1.

In 2012, SAA entered into a 10-year operating lease agreement with
CAE to lease an Airbus A330 simulator for part-time use by SAA;

5.4.6.2.

The 10 year lease agreement does not currently align with the lifecycle of the actual fleet maintained by SAA and consequently the
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lease agreement will in all likelihood need to be renegotiated or
extended at the end of the current term. SAA will need to maintain
Airbus simulators for as long as SAA has Airbus aircraft in their
fleet;
5.4.6.3.

It should be noted that SAA are purportedly the only airline in Africa
that leases simulators as opposed to buying the equipment outright;

5.4.6.4.

At the time that SAA entered into the lease arrangement, it would
have cost approximately US$16 million (R161 million at that point in
time) to purchase the simulator outright. Had SAA management
decided to purchase the A330 simulator at that time, the capital
outlay under such an arrangement would have included the upgrade
and software maintenance required to maintain the simulator i.e.
there would be no charge for the software upgrades that currently
cost SAA on average R3 million per upgrade;

5.4.6.5.

SAA have agreed to pay a cumulative amount of R79 million to
lease this specific simulator for 50% of its available hours over 10
years. SAA has the right to use the A330 simulator for 35 000 hours
over the 10 year contract period. By deduction, this would indicate
that 100% of the capacity of the A330 simulator would be valued at
R158 million;

5.4.6.6.

It is further noted that the contract with CAE sets out that SAA are
responsible for the full maintenance and operational costs relating
to the A330 simulator:
5.4.6.6.1.

Providing the facility for equipment to be housed
and 2 briefing rooms for use by CAE, including
providing ‘a Training Centre in good, clean,
tenantable, substantial and proper repair and
condition to the reasonable satisfaction of the CAE’;

5.4.6.6.2.

SAA carries all the costs and facility related taxes
and utilities, including but not limited to ‘electricity,
heating,

ventilation’

simulator; and

required

to

operate

the
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5.4.6.6.3.

SAA carries the payroll expense related to staff and
security personnel who (as stipulated in the
contract) must ensure that the simulator is available
for use for 20 hours per day.

5.4.6.7.

It has been indicated by Mr Tshabalala, however not yet
independently confirmed, that these day to day operational
expenses

amount

to

approximately

R400,000

per

month

(R4.8 million per annum);
5.4.6.8.

CAE is however afforded the benefit of utilising this fully maintained
simulator for 50% of its available hours for its own revenue
generating purposes;

5.4.6.9.

With regards to the spares required to maintain the simulators in a
good working order, clause 3.1.22 to the contract defines Spares as
‘those spares, special tools and test equipment, if any, provided for
use on the Equipment, more fully identified hereto in Appendix B’.
Appendix B to the contract further states that the recommended
Spare parts list includes; ‘Recommended Spares list to be agreed
upon between Customer and CAE during program cycle’. It is not
clear which Spares have been agreed upon between SAA and CAE
as being included in the lease agreement, and it appears that this
position may currently be abused by CAE in that they appear to be
charging SAA for all spares used on the Equipment. The spares and
software upgrades are costly for SAA, and CAE are getting the full
benefit of using the simulators for 50% of its available hours;

5.4.6.10.

In addition to the above costs, SAA is required to take out all risk
insurance on the Equipment, including Aviation Liability Insurance
cover of at least US$500 million and R200 million in respect of nonAviation Liability (‘premises liability) that has to be written through a
company reasonably acceptable to CAE (refer Clause 17.2 to the
lease contract). We have not yet established the costs attributable
to this insurance expense carried by SAA for the part benefit of
CAE;

5.4.6.11.

At the onset of this lease arrangement, SAA had the option of
purchasing a once off maintenance contract for US$700,000
(approximately R7 million at the then prevailing exchange rate),
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which would have covered the required software upgrades over the
duration of the lease agreement (approximately 18 software
upgrades);
5.4.6.12.

SAA did not take up this option but rather agreed to purchase each
software upgrade as and when deemed necessary (at least once
every two years);

5.4.6.13.

One of the first of these software upgrades allegedly relates to the
‘R&P approach’ upgrade. This relates to a safer and fuel saving
airport approach software that was installed in the A330 simulator.
The cost for this single upgrade paid by SAA to CAE was
US$335,000 (approximately R5.025 million at the current exchange
rate);

5.4.6.14.

Further ad hoc software upgrades are requested by the pilots (e.g.
the technical FCPC upgrade), which are then required to be
installed at further costs to SAA as opposed to being included in the
software package expenses;

5.4.6.15.

It is anticipated that the software upgrades are going to cost SAA in
the region of US$200,000 (R3 million at the current exchange rate)
per upgrade and therefore anticipated charges for maintenance on
this simulator would amount to R54 million. This is in contrast to the
once off package deal for maintenance of US$700,000 (or
approximately R10.5 million at the current exchange rate) for all the
upgrades. IF SAA had purchased the simulators outright, these
software package upgrades would have been carried out for free
during the first 10 years of its life cycle;

5.4.6.16.

The total anticipated costs for SAA to lease 50% of the time
available in the A330 simulator from CAE is therefore well in excess
of the costs that would have been incurred had SAA purchased the
simulator outright. It does not appear that SAA has prepared a
return on investment or cost analysis determination between the
various options available to SAA in order to originally make this buy
or lease decision;

5.4.6.17.

The lease agreement appears to prejudice SAA as if SAA could
arrange financing to purchase an A330 simulator for R161 million,
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SAA would have the outright (100%) ownership and would be able
to generate external income from renting out available capacity not
utilised by the SAA pilots;
5.4.6.18.

It has been intimated that SAA is in the process of purchasing five
new A330 aircraft and this means that SAA would have to extend
the lease on the simulator even though this contract appears to be
biased towards CAE, with serious cost implications for SAA;

5.4.6.19.

This issue appears to be exacerbated by the fact that during June
2016 it appears that SAA is currently negotiating to offer two more
berths for new simulators to be leased from CAE. If these new lease
agreements are set up in the same manner with similar terms and
conditions to the existing lease, then SAA will compound the current
losses incurred on leasing these simulators as opposed to
purchasing the simulators outright and using available capacity to
generate revenues for SAA;

5.4.6.20.

It is important for SAA to carry out proper due diligence in respect of
building the business case for leasing new simulators, as one issue
currently identified by Mr Tshabalala, as the simulator maintenance
manager, is that there is currently spare capacity relating to the
existing simulators so it is confusing as to why SAA would want to
house more Airbus simulators;

5.4.6.21.

A request has been made for the GM of SAA Flight Operations to
initiate an investigation into all contracts signed by Flight Operations
to establish the risks associated with the contracts and provide
appropriate intervention where needed. SAA legal has enlisted the
assistance of Manong Attorneys Inc. to evaluate these contracts,
but as conveyed above, we cannot confirm whether this specific
contract is being addressed by SAA legal or Manong Attorneys Inc.
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5.4.7.

FDM Flightscape Inc. – Flight data monitoring software system contract
with CAE
5.4.7.1.

In August 2011, SAA issued a tender for the provision of a flight
data monitoring software system.;

5.4.7.2.

The BAC approved the award to an entity within the CAE Inc. group
(FDM Flightscape Inc.) on 16 March 2012;

5.4.7.3.

The contract has been awarded for the duration five years and
carries an estimated cost of approximately R3 million comprising a
once off payment of US$179,901 and five annual payments of
US$36,880. There is no option to renew the contract at the expiry of
the initial period;

5.4.7.4.

The software included in this contract was to be utilised by SAA in
analysing abnormal flight events as well as being an important
analytical flight safety education tool;

5.4.7.5.

The nature of the contract is the delivery of software with integrated
software support by FDM Flightscape Inc;

5.4.7.6.

SAA staff are currently trying to locate the original signed contract to
validate the terms and conditions and ascertain the exact services
provided in accordance with this contract. There appears to be a
contract with all the figures blacked out (currently requested from
SAA procurement Department) so it is difficult to ascertain the
financial implications and fully understand the terms of the contract;

5.4.7.7.

It is alleged that there is no business case available for review
regarding the initial awarding of the contract and that it is not clear
to what extent this contract would cover the servicing and product
maintenance and/or upgrades to the software supplied by CAE
under this agreement;

5.4.7.8.

A request has been made for the GM of SAA Flight Operations to
initiate an investigation into all contracts signed by Flight Operations
to establish the risks associated with the contracts and provide
appropriate intervention where needed. SAA legal has enlisted the
assistance of Manong Attorneys Inc. to evaluate these contracts,
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but as yet we cannot confirm whether SAA legal or Manong
Attorneys Inc. is addressing this specific contract.
5.4.8.

FDM contract extension to incorporate PRAS software for performance
and fuel analysis entered into with CAE
5.4.8.1.

SAA entered into a five year contract with CAE Flightscape Inc. (a
further entity within the CAE group of companies) on 20 December
2012, as an addendum to an existing Flight Data Monitoring
Software System Purchase Agreement (“FDM contract”) as referred
to above;

5.4.8.2.

The letter for extension (addendum) referred to software and
support services to be provided by CAE for the software used to
monitor and collate flight data related to the operation and
performance of the aircraft. In particular, a fuel data management
system (“FDMS PRAS contract”) was to be developed by CAE that
would result in a more fuel-efficient operation of certain aircraft
included in the SAA fleet;

5.4.8.3.

The total contract value amounts to US$199,632 (approximately R3
million at current exchange rate) and payments were to be made
based on certain milestones and deliverables being achieved by
CAE;

5.4.8.4.

It is alleged that due process was not followed when awarding this
contract and that no RFI (request for information) or tender process
was initiated when SAA originally sought this additional service. The
CPO (at the time) indicated that this service should be awarded on
an ‘open case tender’ basis. The business case prepared for this
new contract does not appear to indicate the reason or motivation
that allowed this contract to be awarded and aligned with the old
contract. The contract was merely awarded to CAE, as an existing
service provider, as an add-on to the existing FDM contract;

5.4.8.5.

A representative of CAE only signed the letter of award on
7 January 2013, while no details or evidence of a SAA signatory can
be located in the agreement. The Effective Date is defined in the
FDM as the Date this Purchase Agreement has been signed by
both parties. The effective date is therefore indeterminable in the
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agreement and it is unclear when the agreement came into effect.
The FDM does not contain a signature clause;
5.4.8.6.

To date, CAE have not delivered any service in accordance with the
FDMS PRAS contract terms and conditions with regards to
providing SAA with software that can improve the fuel efficiency of
certain aircraft;

5.4.8.7.

To date, CAE have allegedly billed SAA and received payments
approximating US$99,000 (approximately R1.4 million at current
exchange rate) for this service;

5.4.8.8.

The contract is currently being reviewed by the SAA legal
Department, with the assistance of an external service provider
(Manong Attorneys Inc.) to establish what recourse SAA has
against CAE for their non-performance in relation to this contract;

5.4.8.9.

These payments are also being reviewed to determine whether they
are considered to be fruitless and wasteful expenditure that require
separate identification and disclosure;

5.4.8.10.

CAE is allegedly claiming that SAA was responsible for providing
the flight data to CAE for their further monitoring and development
of FDMS software and that SAA has failed to provide this data to
date. This does not however condone that CAE has been billing
SAA for these services without providing proof of the milestones
and deliverables being reached in order to raise the corresponding
invoices payable by SAA;

5.4.8.11.

It is alleged that CAE have suggested that both they and SAA walk
away from the contract as it currently stands;

5.4.8.12.

This is a further example where a business case has been
approved (in this case by the Chief Technical Pilot at that time)
following which there was no further validation done to ensure that
the service was ultimately provided in accordance with the agreed
terms and conditions of the contract;

5.4.8.13.

It is alleged that this service has been incorrectly classified as a
research and development expense in the accounting records of
SAA;
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5.4.8.14.

It is noted that this contract is one of approximately six contracts
currently entered into between SAA and CAE. It is important that
management review all of the CAE contacts to establish whether
the contracts have been awarded on market related terms that are
in the best interest of SAA and determine whether CAE is delivering
and charging for services in accordance with the contractually
agreed upon terms.

5.4.9.

B737-800 simulator lease/purchase agreement in view of the required
visual upgrade
5.4.9.1.

SAA previously leased the Boeing 737-800 simulator for 14 years
while the Boeing 737-200 simulator has been decommissioned;

5.4.9.2.

The utilisation of the B737-800 simulator is purportedly at 20% of its
available capacity due to the phasing out of this aircraft in the SAA
fleet and due to the fact that Mango pilots are currently going to
Comair to train on the facilities available at Comair;

5.4.9.3.

The reason for Mango pilots outsourcing their simulator hours is not
clear, particularly given the fact that SAA offers Mango a daylight
hourly rate of R2, 500 for simulator time in the B737-800 while
Comair charges Mango R3, 000 per hour. This external sourced
service may be seen as a contravention of the PFMA and classified
as fruitless and wasteful expenditure, as SAA is incurring the cost of
maintaining the simulator while a related company in the SAA group
is outsourcing this same service. Management should consider
investigating this allegation further and ensuring that the appropriate
utilisation of SAA resources and facilities is carried out from a group
perspective;

5.4.9.4.

SAA are phasing out the use of Boeing 737-800’s and although
Mango intends to take over these aircraft, SAA has signed the
purchase

agreement

to

buy

this

simulator.

The

purchase

consideration is approximately R49 million excluding the visual
upgrade that is required to be installed in the simulator for an
anticipated cost of approximately R30 million;
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5.4.9.5.

The B737-800 simulator will require ongoing maintenance expense
due to the age of the equipment and the current outdated software
that requires an upgrade;

5.4.9.6.

The Mango pilots (and SAA pilots until such time that SAA phases
out the inclusion of Boeing 737-800’s from its fleet) can keep their
flight simulator hours current by utilising the Comair equipment at a
cost. An exercise needs to be carried out to evaluate whether the
purchase or lease of a new simulator is appropriate or whether an
outsourced service provider is the best option for SAA going
forward, particularly given the fact that SAA are phasing out the use
of Boeing 737-800’s in their fleet;

5.4.9.7.

There does not appear to be a business case nor budget set aside
for the purchase of the old leased simulator. It has also been
intimated that an outright purchase of a new B737-800 simulator
would be a more cost efficient option and would also provide SAA
with an opportunity to generate external revenues (such as those
currently marketed and achieved by Comair) in relation to providing
simulators at SAA for external customers’ use;

5.4.9.8.

It has been suggested that that this contract should be ceded /
renewed directly by Mango for SAA not to be a party to this
agreement as informed by its B737-800 exit strategy;

5.4.9.9.

A request has been made for the GM of SAA Flight Operations to
initiate an investigation into all contracts signed by Flight Operations
to establish the risks associated with the contracts and provide
appropriate intervention where needed. SAA legal has enlisted the
assistance of Manong Attorneys Inc. to evaluate these contracts,
but, as yet, we cannot confirm whether this specific contract is being
addressed by SAA legal or Manong Attorneys Inc. is addressing.

5.4.10.

IHS/BWA contract – subscription fees
5.4.10.1.

SAA has entered into a contract with Bateman Watling and
Associates (“BWA” as part of the IHS international group of
companies) in respect of the following itemised billing line items:
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5.4.10.1.1.

EASA – European Organisation for Civil Aviation –
R30,744;

5.4.10.1.2.

ICAO Essential – R119,990;

5.4.10.1.3.

ICAO Legal, Assembly and Council – R42,933; and

5.4.10.1.4.

License fee for applications and services – R23,
240.

5.4.10.2.

The total invoice amount is R247, 274.55 inclusive of VAT, however
there does not appear to be a signed contract in this regard;

5.4.10.3.

There does not appear to be any business case or budget allocated
for this service and procurement staff at SAA are struggling to
obtain

a

clear

understanding

and

confirmation

from

SAA

Commercial as to the purpose of this contract and the reason for
extending this contract;
5.4.10.4.

A request has been made for the GM of SAA Flight Operations to
initiate an investigation into all contracts signed by Flight Operations
to establish the risks associated with the contracts and provide
appropriate intervention where needed. SAA legal has enlisted the
assistance of Manong Attorneys Inc. to evaluate these contracts,
but, as yet, we cannot confirm whether this specific contract is being
addressed by SAA legal or Manong Attorneys Inc. is addressing.

5.4.11.

Airbus consulting services contract
5.4.11.1.

SAA entered into a contract with Airbus, dated 4 March 2014, where
the consulting service procured related to a flight operations
organization assessment in order to bring operational and
organizational advice, contributing to secure efficient operations in
line with regulation standards and recommended best industry
practices;

5.4.11.2.

The contract period amounted to 8 months while the fee for the
service provided amounted to EUR61, 700. In addition to these
costs, SAA had to pay for the traveling and accommodation
expenses of the Airbus staff that travelled to SAA to perform the
review and assessment;
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5.4.11.3.

It has been alleged that the contract was signed without the proper
approvals and that neither business case nor budget was provided
in respect of the service offering;

5.4.11.4.

The SAA procurement Department is still awaiting confirmation as
to whether any services were received in accordance with this
contract and the reason as to why these services were outsourced
when SAA purportedly has the technical in-house expertise to do
the appropriate assurance quality reviews;

5.4.11.5.

Furthermore, the services purportedly sourced from Airbus at the
time, were being supplied by both existing internal staff members
and supposedly by CAE through their FDMS PRAS contract as
referred to above;

5.4.11.6.

A request has been made for the GM of SAA Flight Operations to
initiate an investigation into all contracts signed by Flight Operations
to establish the risks associated with the contracts and provide
appropriate intervention where needed. SAA legal has enlisted the
assistance of Manong Attorneys Inc. to evaluate these contracts,
but, as yet, we cannot confirm whether this specific contract is being
addressed by SAA legal or Manong Attorneys Inc. is addressing.

5.4.12.

General comments relating to the simulator and software maintenance
contracts at SAA
5.4.12.1.

SAA has entered into numerous hardware maintenance contracts
and software warranties with various suppliers (most commonly
CAE Inc. and its subsidiary, FDM Flightscape Inc.) and are incurring
considerable annual expenses in order to maintain the simulators,
purchase consignment spares for the hardware needed to operate
simulators and purchase additional annual or ad hoc upgrades to
software used in the simulators that are operated by SAA;

5.4.12.2.

Our general comments in respect of this area of the SAA operations
are set out below, but most notably, it appears that SAA
management cannot locate or fully comprehend numerous of these
respective contracts, to establish which services and supply of
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goods relate to the contractual terms of each of the individual
agreements;
5.4.12.3.

It is alleged that SAA is currently incurring additional regular
expenses

relating

to

hardware

maintenance

and

software

warranties which could easily already be covered by existing
contracts. However, if management are not aware of SAA’s rights
and entitlement under these existing contracts, they will continue to
approve payments for services that would ordinarily be covered in
the prevailing terms and conditions elsewhere within the operations;

5.4.12.4.

In addition to this, CAE Inc. have negotiated to use 50% of the man
hours available on the fully serviced, maintained and SAA staffed
simulators, at no further expense to SAA. So in addition to paying
possible unwarranted maintenance expenses, SAA is effectively
funding the simulators in order for CAE Inc. to generate its own
revenues in respect of the simulators leased to SAA;

5.4.12.5.

SAA also runs the risk, as indicated in one instance detailed below,
that SAA management may continue to approve payment for
services relating to the development of new software by CAE Inc.
on behalf of SAA that has never been developed or delivered to
SAA;

5.4.12.6.

SAA management need to carry out a full investigation into the
capacity constraints and facility availability in respect of the
simulators used across the SAA group, taking into account the
requirements of SAA, Mango, SAA Express and SAA Cargo pilots;

5.4.12.7.

It appears that there are a number of decisions currently being
made that affect different areas within the business, however
autonomous decision making processes are followed and the long
term turnaround strategy for the group as a whole is being
compromised;

5.4.12.8.

It appears that SAA are currently paying for services or honouring
contracts (where services have not necessarily been provided)
where the underlying terms and conditions of the respective
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contracts are not known to those approving payments in terms of
the procurement contracts;
5.4.12.9.

It has been alleged, and is currently being investigated by SAA
legal, that certain key contracts within Flight Operations at SAA (as
described in more detail above) have been awarded without
following the appropriate policies and procedures for procuring the
respective services;

5.4.12.10. It is alleged that contracts have been concluded outside the
procurement processes, without business cases being presented,
without proper BAC approval, and without signed contracts being
available for review;
5.4.12.11. There appears to be a distinct lack of monitoring of the deliverables
required in each instance (as set out above) and that the lack of
contract monitoring by accounting officials has resulted in possible
irregular, fruitless or wasteful expenditure being incurred by the SAA
group that would be in contravention of the PFMA guidelines and
require separate disclosure in the annual report of the group;
5.4.12.12. It has been alleged that the lack of willingness by the responsible
officials to co-operate with attaining the necessary supporting
information and contract documentation (including blacking out
detail contained therein) raises the suspicion that SAA staff may be
colluding with suppliers causing financial loss to the group;
5.4.12.13. The contracts, respective values and status of legal investigations
has been requested from SAA legal on numerous occasions from
Mr Ephraim Lusenga, however as at 24 November 2016 we have
not had any response in this regard. We raised particular concern
surrounding the fact that these legal reviews had been outsourced
to an independent service provider, however the status of these
reviews and any follow up information has not been shared with our
team, as requested from SAA legal;
5.4.12.14. VAT implications of these services contracts needs to be
investigated further as certain invoices do not appear to reflect valid
VAT registration number or details for SAA while the services are

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 128 of 317

provided within SA borders and consequently, SAA should be
eligible to claim the VAT inputs.
5.4.13.

Devaluation of the Rand
5.4.13.1.

SAA hedging policy review - Elsewhere in this report, it is
highlighted that the continuing deterioration in the Rand against
foreign currencies such as the Pound, Euro and US Dollar
significantly impacts on the bottom-line of the group;

5.4.13.2.

According to the 2nd Quarter Report, SAA’s Treasury Department
reviews the Financial Risk Management Policy (FRMP) on an
annual basis. SAA’s Treasury Department together with National
Treasury has benchmarked the current FRMP against two SOC
policies, as well as meeting with seven banks during the period
January to March 2016. The SAA Team commenced incorporating
the “international best practice” recommendations into the FRMP
during April and May 2016, in preparation for submitting to the
Board for approval;

5.4.13.3.

There have been unforeseen delays in concluding the exercise but
it will be concluded soon.
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5.5.

Funding costs and arrangements
5.5.1.

Potential cost savings from consolidating SAA’s debt
5.5.1.1.

During the course of our investigation, we were informed that there
was a potential cost saving of some R450 million to be derived from
the

consolidation

of

SAA’s

debt

funding

of

approximately

R15 billion, which currently is spread among several banks;
5.5.1.2.

An

extract

from

the

SAA

EXCO

Treasury

Report

dated

23 September 2015 reflected that:
5.5.1.2.1.

On recommendation by the Audit and Risk
Committee on 24 August 2015, the Board of
Directors of SAA (“Board”) resolved to approve the
recommendation authorising the following persons,
viz: Wolf Meyer, former Chief Financial Officer, or
Lindsay Olitzki, HOD: Financial Accounting. Thuli
Mpshe, then Acting CEO; and the Board to issue a
Request for Proposal (“RFP”) for long term funding
to Banking and Non-Banking Financial Institutions
for the financing of a total amount of R15 billion in
order to consolidate the current debt portfolio of the
company.

5.5.1.3.

It was also resolved to:
5.5.1.3.1.

Include the Board as a whole and Acting CEO,
together with the CFO and/or HOD Finance in the
process of issuing the RFP, evaluating the
proposals and appointing bidders;

5.5.1.3.2.

Ensure that the RFP takes into account secured
and unsecured funding when going into the market;
and

5.5.1.3.3.

Ensure the RFP is limited to the counterparties that
responded to SAA in the February 2015 RFP, as
well as other institutions that can be recommended
by the Board members and attendees.
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5.5.1.4.

It was a condition of the Board that the RFP must be circulated to
Board members for input and approval;

5.5.1.5.

The Board by Round Robin on 18 September 2015 approved the
RFP for R15 billion loan funding and confirmed the list of counter
parties to be included in the RFP;

5.5.1.6.

The RFP was issued on 23 September 2015 with a closing date of
13 October 2015. Proposals for funding the R15 billion were
received from bidders or potential funders, as set out in Table 14
below:
Seacrest Investments 115 (Pty)
Limited
Kinfedi
Innovex
Hamershlag
Standard Chartered Bank
ABSA
Nedbank

Above: Table 14: Potential bidders and funders of SAA’s
consolidated debt per RFP issued 23 September 2015
5.5.1.7.

Based on a submission dated 23 November 2015 from SAA’s
Group Treasury to the Board, the secured facility offered by
Seacrest Investments 115 (Pty) Limited (“Seacrest”) emerged as
the preferred option as it provided SAA with the following benefits:
5.5.1.7.1.

The proposed funding is at significantly lower cost
than the other bidders;

5.5.1.7.2.

An initial Government Guarantee of R3 billion to be
provided within three months from signing secures
the total facility of R15 billion. The remaining
balance

of

the

company’s

going

guarantees will be utilised for this purpose;

concern
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5.5.1.7.3.

An initial unsecured drawdown of R3 billion is
available on awarding

of the contract. This

drawdown will fund the company’s working capital
requirement over the festive season when revenues
are low. It will also allow SAA time to secure the
R3 billion Government Guarantee to be provided
within three months from signing;
5.5.1.7.4.

The final drawdown requires a guarantee of
R3 billion which will be provided from guarantees
which have been cancelled as a result of the early
repayment of current long-term loans;

5.5.1.7.5.

The company does not have to provide immediate
guarantees for R15 billion to secure the facility.
The guarantees will be provided over a period of 4
years;

5.5.1.7.6.

Seacrest is rated as a level 2 BEE contributor that
would positively impact on SAA’s BEE rating.

5.5.1.7.7.

Successfully consolidating and improving SAA’s
debt profile (short- and long-term);

5.5.1.7.8.

Significant reduction in cost of funding. High cost
short-term banking facilities and term loans can be
re-paid which would yield substantial interest cost
savings. Early conservative estimates are in the
region of R180 million p.a.;

5.5.1.7.9.

Short-term facilities would still be available in the
event of emergency funding required;

5.5.1.7.10.

By utilising cheaper Rand funding, the dependence
on the repatriation of valuable surplus foreign
currency from offshore operations is significantly
reduced. SAA will increase its off-shore foreign
currency balances thereby substantially increasing
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its natural hedge against the further devaluation of
the Rand; and
5.5.1.7.11.

Creating a grace period in paying back capital until
SAA’s anticipated profit turnaround.

5.5.1.8.

It is our understanding that the proposal by Seacrest was in fact a
JV between Seacrest and its business associates. One of the
business associates was Grissag AG (Pty) Limited (“Grissag”);

5.5.1.9.

Seacrest was formed in 2006 and its directors are Sunday Godfrey
Rambao and Leon Elsebeth;

5.5.1.10.

Grissag was registered on 6 March 2015, barely six months prior to
the RFP advertisement. Its directors are Sergey Pokusaev, a citizen
of the Russian Federation, and Pieter Johannes van der Merwe, a
South African citizen;

5.5.1.11.

At a meeting held on 3 December 2015, the Board resolved to
decline the secured term loan facility of R15 billion for a period of 10
years offered to SAA by Seacrest for the consolidation of the debt
portfolio of the company;

5.5.1.12.

The reason for the not accepting the recommendation was due to
the lack of information contained in the due diligence report and the
reluctance by Seacrest to provide proof as to the source and
availability of funds. It is our understanding that Seacrest wanted
SAA to furnish a Letter of Intent before it disclosed the source of
and proof of access to the funds;

5.5.1.13.

The Board also declined the recommendation that in the event that
the Seacrest transaction could not be executed, the Standard
Chartered Bank, ABSA and Nedbank Offers be executed as the
alternatives to finance the additional funding requirement, for the FY
2015/16 year, as the funds offered would not be sufficient to
consolidate SAA’s funding debt;

5.5.1.14.

The Board then approved that the Interim CFO and Acting CEO
urgently take the necessary steps to negotiate, conclude, execute
and sign and / or dispatch all documents and notices related to the
R14 billion loan offer received from the Free State Development
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Corporation SOC Ltd (“FSDC”) ”) as per the letter circulated at the
Board meeting. The Board recognized that as a State owned entity,
the FSDC carried less risk for the SAA and in the unlikely event of
default by SAA, another SOC would treat SAA differently than a
private lender;
5.5.1.15.

We noted that the offer received from the FSDC was also a Joint
Venture. The parties to this Joint Venture were FSDC and Grissag.
It is odd that approval was granted to seemingly proceed with the
offer by the FSDC when there were concerns relating to the
Seacrest due diligence process, where Grissag was also a JV
partner. There was no indication that a subsequent due diligence
addressed the initial concerns;

5.5.1.16.

It is our understanding that the transaction with the FSDC has
subsequently been shelved for a variety of factors, including that the
FSDC mandate only allows for provincial funding and that provincial
treasury approval was required;

5.5.1.17.

The projected saving is based on consolidating the debt into long
term debt which would theoretically reduce SAA’s current average
cost of funding of around 9% per annum down to 6% per annum;

5.5.1.18.

Total anticipated annual savings would therefore be in the region of
R450 million (R15 billion x 3 %);

5.5.1.19.

Whilst the potential savings may be achievable by consolidating
SAA’s debt, it is our view that caution should be exercised when
“placing all of one’s eggs in the same basket” particularly in the
absence of a thorough and comprehensive due diligence process
for, inter alia, the following reasons:
5.5.1.19.1.

Possible contravention of international and local
anti-money laundering legislation;

5.5.1.19.2.

Dependency on the continued financial strength of
the funder;

5.5.1.19.3.

Limitation of access to a variety of innovative
funding options;
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5.5.1.19.4.

Administrative and debt consolidation / transfer
costs may be prohibitive;

5.5.1.19.5.

Exertion of possible unreasonable demands of the
funder;

5.5.1.19.6.

Potential

future

negotiating

parameters

are

diminished;
5.5.1.19.7.

Ownership structures and possible changes thereto
of the funder may be undesirable to the reputation
of SAA; and

5.5.1.19.8.

Susceptibility to interest rate increases which may
be outside the control of SAA.

5.5.1.20.

Based on the concerns stated above and further that National
Treasury regulations need to be adhered to and further any
consolidation of debt that is secured by Government Guarantees
will require approval of the National Treasury; SAA should consider
approaching the South African Banking institutions to determine
whether they would form a consortium to spread the risk and that all
banks as part of the consolidation have the same contract terms
and rates. Further to this any transaction fees could be spread
amongst the various banks and these transaction fees will be based
on costs for raising the funds, transferring of bonds and any
cancellation fees incurred by SAA;

5.5.1.21.

SAA Treasury, Chief Financial Officer and the Head of Legal can
manage this process with oversight from National Treasury.
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5.5.2.

Possible impact of consolidating debt
5.5.2.1.

SAA currently only services the interest element of its on balance
sheet obligations;

5.5.2.2.

54% of SAA’s expenses are incurred in USD whereas only
approximately 44% of its revenue is denominated in USD;

5.5.2.3.

SAA is currently in the process of sourcing alternative funders to
replace its existing on balance sheet funding debt with a view to
obtaining a better interest rate on extended terms;

5.5.2.4.

Initial enquiries suggest that an average rate of 6% per annum is
achievable, compared to the average current cost of debt of
approximately 9% per annum;

5.5.2.5.

The calculations and scenarios set out below attempts to
demonstrate potential savings that may be achieved, based on
SAA’s ability to renegotiate its long term on balance sheet debt;

5.5.2.6.

We have considered various alternative scenarios to demonstrate
potential savings that SAA could achieve if it was successful in
renegotiating its current funding and replacing such with a cheaper
alternative;

5.5.2.7.

Assumptions
5.5.2.7.1.

For the purposes of this exercise we have assumed
a loan-funding requirement of R 15 billion over a
ten year term at a renegotiated interest rate of 6%
per annum;

5.5.2.7.2.

Loan funding will be rand denominated;

5.5.2.7.3.

Loan funding at a rate of 6% is achievable;

5.5.2.7.4.

The fund allows for flexible payment arrangements
regarding capital reductions.

5.5.2.8.

Scenario 1: SAA is able to secure funding at an interest rate of 6%
per annum and continues to service the interest portion of the loan
only, as is the current situation.
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5.5.2.9.

The potential saving under this scenario is summarised in the table
below:

Loan facility of R 15

Interest per annum

Interest per annum at

Potential savings

billion

at a rate of 9%

a rate of 6%

in interest cost

Year 1

1 350 000 000

900 000000

450 000 000

Year 2

1 350 000 000

900 000000

450 000 000

Year 3

1 350 000 000

900 000000

450 000 000

Year 4

1 350 000 000

900 000000

450 000 000

Year 5

1 350 000 000

900 000000

450 000 000

Year 6

1 350 000 000

900 000000

450 000 000

Year 7

1 350 000 000

900 000000

450 000 000

Year 8

1 350 000 000

900 000000

450 000 000

Year 9

1 350 000 000

900 000000

450 000 000

Year 10

1 350 000 000

900 000000

450 000 000

Total potential

13 500 000 000

9 000 000 000

4 500 000 000

savings over a ten
year term

5.5.2.10.

As can be seen from the table above, if the funding can be
renegotiated at an interest rate of 6% per annum, and SAA
continues to service the interest element of the facility only, potential
savings of R 450 million per annum is achievable. This translates to
a saving of R R4, 5 billion over the ten-year term;

5.5.2.11.

For the sake of brevity and ease of calculations, a total debt facility
to be renegotiated is assumed to be R15 billion;

5.5.3.

Renegotiation of funding facility at a rate of 6% vs current average cost of
debt of approximately 9%.
5.5.3.1.

SAA currently only services its interest obligations of its on balance
sheet funding. This is a costly way to fund operations and it is
imperative that going forward, strategies need to be implemented to
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commence reducing the debt over time. This will result in
considerable interest cost saving and contribution to the bottom line
as will be shown in the scenarios outlined below;
5.5.3.2.

Scenario 2: SAA is able to secure funding at an interest rate of
6% per annum and continues to service the interest element
and in addition utilises the savings in interest costs to pay off a
portion of the capital debt as well;

5.5.3.3.

Under this scenario, the savings in interest is R 450 million per
annum which translates to a monthly saving of R 37, 5 million.
Using an amortisation table, assuming a capital repayment of
R37,5 million per month in addition to servicing the interest element,
the potential savings to SAA is summarised in the table below:

Loan facility of R 15 billion

Current position:
Interest incurred at a rate
of 9% per annum

Interest at a rate of 6%

Potential savings in

per annum and

interest cost

repayment of capital at
R 37,5 million per
month

Year 1

1 350 000 000

887 416 411

462 583 589

Year 2

1 350 000 000

858 885 267

491 114 733

Year 3

1 350 000 000

828 594 385

521 405 615

Year 4

1 350 000 000

796 435 228

553 564 772

Year 5

1 350 000 000

762 292 564

587 707 436

Year 6

1 350 000 000

726 044 055

623 955 945

Year 7

1 350 000 000

687 559 818

662 440 182

Year 8

1 350 000 000

646 701 957

703 298 043

Year 9

1 350 000 000

603 324 073

746 675 927

Year 10

1 350 000 000

557 270 735

792 729 265

Total potential savings

13 500 000 000

7 354 524 493

6 145 475 507

over a ten year term
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5.5.3.4.

It will be noted that potential savings under this scenario ranges
from R 462,5 million in year 1, increasing to R792,7 million in year
10, culminating in a total potential saving of R 6.1 billion over the ten
year term;

5.5.3.5.

In addition to the savings in interest costs, the loan funding will
reduce from R 15 billion to R 8,854 524 495 by the end of the ten
year term;

5.5.3.6.

This option will result in considerable improvement in the liquidity
and cash flow position, as well as the ability to raise additional funds
and reduce reliance on the guarantee from government over time;

5.5.3.7.

Scenario 3: SAA is able to secure funding at an interest rate of
6% per annum and continues to service the interest element
and in addition utilises the savings in interest and other cost
compression savings to pay off the full debt over ten years

5.5.3.8.

Clearly, this will be the best scenario, depending on SAA’s ability to
source sufficient funds from other cost compression exercises that
could be added to the savings from interest rates reductions, to fully
liquidate the debt over ten years.
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5.5.3.9.
Loan facility of R 15

This scenario is depicted in the following table:

Current position:

billion
Interest incurred at a
rate of 9% per annum

Interest at a rate of 6%

Potential savings in

per annum and

interest cost

repayment of capital at
R 166 530 753 million
per month

Year 1

1 350 000 000

869 285 723

480 714 277

Year 2

1 350 000 000

799 646 335

550 353 665

Year 3

1 350 000 000

725 711 742

624 288 258

Year 4

1 350 000 000

647 217 025

702 782 975

Year 5

1 350 000 000

563 880 926

786 119 074

Year 6

1 350 000 000

475 404 838

874 595 162

Year 7

1 350 000 000

381 471 739

968 528 261

Year 8

1 350 000 000

281 745 051

1 068 254 949

Year 9

1 350 000 000

175 867 440

1 174 132 560

Year 10

1 350 000 000

63 459 530

1 286 540 470

Total potential

13 500 000 000

4 983 690 349

8 516 309 651

savings over a ten
year term
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5.6.

Revenue streams and appropriate accounting controls
5.6.1.

Revenue recognition areas
5.6.1.1.

As part of our revenue recognition and cost compression exercise
we have identified numerous key areas of potential revenue leakage
and where expected cost savings or improved earnings could be
achieved by management of SAA;

5.6.1.2.

Table 15 below sets out significant findings that have been identified
to date, with particular focus on the revenue leakage that can be
stopped by SAA;

Report

Areas of potential revenue leakage

section

Expected net
savings

reference
(R’million)
4.5.1

Ticket fare audits

154.899

4.5.2

Ticket tax audits

118.347

4.5.3.2

Interline related adjustments

4.5.3.3

Potential Interline adjustments

4.8

Refund audits of GSA & own sales

4.9

Ancillary revenue

280.326

Total expected revenue savings

766.394

80.000
132.810
12.000

Above: Table 15: Identification of areas of potential revenue leakage
5.6.1.3.

The table represented above does not detail all the various areas of
the work performed and possible cost savings that can be achieved.
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5.6.2.

Revenue Accounting (main risks)
Currently SAA’s Revenue Accounting (Revenue Protection and Accounting Control)
Department has limited measures and staff resources in place to detect and prevent
revenue leakage, namely in the following areas:
5.6.2.1.

No own sales fare and tax audits are performed resulting in
potential revenue leakage
5.6.2.1.1.

Mr Mellet confirmed that, SAA utilizes external
service providers, namely Zero Octa to perform
sales audits of SAA agent sales, addressing fares,
commissions and taxes. A recovery fee is charged
on monies recovered from sales agents. SAA
verifies the errors detected before the agents are
billed for the recovery via an Agent Debit Memo
(“ADM’s”) issued through the relevant BSP or ARC;

5.6.2.1.2.

The Revenue Accounting Department has only 3
people dedicated to the verification and relationship
management with agents and service providers.
The fare audit recovery for the year ended 31
March 2015 managed by Revenue Accounting was
R4.1 million
R1.3 million;

versus

the

recovery

costs

of
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5.6.2.1.3.

SAA ran a pilot project and requested Zero Octa to
include GSA sales in their audit. July 2014 to
February 2015 sales were audited. As this was for
SAA’s own Amadeus sales done by GSA’s (not via
BSP / ARC) Zero Octa charges a fee per ticket
audited. Therefore the costs for this exercise were
GBP28 266 (approx. R523 000). The results of this
pilot project are summarized in Table 16 below:

GSA Location

Audit
volume

Sales
(R’million)

Errors (no. of
ADM’s raised)

Recoverable (R)

Africa

71 181

570 219 180

1 965

2 508 431

Asia Pacific

13 375

123 911 662

1 701

1 519 806

2 573

34 754 476

113

250 748

570

5 088 221

51

184 214

87 699

733 973 539

3 830

4 463 199

Europe
South America
Total audited
Total
(*)

Amadeus

5 451 655 857

Above: Table 16: Results of pilot project – period July 2014 to February 2015
Figures ex: Mr Mellet memo to CFO dated 27 May 2015 re: General sales audit
continuation and other revenue protection risk
Legends - (*) Total Amadeus sales period July 2014 to February 2015. 13% of
Amadeus sales audited and 0.6% errors identified.
5.6.2.1.4.

The Revenue Accounting Department currently has
insufficient staff resources available to recover the
monies lost due to incorrect ticketing by GSA’s. The
GSA agreements make provision that revenue
losses due to incorrect ticketing can be recovered;

5.6.2.1.5.

In the motivation prepared by Mr Mellett dated 27
May 2015 the following recommendations were
made to the CFO, Mr Meyer:

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 143 of 317

5.6.2.1.5.1.

Implementation
audits

of

and

APRA

sales

interline

audit

functionality (Phase II of APRA
implementation);
5.6.2.1.5.2.

Redeploy

staff

Accounting

from

Revenue

processing functions

and SAA ticketing offices to sales
and Interline outward billing audit
functions;
5.6.2.1.5.3.

Contract

in

a

Management

Revenue

specialist

with

Interline knowledge to review all
current Interline Agreements and
SAA fare filing practices, as well as
to assist with training of Revenue
Accounting staff;
5.6.2.1.5.4.

Request and utilize the Ticketing
Support Manager to train GSA’s.

5.6.2.1.6.

Although

Mr

Meyer

approved

these

recommendations on 27 May 2015, no further
action was taken and no additional staff was
employed. Furthermore none of the revenue
protection related measures were implemented. In
the absence of Mr Meyer and/or minutes of
meetings we were unable to establish whether Mr
Meyer escalated any of the concerns raised to Exco
or the Audit and Risk Committee;
5.6.2.1.7.

Further recommendations made by Mr Mellett in
order to protect Revenue include requests for Exco
to:
5.6.2.1.7.1.

Appoint

a

specialist

Project

Manager to assist with the APRA
Phase

I

close

out

and

the

enforcement of enhanced APRA
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deliverables to ensure that SAA
makes progress with reports being
created by IT, that are necessary to
improve financial control; and
5.6.2.1.7.2.

Appoint

a

specialist

Manager

to

ensure

Project

that

SAA

implement the initiatives discussed
above effectively concerning SAA
own sales office and GSA ticket
fare, ticket tax, refund audits and
interline billing audits.
5.6.2.2.

Fare audit recoverable
The total expected fare audit recoverable for the period July 2014 –
February 2015 managed by Revenue Accounting would be
R4.4 million versus the audit cost of R523, 000.
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5.6.2.3.

Revenue leakage due to the absence of ticket fare audits
5.6.2.3.1.

Using an average error rate of 0.6%, which was
identified for the period, July 2014 to February
2015, we took the full year own sales figures for the
last two financial periods to determine the total
potential revenue lost due to absence of fare and
tax ticket audits. Table 17 represents an analysis of
the potential revenue lost due to absence of ticket
fare and tax audits:

March 2015
Amadeus - Own sales (gross fares only

March 2016

4 742 234 342

5 163 312 510

0.6%

0.6%

Potential errors not detected at 3%

142 267 030

154 899 375

Potential errors not detected at 4%

189 689 374

206 532 500

Potential errors not detected at 5%

237 111 717

258 165 626

includes SAX & Airlink)
Average error rate (based on period July
2014 to February 2015)

Above : Table 17: Potential revenue lost due to absence of ticket audits - March
2015 and March 2016
(Figures ex Mr Mellett – sales flown spreadsheet update 31 May 2016)
5.6.2.3.2.

According to Mr Mellett the industry norm as quoted
by Amadeus and Mercator is that conservatively
3% to 5% of sales not being verified could be in
error with a loss of revenue to SAA. Therefore we
have extrapolated that with an error rate that can
range from as low as 3% to as high as 5% (the
potential losses due to sales fares not being
audited at 3%, 4% and 5% is shown above). In
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2016, 3% equates to a potential revenue leakage of
R154 million per annum;
5.6.2.3.3.

This needs to be highlighted as a high-risk area
requiring the

Board’s

urgent intervention, as

revenue leakage is material and a significant cause
for concern.
5.6.2.4.

Revenue leakage due to the absence of ticket tax audits
5.6.2.4.1.

The potential losses due to the tax portion of sales
not being audited at 3%, 4% and 5% is shown in
Table 18 below:
March 2015

March 2016

Amadeus - Own sales (tax portion only
includes SAX and Airlink)

3 465 694 793

3 944 898 811

Average error rate (based on period July
2014 to Feb 15)

0.6%

0.6%

Potential errors not detected at 3%

103 970 844

118 346 964

Potential errors not detected at 4%

138 627 792

157 795 952

Potential errors not detected at 5%

173 284 740

197 244 941

Above : Table 18: Potential losses due to ticket tax error
5.6.2.4.2.

In 2016, 3% equates to a potential revenue leakage
of R118 million per annum. Amadeus (own and
GSA sales) account for, 25% of SAA’s total
revenue. Only BSP agent sales, which account for
approximately 75% are audited monthly at present,
which means that 25% of total SAA Amadeus sales
are not evaluated for potential revenue loss;

5.6.2.4.3.

This needs to be highlighted as a high-risk area
requiring the Board’s urgent intervention, as the
revenue leakage is material and a significant cause
for concern.
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5.6.2.5.

Ticket tax reconciliations and detection of overpayments/overclaims by ticket tax code and reconciliations
5.6.2.5.1.

Potential revenue leakage due to incorrect Interline
ticket taxes claimed in interline settlement process
and incorrect payments to various tax authorities
(more than collected taxes/over-claims by ticket tax
code and reconciliations);

5.6.2.5.2.

SAA is exposed to more than 500 ticket taxes
collected on ticket sales which are paid to tax
authorities or other airlines when flown. Interline
ticket taxes represent an escalating revenue
leakage problem. The variety of document types
and revenue streams are not transparent, and
without industry standardisation, SAA and other
airlines struggle to accurately assess tax applicable
to interline coupons, invariably resulting in incorrect
billing of taxes in interline relationships;

5.6.2.5.3.

However the potential revenue leakage as a result
of ticket tax processing errors cannot be quantified;
and

5.6.2.5.4.

There is room to improve reporting to assist staff to
detect ticket tax errors and to prevent revenue
leakage.

5.6.2.6.

Interline revenue leakage
5.6.2.6.1.

Potential Incremental Interline revenue
5.6.2.6.1.1.

SAA’s Commercial Department has
made

estimates

that

Interline

business could be increased by 1015%

on

improving

nterline
revenue

revenue

by

protection

measures and better interrogation
of SAA’s tickets by the Revenue
Accounting Department. Estimates
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of the incremental value, which
have been made, have not been
included in our revenue growth
calculations as the 10-15%

is

wholly based on negotiations with
the various Interline partners. The
Commercial Department is yet to
provide us with information on the
proposed

initiatives

to

be

implemented to generate revenue
growth. Mr Munetsi agreed that
there is need for a more rigorous
and robust review of all Interline
agreements

and

robust

negotiations with Interline partners.
5.6.2.6.2.

Interline processing errors
5.6.2.6.2.1.

There is potential revenue leakage
as a result of, the quality and
outcome of Interline agreements,
Revenue
defects

Accounting
and/or

the

system
ineffective

utilization of Amedues and interline
processing errors by the Revenue
Accounting Department;
5.6.2.6.2.2.

The

potential

leakage

Interline

however

revenue

cannot

be

quantified at present. In addition
SAA

may

revenue

be

under

collecting

from

other

airlines.

Invoicing of other airlines is verified
on an exceptional basis and at
present it is not possible to ensure
that all invoices are correct;
5.6.2.6.2.3.

Using average processed values of
SAA

flown

revenues,

claims
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received from other airlines and
SAA claimed from other airlines,
the current Interline exposure can
be quantified in table 19 as follows:
Detail

Value

Pax

SAA 083 ticket sales

R19.8 billion

9.1 million

Claimed by other airlines

R1.7 billion

0.6 million

Claimed by SAA from other airlines

R2.0 billion

0.8 million

Above: Table 19: Current Interline exposure
(Figures above taken from Memo by Mr Mellett to Acting CFO dated 8 January
2016 regarding assistance required managing SAA Interline exposure and
revenue dilution risks)
5.6.2.6.2.4.

Interline losses written off from
April 2015 to November 2015
amounted to R80 million at the
year-end. Reports to interrogate
these Interline losses and prevent
the contamination of revenue are
not yet available and we have
requested such from Mr Mellett to
interrogate the type of airline and
determine if the agreement is
causing distortion and see how
SAA can prevent contamination on
the revenue line;

5.6.2.6.2.5.

Mr Mellet advised us that he has
proposed (in written submissions)
the hiring of a business analyst to
review

the

commercial
Interline

effectiveness
viability

agreements.

of

and
SAA’s

Recent

submissions have recommended
the appointment of a specialist
Interline audit service provider on a
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short-term term basis to review all
current Interline agreements and
SAA Interline processing quality. If
required continue with second pass
audit of Interline claims accepted
by SAA staff to detect errors, if any;
5.6.2.6.2.6.

The verification of Interline outward
billings against other airlines is
currently only limited to exceptions
identified (only the values detected
from the high / low report) are
selected for verification. The middle
values

could

be

wrong

and

possibly be a potential area of
revenue leakage; and
5.6.2.6.2.7.

The

Interline

agreements

are

becoming more complex for coding
of the SAA recovery on other
airlines marketing SAA flights and
SAA’s exposure increases when
SAA markets their flights.
5.6.2.6.3.

Interline exposure risk due to airline industry
specific risks
5.6.2.6.3.1.

“IATA believes its own interline
settlement improvements can save
the

industry

USD500

million

annually, but this is dependent on
airlines

embracing

tools

and

standards”;
5.6.2.6.3.2.

SAA sells tickets (SAA IATA code
083) with flight itineraries that
extend beyond the SAA route
network

and

therefore

receive

claims from those airlines for the
‘revenue share”, tickets taxes and
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commission that those airlines are
entitled too. Other airlines selling
their own tickets with their unique
IATA selling code also participate
on the SAA route network and
therefore SAA must claim from
those airlines the revenue share,
taxes and commission that SAA is
entitled too. The revenue share is
based on various fares and penalty
clauses

that

are

negotiated

between airlines and documented
in Interline Agreements approved
by the Commercial Department.
The negotiated fares, rules and
penalty clauses are coded into
SAA’s Revenue Accounting system
and at the time of sale the total
ticket

price

is

prorated

(value

broken down and allocated to each
flight sector on the ticket);
5.6.2.6.3.3.

All

airlines

with

Interline

agreements are exposed to the risk
that

the

airline

with

the best

analytics and supporting data will
negotiate the best deals as they
can steer the other airline toward
their

goal

of

optimizing

their

revenue share.
5.6.2.6.3.4.

According to Mr Mellett, SAA has
no meaningful and effective reports
to assist with the evaluation of the
quality and outcome of the Interline
agreements implemented by SAA.
The

Interline

managed

by

Department;

agreements
the

are

Commercial
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5.6.2.6.3.5.

Delays in Interline settlements also
result in potential revenue leakage
as

the

timeframe

before

an

Interline transaction is finalized can
be more than 12 months from
rendering of service.
5.6.2.6.3.6.

SAA currently has a provision for
potential

interline

losses

of

R147 million (at the year-end), in
particular where SAA overbill other
airlines due to reference table
coding errors. According to Mr
Mellett, 90% of the R147 million
(R132 million)

is

likely

to

be

released from this provision and
written off to the income statement.
The main causes of the losses is
due

to

agreements

complex
which

Interline
result

in

processing and billing errors on
inward and outward billings.
5.6.2.6.3.7.

As the Interline agreements are
complex, the coding required to
ensure timeous recovery of SAA
revenue on other airlines marketing
SAA flights can become difficult. In
addition, SAA’s exposure when
SAA markets the flights of other
airlines can pose an accounting
challenge

for

the

Revenue

Accounting Department due to the
complex coding.
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5.6.2.6.4.

Interline exposure due to APRA system risks in
respect of interline processing
5.6.2.6.4.1.

The process to load outward and
inward

billings

in

Amadeus

is

currently ineffective. There are time
delays, which result in SAA not
verifying claims immediately after
each week’s ICH settlement, and
this has a negative impact on
SAA’s cash flows. In addition the
Interline

outward

billings

verification exercise against other
airlines

is

exceptions

currently
(high

/

limited
low

to

values

detected for verification purposes);
and
5.6.2.6.4.2.

The potential revenue leakage as a
result of interline processing cannot
be quantified.

5.6.3.

Passenger Revenue Optimization System
5.6.3.1.

SAA utilizes a system, which optimizes flights based on demand to
maximize revenue. The Passenger Revenue Optimization System
(“Pro’s”) is a US dollar based tool with annual licensing fees;

5.6.3.2.

Since migration from RAPID to APRA in April 2015, Revenue
Management has not yet received an accurate Pro’s input file from
the IT Department due to the migration to the APRA system and a
high percentage of errors; and

5.6.3.3.

The IT Department is responsible to deliver this file on a monthly
basis. If data is outdated it dilutes the fare and revenue and opens
the classes right down to the lowest (selling tickets at a cheaper fare
than what they could normally be sold for) resulting in the leakage of
revenue from SAA. At this stage it is difficult to quantify the potential
loss of revenue due to the dilution of fares.
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5.6.4.

O&D and RAAV Strategies
5.6.4.1.

In our discussions with Ms Marques, she outlined examples of
strategies and system improvements that could be implemented
from a commercial drive perspective;

5.6.4.2.

For example SAA has a Market Valuation Model (“MVM”) system in
place but they don’t have a strategy module such as Real Time
Dynamic Pricing (“RTDP”) or Revenue Availability and Active
Valuation (“RAAV”) to address strategy options. Such a strategy
module is recommended in line with global industry standards. By
utilizing

the

Pro’s

Origin

and

Destination

system

(“O&D”)

incorporating using RTDP, SAA could potentially increase its
revenue. Ms Marques (Manager - Revenue Management) could not
determine an estimate of the likely incremental value in revenue if
the various strategies were implemented. Discussions are currently
being held with Pros Holdings who could determine the incremental
value to be earned by implementing RTDP. However according to
the Commercial Department implementation of RTDP could have
potential incremental revenue but only if addressed as part of
Common Information Technology Platform (CITP) with Amadeus;
5.6.4.3.

In response to the suggestion above, Mr Brewis (Manager Revenue
Integrity) stated that the Pro’s RTDP product would be a costly
product with the inventory supplier Amadeus. Not only would the
implementation fees from Amadeus be material (in Euro) as no
carrier has implemented this solution in Amadeus, but the Amadeus
transaction fees between Pro’s RTDP and Amadeus Inventory
would be a significant cost for SAA;

5.6.4.4.

The likely costs of such a strategy would be R50 million (indicative
costs based on a business case prepared in 2009) which seems far
too great versus the potential revenue increase that it might help to
achieve;

5.6.4.5.

Ms Marques outlined the following different strategies that are
available in RAAV and that could be implemented:
5.6.4.5.1.

Network improvements where online domestic and
regional connections with international flights are
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closed for sale. The O&D seat availability is closed
for sale when the international flight has seats
available. this is caused by a high demand
domestic/regional flight and suggestions are for
SAA to apply point of commencement logic instead
of point of sale when the yield is retrieved in
Amadeus. Other suggestions include influencing
(reducing) the yields of certain POS by currency
exchange rates;
5.6.4.5.2.

Interline carriers – applying Interline Adjustment
Factor (IAF) calculation in Amadeus to stop carriers
selling SAA seats on lower classes when there is
demand;

5.6.4.5.3.

Codeshares – only SAA metal is on O&D but not
the codeshare flight. Some airlines are able to close
out the codeshare portion from being sold by SAA
due to the fact that they control it since they have
the strategy tool;

5.6.4.5.4.

Seating availability analysis is a reporting tool that
is currently not in use which would be used to
inform SAA of the availability of different POS and
whether the availability is set up correctly; and

5.6.4.5.5.

Since the date of our report, management has
resolved and/

or

implemented some of

the

strategies noted above in the 2016/17 financial
year.
5.6.5.

Refund audits of GSA and own sales
5.6.5.1.

Revenue

currently

administration fees

generated
and

where

by

the

refund

applicable

function

is,

cancellation fees

deducted from refunds due to passengers amounts to between
R18 million – R20 million per month. On average the refunds
Department receives 6 000 refund applications per month;
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5.6.5.2.

Currently Zero Octa is not auditing the own sales and GSA refunds.
Therefore 25% of total sales as well as refunds are currently not
being audited. There is potentially undetected revenue leakage and
an opportunity to increase revenues if an audit function was
implemented. We established from Mr Mellet that when agents
perform a refund, Zero Octa audits the refund;

5.6.5.3.

Indications are that when transactions are audited, an error rate of
0.77% has been proven as indicative of expected error rates. This is
based on a presentation of Zero Octa’s experience with SAA. A trial
run audit of GSA sales conducted by Zero Octa highlighted a
potential error rate of 4% when applied to information not previously
audited;

5.6.5.4.

Various factors contribute to this, the main one being that less
attention could be expected to be paid to transactions where it is
known that there are no checks being conducted, hence the
increased error rate;

5.6.5.5.

Applying this principle to refunds, we extrapolated that the potential
revenue lost through the non-audit of refunds is reflected in the
Table 20 below:
Table 20: Potential revenue leakage through non-audit of refunds:

Global refunds

Estimated at R100 000 000 per month

1 200 000 000 p.a.

GSA (own sales refunds)

Estimated at 25% of total global refunds

300 000 000 p.a.

(i.e. R100 000 000 per month x 25%)
Potential savings from

R300 000 000 per annum at an error rate

auditing GSA refunds

of 4%

5.6.5.6.

12 000 000 p.a.

From our discussions with Mr Kgaswane the two markets in Africa
that are a concern in terms of refunds are Angola and the
Democratic Republic of Congo (“DRC”). In these two territories
there are no BSP’s and hence the ticket sales do not go through the
Zero Octa audit process. Due to SA visa requirements both markets
have numerous ticket cancellations. However Mr Kgaswane stated

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 157 of 317

that he sees no material effect upon administration and cancellation
revenues from these two markets. They are currently collecting all
revenue and checking the process correctly and accordingly the
revenue leakage is minimal;
5.6.5.7.

However Mr Mellet raised his concerns that in the past, issues have
been highlighted at stations (such as Angola) concerning the quality
of the refunds and the incorrect interpretation of the refund rules. In
the past, investigations showed that no one was checking the
refunds posted into APRA. However training was carried out in
August 2016 and the quality of the refunds is continuously
improving;

5.6.5.8.

From our discussions with Mr Mellett it appears that the refunds
Department has a dire lack of staff resources and calculations
indicate that a minimum of 15 refund officers are required to finalize
refund applications within the prescribed time limits. The refunds
Department currently works excessive overtime to meet the
prescribed refund time limits. SAA is incurring additional expenses
in overtime costs. As the refunds Department generates revenue,
this Department should be given priority in order to function properly
and build capacity;

5.6.5.9.

Mr Mellett presented recommendations to the SAA CFO on
6 October 2015, for the Board to approve changes to the Revenue
Accounting

refund

function

structure.

The

recommendations

included increasing the suggested number of positions to support
the revenue protection initiatives and enhance the customer service
aspect of refunds;
5.6.5.10.

It appears that although Mr Meyer approved the recommendations
on 8 October 2015, no further action appears to have been taken
and no additional staff resources were employed. In the absence of
Mr Meyer and/or minutes of meetings we were unable to establish if
any of the concerns raised were escalated to Exco or the Audit and
Risk Committee by Mr Meyer;

5.6.5.11.

Lack of available data to quantify total actual annual refunds
precluded us from attempting to quantify the potential lost revenue
as a result of lack of an audit process over the refunds calculations.
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5.6.6.

Online Travel Agents (OTA’S)
5.6.6.1.

Background
5.6.6.1.1.

Based on discussions with Mr Brewis, it has
become apparent that there are potential system
weakness and gaps regarding online travel agents
who are able to access flight bookings, via different
country locations;

5.6.6.1.2.

There are many Online Travel Agents (OTA’s) that
operate worldwide. Travelstart is South Africa’s
biggest OTA;

5.6.6.1.3.

They are in the market where they operate an
online website which any user can access to make
bookings;

5.6.6.1.4.

It is similar to the FlySAA online portal but the
difference is that Fly SAA is tailor-made for SAA
and SAA flights but in the case of an OTA, they
display fares and seat availability based on a semi
neutral basis without any preferences to any
particular airline;

5.6.6.1.5.

Normally, when one logs onto a specific site, it
defaults to a specific point of sale linked to an IP
address but this can be overridden and so change
the point of sale. Because OTA’s operate in
different parts of the world, they have the ability to
access different points of sale by overriding the link
to the IP address;

5.6.6.1.6.

Over time, OTA’s have come to realize that the way
SAA was presenting its seat availability was
different by point of sale. This is referred to as
revenue availability where SAA would rather track
certain fares for a given flight so that you can
maximize revenue from that flight. The intention is
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to attract harder currencies such as dollars, Euros
and pounds for example;
5.6.6.1.7.

Travelstart and many other OTA’s appear to have
realised that they are able to manipulate the point
of sale indicator so they for example have access to
a greater number of travel classes, which SAA
would have allocated, to a specific region or target
destination;

5.6.6.1.8.

The additional classes of seat availability are then
accessed and booked, but when it comes to pricing,
the booking is secured at the pricing from the point
of origin, which is generally cheaper than the hard
currency targeted;

5.6.6.1.9.

As a consequence, the OTA’s have an advantage
over local travel agents since it is apparently not
difficult to establish what SAA’s preferred point of
sale for a certain flight would be;

5.6.6.1.10.

The OTA’s consequently have an advantage over
the local travel agent since the OTA has access to
a greater seat availability by accessing a different
point of sale and SAA accordingly loses out on the
preferred targeted booking region.

5.6.6.2.

Quantification of possible losses
5.6.6.2.1.

We attempted to establish from Mr Brewis, the
extent of the manipulation and the resultant
revenue loss which this caused to SAA;

5.6.6.2.2.

Mr

Brewis

was

reluctant

to

provide

any

quantification in this regard as he indicated that it is
difficult to quantify in the absence of reliable data.
Seat availability is a commodity that is constantly
changing; therefore predicting values is extremely
difficult. He did however confirm that the practice is
prevalent in the SAA environment.

Mr Brewis
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indicated that whilst there is a lack of data available
to quantify potential losses, he can confirm that this
type

of

abuse

is

happening

in

the

SAA

environment, as in certain cases it has been
reported from the Sales Department that questions
arise as to why Travelstart, for example, is able to
get a fare not available to other agents;
5.6.6.2.3.

It is also not a problem that is unique to SAA and a
reality for all airlines that price in accordance with
O&D principles relating to revenue management. It
is a threat faced by the industry;

5.6.6.2.4.

Mr Brewis suggested that the focus should be on
combating the practice, as there are technologies
on the market that are available and are being used
by certain competitors effectively. However there
are certain constraints to implementation.

5.6.6.3.

The constraints to implementation
5.6.6.3.1.

Mr Brewis suggested that the following constraints
impinge on the successful implementation of a
combative solution:

5.6.6.3.2.

These constraints include for example:
5.6.6.3.2.1.

There is no permanent HOD to
take charge of the process and
oversee

its

implementation.
initial

findings

successful
Based

on

our

managements

comments are that a substantive
HOD, Mr Jerome Simelane was
appointed in April 2017;
5.6.6.3.2.2.

The current acting position has
several components reporting to it
so capacity becomes a serious
inhibitor;
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5.6.6.3.2.3.

There are costs associated with the
implementation of the applications /
available

technology.

estimates

suggest

Current
the

cost

averages three Euro cents per
boarded passenger. In the absence
of required data, it is difficult to
successfully present a cost vs.
benefit business case;
5.6.6.3.2.4.

Additional resource requirements
would be a
particularly
SAA’s

further

taking

constraint,

into

moratorium

recruitment

and

account

on

staff

restructuring

processes;
5.6.6.3.2.5.

There

needs

between

the

to

be

cohesion

various

relevant

Departments within SAA for a
successful implementation;
5.6.6.3.2.6.

Access to data and enhancing the
ability to interrogate data further is
an imperative.

5.6.6.4.

Tickets issued by Agents and OTA’s
5.6.6.4.1.

Agents issuing tickets that do not respect the fare
rules (i.e. reservation, ticketing time limits, breaking
sectors etc) are a source of revenue leakage. This
is when the real coupon value in Revenue
Accounting

does

not

align

with

Revenue

management expectations; and
5.6.6.4.2.

The potential revenue leakage as a result of ticket
reservation related errors could not be quantified.
Management’s intention is to expand the ZeroOcta
audit to include reservation transgressions on a
cost recovery basis.
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5.6.6.5.

Recommendations
5.6.6.5.1.

It is our understanding that technology exists to
combat the exposure to SAA. In this regard.
Implementation of a fully operational system would
not only assist in combatting the types of abuse that
SAA is exposed to, but the system could also
further optimize seat availability opportunities and
thereby maximize revenue potential;

5.6.6.5.2.

Although we have been unable to verify the impact
of this issue, it has been communicated that
according to industry experts, potential additional
contribution to revenue could be between one and
three

percent

by implementing

the

available

technology on the market. There is however a cost
associated with such implementation; and
5.6.6.5.3.

In view of the potential contribution, SAA should
conduct a detailed cost vs. benefit study to
establish

the

feasibility

of

implementing

the

requisite technology.
5.6.7.

Ancillary revenue
5.6.7.1.

Based on IATA (namely the STAR Alliance Revenue Accounting
Working Group discussions in Barcelona, Spain in September 2015)
and Star Alliance statistics, it is our understanding that the industry
average for ancillary revenue is approximately US$16 per
passenger. The US$16 per passenger includes the following four
revenue streams:
•

A la carte services

•

Commissions based

•

Revenue from Frequent Flyer Programs (FFP’S) and

•

Marketing initiatives.
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5.6.7.2.

According to calculations provided by Mr Mellett, SAA’s ancillary
revenue for the year to 31 March 2016 was R560 651 999; this
translates to US$6.21 per passenger (see table 1 below). This
calculation however excludes FFP’s. Including FFP’s the ancillary
revenue per passenger is US$10.47 (versus US$16 per passenger)
as at March 2016;

5.6.7.3.

Based on our initial findings management’s comments are that SAA
currently only reports ancillary revenue using A la Carte and
Commission based ancillary products. Voyager is not currently
reported as an ancillary revenue stream due to the design of the
programme and its strategic relevance to SAA;

Table 1: Ancillary revenue per passenger excluding FFP

Details

Income
statement 31
March 2016

Total excess baggage turnover

R204.7m

Sales office misc income

R347.7m

Cancellation and Acc revenue
Total assumed ancillary revenue
Total revenue passengers per Manacc

R8.3m
R560.7m
6 698 176

ZAR Value per Revenue passengers

R83.70

USD Value per Revenue passengers

USD6.21

Table 2: Ancillary revenue per passenger including FFP
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Period

Ancillary rev per
pax excl FFP

Ancillary rev per pax
incl. FFP

5.6.7.4.

2015/16

US$6.12

US$10.47

2016/17

US$7.38

US$10.83

By implementing initiatives to improve the current recovery rate by
just 50% to US$9.31 per passenger, which is still relatively
conservative, compared to the industry average of US$16 per
passenger, a calculation prepared by Mr Mellet demonstrates
potential ancillary revenue generation of R840, 977,998. This
translates to additional potential revenue of R280, 325,999 (R840,
977,998 less R560, 651,999) that could potentially be earned;

5.6.7.5.

If it were possible to reach the industry average of US$16 per
passenger, this would translate to potential revenue to be earned
from ancillary income of R323, 701,281, based on calculations
prepared by Mr Mellet;

5.6.7.6.

Currently SAA’s target is to grow ancillary revenue to US$10 by the
2019/20 financial year;

5.6.7.7.

According to Mr Mellet, initiatives embarked on in this regard fell
through following the resignation of the official appointed to lead this
exercise. No steps have been taken to revitalize this initiative by
appointing an appropriate head to take charge. Based on our initial
findings managements comments are that a substantive HOD for
Ancillary Revenue (Mr Jerome Simelane) was appointed in April
2017;

5.6.7.8.

In order to improve the ancillary revenue per passenger SAA has
identified and continues to implement opportunities to improve and
market its current ancillary product offering. The following new
revenue streams have been identified to generate additional
ancillary revenues most of which will be implemented in or at the
end of the 2016/17 financial year including:
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5.6.7.9.

•

Chargeable seats

•

Purchasing excess baggage online

•

Charging for business class lounge access

•

Selling duty free online

•

Global car rental and

•

Global hotel commission.

Management informed us that many such revenue optimisation
opportunities have since been implemented in the 2017/18 financial
year and are being aggressively marketed through various media
channels with a resultant growth in ancillary revenues;

5.6.7.10.

At SAA the ancillary revenues received post-sale, even from flightrelated services like baggage and seat upgrades, are difficult to tie
back to the actual passenger revenue from the airfare. For example
where services are shared between two airlines on a particular
O&D, that also has an impact. Electronic Miscellaneous Documents
(EMDs) were introduced in response, but many airline systems
including SAA’s are lagging behind, depriving themselves of a good
access into the breakdown of sales, and lacking the ability to
analyse and optimise ancillary revenue; and

5.6.7.11.

Concerning the marketing initiatives, which is one of the four
ancillary revenue streams, there are opportunities for SAA to
improve ancillary revenue by looking to upgrade the current aged
Inflight Entertainment System (IFE) and introduce marketing
through this area..

5.6.8.

OR Tambo as a Hub for all international flights
5.6.8.1.

SAA uses OR Tambo as its hub to the domestic market, regional
market and international market;

5.6.8.2.

Along with Mango, Comair, South African Express, Airlink and
Safair, OR Tambo is used as their hub into the domestic market and
regional market (those that operate regionally);
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5.6.8.3.

Based on the business operations of the South African domestic
market, it would be counter-productive for National Government
through the Department of Transport to approve foreign airlines
licenses to fly from their origination airport outside of South Africa
into airports in South Africa, other than OR Tambo;

5.6.8.4.

According to the table 21 below, for a 12 month period up until April
2016, several airlines had licenses to fly into and fly out of South
African Domestic Airports ferrying 247,204 passengers into and out
of South Africa, and all these passengers effectively not contributing
to the Domestic airline market:
OnD
CPTAMS
CPTCDG
CPTDOH
CPTDXB
CPTFRA
CPTIST
CPTLGW
CPTLHR
CPTMUC
DURDXB
DURIST

Destination
Amsterdam
Paris
Doha
Dubai
Frankfurt
Istanbul
Gatwick
London
Munich
Dubai
Instanbul

Airline
KLM
Air France
Qatar
Emirates
Lufthansa
Turkish
BA
BA & Virgin
Condor
Emirates
Turkish

2015
2016
24,850
27,507
5,871
6,561
14,224
21,336
67,200
84,000
4,970
5,229
3,780
9,754
1,139
54,619
40,103
8,558
9,883
33,600
33,600
8,092

Above : Table 21: Foreign airline passenger numbers where access
to domestic airports has been granted by the Department of
Transport
5.6.8.5.

Using an average fare of R3,000 per return trip between OR Tambo
and Durban and OR Tambo and Cape Town, and the number of
passengers that did not travel on the South African Domestic
Airlines, the revenue lost by the South African Domestic Market is in
the region of R742 million. A majority of the revenue generated
would be through foreign currency; and

5.6.8.6.

In addition to the Domestic Airline Market being supported, this
would also introduce an additional 247,204 passengers through OR
Tambo thus generating additional income for the businesses
situated within OR Tambo.
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5.6.9.

SAA Commercial Department
5.6.9.1.

According to the LTTS SAA (Commercial Department) aims to
improve its revenue streams by:

5.6.9.2.

5.6.9.1.1.

Increased asset utilization;

5.6.9.1.2.

Increased frequencies and new routes;

5.6.9.1.3.

Improved customer service; and

5.6.9.1.4.

Increased productivity of staff.

The appointment of a permanent Chief Commercial Officer and
other senior staff, and investment in the right IT tools is critical in
achieving the intended revenue growth;

5.6.9.3.

It has been intimated that the management of SAA are reacting too
slowly in fulfilling the dire need for critical skills within the
operational units at SAA. There are considerable pressures
imposed on those currently trying to fulfill and carry out the duties
and responsibilities of those employees who are no longer in the
employ of SAA or currently on suspension (for whatever reason)
and that these critical positions remain vacant for extended periods
of time;

5.6.9.4.

A particular example provided is where Mr Sylvain Bosc – Chief
Commercial Officer (“Mr Bosc”) was suspended in November 2015,
while other existing staff members have been handling his
responsibilities since that time, in addition to performing their own
daily responsibilities. It appears that this will continue to be the case
until the formal disciplinary proceedings are concluded in respect of
Mr Bosc’s suspension, and currently it is uncertain as to when this
process will be finalised;

5.6.9.5.

The staff resources (particularly within critical business processes
and cycles within SAA) do not appear to be commensurate with
requirements

of

the

roles

and

responsibilities

of

certain

Departments. Our interviews have brought to the fore that many key
staff members are unable to effectively carry out their routine daily
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responsibilities as they are currently being tasked with taking on two
to three other former employees’ tasks on a day-to-day basis;
5.6.9.6.

As discussed elsewhere in this report (regarding the business case
motivations submitted by Mr Mellett to the CFO on 27 May 2015
and 6 October 2015 respectively), additional staff resources within
the Revenue Accounting Department are desperately needed to
assist with the fare, tax and refund audits, interline transaction
audits, monitoring and following up of anomalies identified from the
analyses contained within transaction exception reports generated
within the revenue cycle and APRA. SAA is suffering substantial
losses due to insufficient resources ensuring that these exceptions
can

be

adequately

followed

up,

revenues

recovered

and

preventative measures being put in place to mitigate risks identified
in the ordinary course of business at SAA;
5.6.9.7.

Many Departments appear to be understaffed while others (such as
HR – are allegedly overstaffed – there are 285 HR members);

5.6.9.8.

A particular criticism that has been raised (in respect of adequate
staffing resources) is that although numerous critical operational
functions remained under/inadequately staffed, and contrary to the
moratorium regarding putting a hold on fulfilling any and all
employment vacancies, that somehow the HR Department has
recently successfully employed three new hires in their Department.

5.6.9.9.

There are alleged double standards when it comes to adhering to
policies implemented at SAA and that certain employment decisions
are possibly being made to the detriment of the SAA group.

5.7.

APRA (Amadeus) revenue system
5.7.1.

APRA (Amadeus) system implementation
5.7.1.1.

Based

on

information

gathered

from

the

interviews

and

documentation from, Mr Mellet presented to the CFO, the Amadeus
Passenger Revenue Accounting (“APRA”) system was implemented
1 May 2015. Previously SAA used RAPID, which was implemented
in 2006. Closure of Phase I implementation of APRA was expected
middle of January 2016 but this has not been entirely achieved.
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Phase I included sales, flown, interline and reference tables/interline
billing verification functions. Refunds, accounting control and agent
sales audits are not directly affected. APRA Phase II will allow for
own and GSA sales audits and enhancement of interline audits.
5.7.1.2.

APRA incorporates the following functions:
5.7.1.2.1.

Sales processing – SAA ticket stock is accounted
for at the time of sales and reflected as Air Traffic
Liability and Ticket Tax liabilities;

5.7.1.2.2.

Flown (revenue recognition) – SAA tickets and
foreign

airline

tickets

that

are

‘uplifted’

for

passengers boarding SAA flights are recognized as
revenue. There is a recovery of foreign airline
tickets sold through ICH;
5.7.1.2.3.

Interline processing – this involves ‘Inward billings’
for SAA airline tickets ‘uplifted’ for passengers
boarding foreign airline flights & ‘Outward billings’
are

for

foreign

airline

tickets

‘uplifted’

for

passengers boarding SAA flights;
5.7.1.2.4.

Ticket refunds – involves passengers requesting a
refund before flight commences or after flight date if
partly or not used in full;

5.7.1.2.5.

Agent sales audit – SAA currently utilizes an
outsourced fare and tax audit service provider to
verify accuracy of ticket issuance; and

5.7.1.2.6.

Expired tickets – in accordance with the revenue
recognition accounting policy unutilized passenger
tickets are released as revenue based on validity of
ticket time lines for utilization. The prescribed
periods are - domestic 6 months from date of first
travel / regional and international tickets are 12
months from date of first travel.

5.7.1.3.

The most significant issues not yet resolved and which are causing
delay in the Phase I close out are:
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5.7.1.3.1.

System reconciliation of advance sales, including
ticket taxes not yet finalized. Errors are being
identified on a daily basis since 1 March 2016 and
corrections are being tracked. According to a report
from Mr Mellet as at the end of March 2016 the total
errors un-reconciled, amounted to R194 million
(RAPID processing adjustments);

5.7.1.3.2.

Interline processing is being affected by invoices
not loaded by Amadeus; and

5.7.1.3.3.

Task clearing is not yet at an acceptable level due
to system errors that are preventing all tasks from
being cleared for sales and flown. In respect of
interline, not all tasks loaded are available after
each billing period.

5.7.1.4.

According to Mr Mellett, Amadeus is committed to resolving these
system reconciliation issues and the sales and flown related errors.
The Interline processing deficiencies are a significant cause for
concern at SAA and an area that must be highlighted as a high-risk
area, which requires detailed attention;

5.7.1.5.

Phase II implementation of APRA is critical as it involves revenue
protection initiatives that SAA need to activate in order to minimize
revenue leakages;

5.7.1.6.

Whilst the full amount of R194 million referred to above does not
translate into potential additional revenue, as adjustments would
simply be re-allocated to the correct route revenue account, there
are system inefficiencies that need to be addressed to limit losses
being incurred in this regard. An example would relate to the fact
that ticket fares filed are sometimes less the prorated income
attributable to SAA as a result of interline agreements. There needs
to be better synergy between ticket pricing and terms of the interline
agreements to avoid losses in this regard.

5.7.1.7.

We attempted to quantify potential losses in this regard, but the lack
of suitable and availability of appropriate reports precluded us from
doing so.

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 171 of 317

5.7.2.

Amadeus – distribution costs
5.7.2.1.

Although Amadeus appears to be maximizing certain efficiencies
within SAA operations, there are still a number of areas where the
capabilities of the software and licenses are not being utilized to
their full potential. It has been brought to our attention that certain
modules within Amadeus have been ‘switched off’ as the various
reports are costing SAA either monthly report charges, or
transaction-by-transaction charges.

5.7.3.

Annual software license fees paid to Amadeus
5.7.3.1.

According to SAP information provided by Ms Archary (Manager
Accounting & Recon Control) the annual software license fees paid
to Amadeus for the last financial year (2016) were R10, 179,033
(US$693,625).

5.7.4.

APRA - Amadeus exceptions reports
5.7.4.1.

Revenue leakage takes place in this area, as SAA does not follow
up on valuable exception reports from the Amadeus system. These
various reconciliation reports or transaction review data downloads
have been ‘put on hold’ until such time that SAA has sufficient
staffing resources to react to the exception reports and follow up
revenue leakage issues highlighted by these reports. This needs to
be highlighted as a high-risk area requiring the Board’s urgent
intervention, as the revenue leakage is material and a significant
cause for concern.

5.7.4.2.

Reports generated from APRA real time data by the SAA IT
Department, are not yet at an acceptable level. Mr Mellett has
prioritized the following reports for finalization:
5.7.4.2.1.

All daily ticket sales (SAA and other airlines
marketing flights). The voluminous data needs to be
available in a manageable format so that VAT
compliance issues in respect of SA Express and
Airlink sales can be addressed, in addition to
facilitating the cash neutrality calculations that need
to be performed. The report format should also
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ensure that the credit card commission deductions
can be verified and the credit card commissions
applicable to SA Express and Airlink sales can be
recovered each month. Currently there is an
estimated percentage recovery on commissions
from SA Express and Airlink;
5.7.4.2.2.

Revenue Accounting control reports to assist with
the clearing of new APRA reconciliations;

5.7.4.2.3.

Flown reports to be verified and enhanced where
possible; and

5.7.4.2.4.

Interline reports to be verified and enhanced where
possible.

5.7.4.3.

There are significant savings that could be made by effectively
monitoring these reports and reacting in a timely manner to recover
fees from agents, etc. At the date of our report key personnel could
not give an indication as to the quantification of probable losses due
to the inefficiencies within Amadeus;

5.7.4.4.

We have identified instances that point to possible overriding of
controls, which may compromise the integrity of the accounting for
all revenue through the Amadeus system;

5.7.4.5.

There are opportunities for SAA to implement certain actions to
improve revenue management and sales efforts. This will require
additional investment in people with the proper skill sets to
implement.

5.8.

InterVistas – fleet/network planning
5.8.1.

We obtained and reviewed a copy of the South African Airways Comprehensive
Network and Fleet Plan; final report dated March 2015 - as prepared by
InterVistas for use by SAA management. This Network and Fleet Plan was
designed to determine the earnings potential of SAA as at March 2015 and
indicated that SAA could return to profitability by 2017, based on ‘earnings on
an operating basis, reflecting a go-forward run rate.” It did not include any onetime financial adjustments required due to the disposal of aircraft or closure of
routes;
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5.8.2.

The key findings (paraphrased from the executive summary to that report) at
that time were that:
5.8.2.1.

SAA had the wrong wide body fleet given the prevailing economic
and competitive environment. It was determined that SAA had not
taken steps to replace the inefficient A340 aircraft that formed the
bulk of their fleet;

5.8.2.2.

The SA domestic market and certain regional markets were
suffering from excess capacity;

5.8.2.3.

There was a lack of single point decision making on the SAA
network for the Johannesburg hub for the SAA Group; and

5.8.2.4.

Mango had failed to capitalise on growth opportunities, which
existed in both the domestic and regional markets.

5.8.3.

As at the time of preparing this report, we have yet to critically review this
Network and Fleet Plan as prepared by InterVistas and have not met with the
authors of this strategic document to discuss the rationale or approach followed
when performing the calculations or determinations included therein;

5.8.4.

It should be noted that InterVistas is an international firm who had quoted
considerable reimbursement of time and costs to meet with our team and
discuss their report and consequently the cost versus benefits of this exercise
precluded our team from interacting directly with InterVistas;

5.8.5.

It is further noted that although these reports are regularly prepared for use by
SAA management for their decision making purposes and that data and flight
efficiency analyses are made available for management’s review, it remains the
Group management teams’ responsibility to propose, authorise and implement
any prospective route or fleet composition changes. We are aware of alleged
manipulation of certain reports by former members of the SAA management
team that resulted in sub-optimal decisions being implemented in respect of
new routes being pursued while other routes or code share agreements were
cancelled. These decisions, inter alia, have led to considerable financial losses
for SAA and although disciplinary action has been instituted in some cases,
SAA has suffered and possibly continues to suffer financial loss due to incorrect
decisions being made in this regard;
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5.8.6.

Based on discussions with senior management of SAA (Ms Du Preez and Mr
Du Plessis), the critical area of network and fleet planning is continually
monitored and discussed at an operational level within SAA. This operational
function is paramount to the success of SAA and requires significant expertise
and knowledge of the entire airline industry, from a local, regional and
international perspective. We have received the 2nd Quarter FY2016/17 report
as presented to National Treasury, which details the proposed strategic steps to
be implemented and progress reporting on initiatives taken with regards to this
area of the business. We have not however received the attached annexures to
this report which provide more clarification and detail in this regard;

5.8.7.

As conveyed above, to date, we have not carried out an independent detailed
review of these reports or the Comprehensive Network and Fleet Plan prepared
by InterVistas, to determine whether the strategy set out by the SAA Board is in
compliance with the Long-Term Turnaround Strategy. We have yet to document
a high level summary of all the suggested network route changes, route and
network profitability, and fleet recommendations to determine if SAA
implemented such recommendations.

5.9.

Star Alliance contract
5.9.1.

Overview
5.9.1.1.

SAA joined the Star Alliance in 2005. SAA has evaluated the
benefits received from membership. However although these
benefits are substantial it has been alleged that SAA is not
extracting the full potential value of its membership and losing a
significant amount of revenue each year. It needs to be fully
understood by the Commercial Department which benefits are not
being optimized or received not just from the Star Alliance
membership but including the code share agreements.

5.9.1.2.

The key issues that need to be considered by the Commercial
Department include the following:
5.9.1.2.1.

The benefits received;

5.9.1.2.2.

The costs paid each year; and

5.9.1.2.3.

Annualized savings of cancelling certain Code
shares.
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5.9.1.3.

On 19 October 2016, Mr Munetsi stated that:
5.9.1.3.1.

The Star Alliance contract is a global branded
alliance mainly working with major sponsors;

5.9.1.3.2.

A few years ago SAA partnered with Delta Airlines
as they did not fly into Africa;

5.9.1.3.3.

SAA’s performance in the USA is declining because
United Airlines is not motivated to support SAA, and
United Airlines has chosen not to provide access to
seat inventory or acceptable pro-rates. Over time,
this has affected SAA’s ability to connect traffic via
United Airlines’ hub in Washington Dulles.
The agreement with United Airlines needs to
reviewed and re-negotiated;

5.9.1.3.4.

Lufthansa have formed a Star Alliance Plus to
control Trans-Atlantic traffic;

5.9.1.3.5.

Emirates are not part of the Star Alliance. This
gives Emirates the latitude to decide who they
partner with at any time; and

5.9.1.3.6.

There is a substantial exit fee of approximately
US$25 million should SAA decide the exit Star
Alliance’.

5.9.2.

Code share agreements
5.9.2.1.

Apart from its Star Alliance membership, SAA has an extensive
network of non-metal capacity via code share agreements with Star
Alliance and Non-Star Alliance members;

5.9.2.2.

Under this type of agreement, airlines are able to sell seats
(marketing airline) on flights operated by its code share partner
(operating airline). As a general principle, the operating carrier
collects the passenger fare of the sector it operates, but returns a
portion of the ticket revenue to the marketing carrier. A code share
agreement typically offers a higher service level for passengers
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through coordinated schedules and a more seamless and integrated
transfer product, as code share partners try to maximize the
revenues.
5.9.2.3.

Different types of code share agreements exist, such as:
5.9.2.3.1.

Two carriers both operate the same sector and
each gives its code to the other’s operated flights;

5.9.2.3.2.

A carrier puts its code on a sector operated by
another

carrier,

but

not

by

itself,

and

not

(necessarily) connecting to one of its own operated
flights; and
5.9.2.3.3.

Behind and beyond route: a carrier puts its code on
sectors, operated by another carrier, to provide
connections with its own operated services.

5.9.3.

Review of Star Alliance Agreement
5.9.3.1.

The original Star Alliance agreement was entered into by members
on 30 March 2001;

5.9.3.2.

We obtained and reviewed an Agreement dated 1 January 2015
(subsequent amendment). The following is noteworthy:
5.9.3.2.1.

SAA joined Star Alliance in April 2006;

5.9.3.2.2.

In accordance with the agreement upon SAA’s
acceptance for integration into Star Alliance an
amount of Euro10 million was paid to Star Alliance
in accordance with Section 3.3(b) and specified in
Exhibit A;

5.9.3.2.3.

The agreement exists indefinitely unless Star
Alliance is dissolved;

5.9.3.2.4.

A withdrawal or exit fee of USD25 million is
payable including a 2 year notice period, should
SAA want to withdraw or exit from Star Alliance;
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5.9.3.2.5.

The withdrawal fee is the amount payable by a
member

withdrawing

from

Star

Alliance

in

accordance with Section 7.1 and is specified in
Exhibit A;
5.9.3.2.6.

The exit fee is payable by a member expelled from
Star Alliance in accordance with Section 8.1 or 8.2
and specified in Exhibit A;

5.9.3.2.7.

SAA is subject to an audit of its compliance with its
membership obligations annually either by an audit
performed by Star Alliance Services GmbH or by
itself (self-audit) where it has been selected for an
audit by the Alliance Management Board (Self-audit
- means a self-audit by a member of itself for
compliance

with

its

Membership

Obligations

pursuant to Section 10.2(a) and more particularly
described in the Core Values Handbook);
5.9.3.2.8.

The consequences of non-compliance to audits are
detailed in Article 10.3 and specifically:
“(a) The CEB shall, upon presentation of a
Compliance Report, take note of any
noncompliance by a Member with any Standard;
(b) In the event that, at the Chief Executive Board
(CEB) meeting, a Member remains non-compliant
with a Standard noted in the immediately preceding
Compliance Report, that Member shall be liable to
pay to the other Members, or as otherwise directed
by the CEB, an amount equal to five percent (5%)
of its share of Star Alliance costs under the
standard cost sharing formula for that Fiscal Year
provided that in the event the non-compliance is
remedied within the first six (6) months of the
following Fiscal Year that amount shall be returned
to that Member, and a Member shall be so liable for
each and every such non-compliant Standard noted
in the immediately preceding Compliance Report
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subject to a maximum amount equal to its share of
Star Alliance costs under the standard cost sharing
formula for that Fiscal Year and subject further to
the proviso that the payment of any foregoing
amount to a Member shall not exceed its share of
the annual contribution to the Star Alliance costs for
that Fiscal Year, any such amount in excess to be
paid to the other Members corresponding to the
percentage share of Star Alliance costs of such
other Members under the standard cost-sharing
formula.
(c) In the event that, at the CEB Meeting, a Member
remains non-compliant with a Standard noted in the
two immediately preceding Compliance Reports,
the CEB may, having regard to all relevant
considerations, resolve to expel that Member
pursuant to Section 8.2(c).”
5.9.3.3.

The costs of Star Alliance (“Star Alliance Costs”) are shared and
paid by all members in accordance with their relative size, and are
calculated by multiplying the relative size of each member by the
total amount of Star Alliance costs; and

5.9.3.4.

It is alleged that SAA has had non-compliance issues in recent Star
Alliance audits and is at risk of materially breaching, Article 10.3
(Compliance with Membership Obligations) of the Star Alliance
agreement. We could not meet with Ms Matshego to discuss and
perform a detailed review into these allegations. We had scheduled
a meeting with Ms Matshego to discuss the Star Alliance Contract.
However the meeting was cancelled and Ms Matshego informed us
that she needed to have the CEO and CCO approval to meet with
us.
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5.9.4.

InterVistas findings regarding Star Alliance
5.9.4.1.

We obtained and reviewed the InterVistas report dated March 2015,
which was issued to SAA:
5.9.4.1.1.

Description of Airline alliance relationships and
partnerships
“An airline alliance is a form of commercial
cooperation between airlines with the goal to
increase the global reach and market penetration
required to satisfy the business/corporate customer
base that is essential for profitability.”

5.9.4.1.2.

InterVistas

noted that

many SAA codeshare

agreements with other parties are structured to
favour the partners at the expense of SAA (the
agreement with Lufthansa is a notable exception
which is a major reason for the strong performance
of SAA flights to Germany).
5.9.4.1.3.

Not all airlines will enter into an extensive
relationship without conditions or negotiations and
not all codeshare agreements are beneficial.
Agreements that are beneficial to both airlines and
expand the network and market penetration of each
airline in a substantial manner are typically more
easily negotiated, than when both airlines, have
overlapping networks. In the case that there is a
strong overlap in network, or the envisaged partner
airline already has a strong presence in a particular
market, these markets are typically excluded from
the codeshare agreement. Excluding markets from
the codeshare agreement can have an unfavorable
effect on the feasibility of the partnership, as certain
flows are essential to attain positive results.”

5.9.4.1.4.

The InterVistas report issued to SAA states the
following (extracted from InterVistas report dated
March 2015):
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“SAA is currently a member of Star Alliance and
has multiple codeshare agreements with a number
of airlines. Not every relationship, whether under
the Star Alliance umbrella or not, is the same. The
analysis of alliance potential is easy. Achieving it in
practice

is

a

function

both

of

the

working

relationship between carriers and the negotiated
agreement between the two carriers (no agreement
that involves revenue or network is done on the
Global Alliance—Star—level) that involves codesharing, pro-rate levels for joint fares, access to
seat inventory for connecting passengers, joint
sales efforts, etc. As such, we can see that the SAA
relationship with Lufthansa is extremely beneficial
and is a key reason why SAA is able to achieve
profitability on its flights to Germany. But, in the
case of United Airlines, also a Star member, it has
chosen to not provide access to seat inventory or
acceptable pro-rates. Over time, United’s actions
have damaged SAA’s ability to connect traffic via
United’s hub in Washington Dulles. It is very likely
that United’s actions stem from its deepening
relationship with Lufthansa. United and Lufthansa
have an integrated JV which involves traffic flowing
between the USA and Africa. As such, while SAA
performance in Germany is strong, its performance
in the USA is declining because its Star alliance
partner in the USA is not motivated to support
SAA.”

“Thus, all analyses below are with respect to
the most likely opportunity. In order to achieve
these results, a comprehensive agreement
must be put in place before any actions are
taken (whether code-sharing or new flying).
These agreements must be beneficial to both
parties and ensure that the incentives are
aligned to ensure that both parties are working
together rather than at cross-purposes. In
some cases, it may be beneficial to go beyond
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a codeshare alliance relationship to a JV.
Usually a JV ensures that all earnings are
shared providing both sides with an incentive
to grow the business and ensure profitability.
Many SAA alliance agreements in place are not
well designed to provide benefits that flow to
SAA. Many of these are one-sided so that SAA
takes all the risk and gets none of the upside.”
5.9.4.1.5.

Numerous

scenarios

were

created

between

InterVistas and SAA. It is important to understand
that there are two key components that drive the
upside

potential

of

the

opportunities

being

analysed.
a) “The size of the local market and its
composition matters. For example, Frankfurt
with its large local market to South Africa and
the sizable component of business traffic
(which pays the high fares that support
profitable wide body operations) will always
look better than other European cities even if
they have a hub with many connections.
b) The connecting traffic that is captured because
the combination of two networks allows for a
routing that did not previously exist. Generally,
the largest traffic points drive the bulk of
connecting value (for example, in the USA the
top 20 connecting points drive 90% of the traffic
and thus every major US hub looks the same in
terms of what connections it can capture).”
5.9.4.1.6.

To assess the potential earnings improvements
resulting from new partnerships with different
airlines,

seven

partnership

and

codeshare

scenarios were evaluated by InterVistas with SAA
management.
5.9.4.1.7.

The various scenarios and their financial impact are
presented in the tables below:
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Scenario

Partnering airline

Gateway

Equipment on

Potential annual

presented

SAA operated

incremental system

in

flights

profit impact

Intervistas
(R million)

report
1

Etihad

Abu Dhabi

A330-200

(346.9)

2a

Emirates

Dubai

A330-200

170.8

2b

Emirates

Dubai

A340-600

123.1

2c

Emirates

Dubai

A330-200

181.0

2d

Emirates

Dubai

A330-200

(265.5)

3

TAP Portugal

Lisbon

A330-200

336.3

4

Virgin Australia

Sydney

A340-300

246.6

Above : Table 22: Potential Annual Incremental Impact of Partnership Scenarios on SAA
System Profits Requiring Additional SAA Flights Scenario
(Ex: InterVistas report)

Scenario

Partnering airline

Gateway

Potential annual

presented in

incremental system

Intervistas

profit impact (R

report

million)
5

Egypt Air

Cairo

31.9

6

Cathay Pacific

Hong Kong

88.5

7

Turkish Airlines

Istanbul

50.7

Above : Table 23: Potential Annual Incremental Impact of Partnership
Scenarios on SAA System Profits Not Requiring Additional SAA Flights
Scenario
(Ex: InterVistas report)
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5.9.4.1.8.

“In addition, not all of the scenarios may be
compatible

due

to

conflicting

partner

airline

interests. For example, Scenarios 1 and 2 with
Etihad

and

Emirates

respectively

are

likely

incompatible with each other. A decision to create
an alliance with Etihad could jeopardise the existing
SAA revenue base generated from its partnership
with Emirates. TAP Portugal may not agree with the
codeshare relationship as suggested in Scenario 3.
In this case, SAA will be reliant on the traffic flows
from Angola and Mozambique and consequently
may draw part of this traffic flow away from TAP
Portugal. Also, a potential partnership with Turkish
Airlines, as described in Scenario 7, may put SAA’s
current relationship with Lufthansa at risk, as these
carriers are competing for the same connecting
global traffic flows and would not be compatible
with an SAA partnership with either Emirates or
Etihad.
5.9.4.1.9.

It is important to note that:
5.9.4.1.9.1.

Scenarios where new SAA flights
are introduced as part of the
partnership need to recognize the
current

fleet

constraints.

At

present, there are limited wide
body

aircraft

(only

A340-600)

available and;
5.9.4.1.9.2.

Reassigning the preferred aircraft
types, as identified above, from
other SAA routes may affect overall
system profitability.

5.9.4.1.10.

All in all, the actual earnings generated by airline
partnerships will be dependent upon a properly
constructed agreement with the airline partner
providing

common

incentives

and

access

to
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affordable pro-rates and seat inventory on partner
routes.”
5.9.4.2.

North American Alliance issues
5.9.4.2.1.

During our interview with Mr Munetsi he raised the
fact that the North American alliance with United
Airlines needed to be urgently reviewed.

5.9.4.2.2.

According to InterVistas, all the economic benefits
from Star membership are achieved through
bilaterally negotiated agreements with member
carriers. SAA has a favorable bilateral with
Lufthansa, but does not with United which is one of
the key reasons for the deteriorating performance
on USA routes. The United-Lufthansa TransAtlantic Joint Venture includes Africa and United
has been aggressive in steering traffic off SAA and
on to Lufthansa.

5.9.4.2.3.

As such, an analysis was performed to determine
whether shifting alliances in North America might
have value for SAA as compared to the current
depressed baseline with United. No determination
has been made as to whether such a shift is even
possible and a key factor limiting such shift is to
ensure that the SAA-Lufthansa alliance is not
harmed;

5.9.4.2.4.

SAA’s USA performance, particularly in Washington
DC, has deteriorated noticeably over the past few
years. While there are many factors that could be
the cause, it has become clear to SAA that the
alliance partnership with United Airlines (operates a
major hub in Washington Dulles which is key for the
success of SAA flights to that city) is not working. A
factor in this may be that United has a joint venture
with Lufthansa and the USA-South Africa market is
included in this joint venture. Other factors could be
responsible (such as lack of country sales focus, a
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failure to capture US origin corporate contracts, the
impact of the recent Ebola) outbreak, but it is clear
that the United relationship is not delivering and
connecting traffic via Washington DC has declined;
5.9.4.2.5.

Given the poor performance, SAA management
requested that InterVistas analyse alternatives to
United. Only two other USA airlines have major
east coast hubs that could provide the network feed
required too support, SAA’s flights to South Africa.
It is important to recognize that each alternative
alliance may have issues that would prevent a
relationship with SAA.
5.9.4.2.5.1.

American

Airlines

(which

is

merging with US Airways) has a
Trans-Atlantic Joint Venture with
British Airways. InterVistas believe
this Joint Venture may include the
USA-South Africa market. Thus, it
is unclear if American would be
willing or able, to partner with SAA
and even if it did, the Joint Venture
may cause American to exhibit the
same behavior regarding SAA as
that of United.
5.9.4.2.5.2.

Delta Airlines is the only US airline
to operate its own flights to South
Africa (non-stop from its Atlanta
hub). In addition, it has its own
Trans-Atlantic Joint Venture with
Air France/KLM, which includes the
USA-South Africa market. Thus, it
is unclear whether Delta would be
willing or able to enter into an
alliance with SAA. The fact that
Delta operates its own flights to
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Johannesburg makes a partnership
with SAA less likely.
5.9.4.2.6.

Three scenarios were developed for analysis:
5.9.4.2.6.1.

Scenario

1:

American

/

Codeshare
US

with

Airways

at

Philadelphia
5.9.4.2.6.2.

Scenario

2:

Codeshare

with

American / US Airways at Miami
5.9.4.2.6.3.

Scenario 3: Codeshare with Delta
at Atlanta.”

5.9.4.2.7.

The various scenarios and their financial impact are
presented in Table 22 below

Scenario
presented
in
Intervistas
report

Partnering airline

Gateway

Potential annual
incremental system profit
impact (Rm)

1

Codeshare with American / US
Airways

Philadelphia

298.5

2

Codeshare with American / US
Airways

Miami

243.10

3

Codeshare with Delta

Atlanta

106.80

Above : Table 22: Potential Incremental Impact of SAA Entering Codeshare Partnership
Agreements With American / US Airways and Delta
(Ex: InterVistas report)
5.9.4.2.8.

“While this analysis show that partnering with either
American / US Airways or Delta appears to be more
favorable than the current status quo with United
Airlines, the findings should be treated as potential
value, not a firm forecast. Achievement of benefits
requires a carefully constructed agreement, which
provides SAA with access to seat inventory and
affordable pro-rate levels, plus a sales incentive
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structure designed to benefit both parties to the
exclusion of others. It is unclear whether American
(an oneworld member with a Trans-Atlantic Joint
Venture with British Airways) or Delta (Sky Team
member) will consider a bilateral alliance with SAA.
5.9.4.2.9.

Thus, while potential has been identified which
suggests that a negotiation with American Airlines
and/or Delta Air Lines should be pursued, one
cannot determine how much value can realistically
be achieved in the absence of negotiation. No
improvement numbers have been included in this
report that could result from shifting alliances in
North America.”

5.9.5.

InterVistas recommendations
5.9.5.1.

The Commercial Department should urgently seek to implement the
recommendations made by InterVistas namely:
5.9.5.1.1.

Pursue negotiations with American Airlines and/or
Delta Air Lines for the North Americas;
Management’s comment
The Alliances Department met with American
Airlines with the aim of improving the interline
agreement and agreeing on a strategy to formulate
to

codeshare

partnership.

The

codeshare

agreement was dependent on SAA commencing
operations to Miami. Subsequently SAA did not
start operations to Miami, however the SPA with AA
was renegotiated and improved.
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5.9.5.1.2.

Review and consider alternatives to the alliance
partnership with United Airlines in order to improve
connecting traffic via Washington DC;
Management’s comment
Due reduced United Airlines support, alternatives
implemented are to codeshare with Jet Blue (B6)
out of both IAD and JFK. This has yielded positive
results.

5.9.5.1.3.

Optimize code share partnerships;
Management’s comment
Optimisation of codeshare partnerships is ongoing
in respect of all markets. New codeshares are
currently being negotiated with, Avianca, GOL, KQ.
Enhancements under negotiation are with: EK, ET,
MK, HM.

5.9.5.1.4.

Execute a codeshare alliance with Cathy Pacific on
the Johannesburg-Hong Kong route for SAA to gain
access to the greater China and Northeast Asia
market. This will result in incremental revenue of
R334 939 260;
Management’s comment
Deep dive analysis completed in 2016 identifying
challenges on HKG route and CX overture made
with no tangible outcome. Discussions with Hong
Kong Airlines held and the interline relationship was
improved

allowing

access

to

China,

Japan.

Enhanced codeshares with Asiana (Korea) and All
Nippon (Japan).
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5.9.5.1.5.

Focus on reducing revenue share gap with pricing,
revenue management and sales actions; and
Management’s comment
The implementation commenced in May 2017 as
part of the recommendation from Seabury by the
Revenue Management and Pricing Department.

5.9.5.1.6.

The Board should implement the recommendations
that result in potential incremental revenue to SAA.

5.10.

Voyager - Loyalty awards program
5.10.1.

Based on discussions with Mr Birch, SAA Voyager is currently reported and
disclosed as a division of SAA SOC Limited. The accounting for customer
loyalty awards is reported in terms of International Financial Reporting
Interpretation Committee note 13 (‘IFRIC 13 – Customer Loyalty Programmes’).
Awards on SAA account for the majority of miles redeemed by members on an
annual basis accounting for 69% of total miles redeemed. The remaining 31%
of miles are redeemed third party air and non-air programme partners that SAA
relies on to provide awards;

5.10.2.

IFRIC 13 clarifies that when credits are issued as part of a sales transaction that
the consideration received for the transaction needs to be allocated between
the award credits issued and the other components of the sale transaction;

5.10.3.

The consideration should be allocated to the goods or services initially provided
and to the miles, based on their fair value. Fair value is defined as the amount
that the miles could be sold for on a stand-alone basis. The consideration
allocated to the miles should be presented as deferred revenue on the balance
sheet and should be released to the income statement when the miles are
redeemed on a third party programme partner, redeemed and the service has
been provided on SAA or the miles expire;

5.10.4.

Currently, reports are received by the Voyager division on a monthly basis,
reflecting all tickets sold and flown in the month, as well as the number of miles
earned per ticket. This report is entirely automated and is received by the
Voyager division, to ensure that both the revenue reported as earned and the
liability recorded as due to customers for future redemption of air miles, is both
accounted for in the same manner. In addition to this, the Voyager division
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perform calculations twice a year in order to determine the fair value of miles
currently held by Voyager. The need for this report is due to the fact that the
value of an individual mile fluctuates, based on any miles accrued based on the
current audited fair value rates.

Thus all miles currently available to be

redeemed are valued based on updated prices, with any difference between fair
value (as calculated) and the value recognised, being released to revenue
immediately;
5.10.5.

Voyager members earn one mile for every R1.60 spent exclusively on South
African Airways flights. SAA Voyager members can furthermore earn miles by
flying with 37 airline partners, including the Star Alliance global network, and
more than 29 non-airline partners, in multiple categories;

5.10.6.

Further to the above, SAA Voyager Members can spend miles on more than 38
airline partnerships, including the Star Alliance global network. Spending
options for non-airline awards include car rental, spa vouchers and retail awards
and these miles are valid for three years from the date they were originally
accrued by the members. The member can also nominate any person to be the
benefactor of rewards utilised through the redemption process;

5.10.7.

The above structure has allowed Voyager to become a strategic centre for SAA
due to its cash generating abilities. Voyager earns cash immediately when miles
are accrued by members on third party programme partners, whereas cash
outflows when members redeem the available miles on third party programme
partners. The accrual and redemption rates for third party programme partners
are structured to ensure that profit is recognized for all miles redeemed;

5.10.8.

It is however critical to note that there does not appear to be any formal
documentation, agreements or contracts which formalise and set out the
relationship between SAA Voyager and SAA operations. The terms and
conditions of the business arrangement have not been formally defined and the
manner in which miles are valued or redeemed has not been agreed between
the parties;

5.10.9.

This agreement would be integral in establishing Voyager as a standalone
entity. It has previously been intimated that management wished to restructure
its SAA Voyager, essentially unbundling this area of the business to form its
own statutory entity. This was envisaged as an initiative suggested in the Long
Term Turnaround Strategy of SAA in 2012, whereby Voyager would become a
wholly owned subsidiary within the SAA group, with the option of enticing a
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suitable equity partner at a later date. This project received the appropriate
Board approval to proceed with unbundling, however, was later stopped due to
three main concerns, as follows:
5.10.9.1.

Were Voyager to become a stand-alone entity, it would no longer be
able to utilise the assessed tax losses within the SAA group and
thus would be liable to pay taxation on profits earned. This would
result in significant outflows of cash in relation to the revenue
earned that, at that time, was utilised to reduce the tax losses
carried forward within the SAA group;

5.10.9.2.

Due to the fact that the proposed new company would assume the
full liability of providing services to its members, the new company
would be factually insolvent and thus require a separate guarantee
from National Treasury, as surety for its respective debts and
liabilities; and
Management’s comment
Based on our initial findings management’s comments are that
although the comment above was a rejection reason, they were not
in agreement. Voyager would have been technically insolvent from
an accounting perspective. However no additional guarantee was
required for the transaction as Voyagers contingent liability forms
part of the current guarantee requirements.

5.10.9.3.

Once an equity partner is effectively brought on as a shareholder,
SAA operations would then be required to fund its portion of the
business operations through cash payments to Voyager. This would
place an unwarranted burden and additional pressure on the
already limited cash resources within the SAA operations.
Management’s comment
The third reason for the shareholder declining the application for the
corporatization of SAA Voyager was the understanding that the
introduction of an equity partner for Voyager would require a capital
injection by SAA due to its shareholding of the new company.
Voyager management was not in agreement with this rejection
reason as an intangible asset (goodwill) could have been raised.
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5.10.10.

Due to the above concerns, the management of SAA Voyager is alternatively
seeking to become an enhanced division within SAA. This would effectively
allow Voyager to be ring-fenced within SAA. This would mean that SAA
Voyager remain a division within SAA to allay the concerns above but provide
SAA Voyager the autonomy associated with being an entirely separate entity.
This status would provide SAA Voyager greater control over decision-making
and implementation of its policies. Management of SAA Voyager want to
promote the protection of its cash resources, which would be used to enhance
the third party redemption initiatives and lead to greater profitability within
Voyager. Management of SAA Voyager is also seeking more autonomy to be
able to make astute business decisions within a more favorable timeframe. It
appears that SAA Voyager management feel hindered by the bureaucracy and
decision making timelines that lead to sub optimal decisions being made in
relation to an un-optimised operating business model thus impacting the SAA
Voyager profitability and leverage of the programme;

5.10.11.

This enhanced division status was on the agenda to be presented to the Board
in December 2015; and

5.10.12.

We have not tested the accounting disclosures and application and adherence
to IFRIC 13. However management have confirmed that the reporting of the
deferred revenue liability and revenue release is in accordance with IFRIC 13
and IFRS 18. Adherence and disclosures are subject to an annual audit by an
external audit company.
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5.11.

Monitoring of quarterly performance
We reviewed the first quarter performance of the SAA group from April to June 2016 and
compared to prior years:
5.11.1.

Group income statement

Revenue
Operating costs

YTD

Adjusted June

Prior year June

June2016

YTD

2015

YTD Budget

7 317

6 629

6 809

8 224

(7 982)

(7 098)

(7 269)

(8 605)

•

Energy

(1 768)

(1 441)

(1 935)

(1 863)

•

Labour

(1 554)

(1 536)

(1 468)

(1 599)

•

Aircraft

(1 155)

(981)

(903)

(1 375)

•

Other

(3 505)

(3 139)

(2 964)

(3 767)

EBITDA

(665)

(469)

(461)

(381)

Depreciation, impairment &

(195)

(201)

(207)

(860)

(662)

(588)

12

(14)

0

(249)

49

0

(1 097)

(627)

(588)

Net finance costs

(268)

(177)

(289)

Loss before tax

(1 365)

(804)

(877)

Taxation

13

(0)

14

Net loss

(1 352)

(804)

(863)

(36)

(25)

0

(1 388)

(829)

(863)

other
EBIT
•

Hedging

•

Foreign exchange
gains/losses

Net operating loss

Preference dividends
Net loss

(Ex: SAA Quarterly report)
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5.11.2.

Key salient financial features for Q1 are:
5.11.2.1.

According to documentation obtained and reviewed in Q1, although
operating costs remained favorable to budget, revenue was
significantly below budget, which as a result impacted the Group’s
bottom line. The Group recorded a net loss of R1.388 billion,
against a budgeted net operating loss of R863 million. The Group
recorded 7% more revenue for the quarter, compared to the same
quarter in FY16, which was largely driven by the impact of weaker
currency. Operating costs for the quarter were 10% more than costs
incurred in the same quarter in FY16. The weaker rand, as
approximately 53% of costs are denominated in stronger currencies,
adversely impacted operating costs. The ZAR/USD exchange rate
weakened 26% compared to the same quarter in FY16.

5.11.3.

Revenue
5.11.3.1.

Revenue was well below budget;

5.11.3.2.

Revenue passenger figures were down by 5% compared to budget
and on par with FY15. Overall passenger growth has been subdued
and the increase in capacity from low cost carriers and increased
frequencies being operated by foreign carriers continue to threaten
SAA’s market;

5.11.3.3.

The Group recorded 7% higher revenue than in Q1 of FY16, largely
driven by higher prices and the currency impact of a weaker Rand,
although RASK at R0.97 was down against budget of R1.07;

5.11.3.4.

PAX numbers were on a par with FY16 levels and airfares were in
line with budget, but the overall load factor was only 69% versus a
target of 72%;

5.11.3.5.

ASKs were in line with budget but 1% below FY16 Q1 levels; and

5.11.3.6.

Increased frequencies by competitors in SA, especially airlines from
the Middle East and additional capacity from LCC’s means that
competition was stiff and there was continued pressure on airfares.

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 195 of 317

5.11.4.

Operating costs
5.11.4.1.

Operating costs are 7.8% below budget with savings in fuel costs
(higher Brent prices which were more than offset by lower than
budgeted exchange rates) as well as lower maintenance and other
operating costs. However when compared against FY16 Q1,
operating costs were 10% up, and impacted by a 26% devaluation
in the Rand compared to the same quarter (FY16) last year;

5.11.4.2.

The year to date net loss of R1.388 billion was higher than budget
by R525 million, including an adverse impact of net foreign
exchange translation losses of R249 million;

5.11.4.3.

Hedging and foreign exchange losses for Q1 were R237 million.
This was made up of a R249 million foreign exchange losses and
R12 million currency hedging gains (net R237 million); and

5.11.4.4.

Net finance costs of R268 million for the Q1 was 7.8% below budget
as a result of more reliance on debt finance to fund the Group’s
operating activities.

5.11.5.

EBITDA
5.11.5.1.

Losses for Q1 were recorded at both EBITDA and net loss levels;

5.11.5.2.

The YTD EBITDA loss of R665 million shows an adverse variance
against budget of R284 million due to a R907 million shortfall
against the revenue target (12.4% down), despite the fact that
operating costs were lower by R623 million.

5.11.6.

Finance costs
5.11.6.1.

Net finance costs were 51% ahead of FY16 but more or less in line
with budget.

5.11.7.

Cash flows
5.11.7.1.

Net cash inflow from operating activities was

R331 million for Q1.
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5.11.8.

Cost compressions savings
5.11.8.1.

Cost compression savings, R181 million savings were realised in
Q1 after R1.1 billion savings achieved in 2015/16. This was against
an annual savings commitment of R722 million. Management are
reviewing the cost compression targets to include potential
additional targeted maintenance savings which are expected to be
identified following a recent maintenance benchmarking exercise
conducted by IATA experts in conjunction with SAA and SAAT;

5.11.8.1.1.

These savings contain the flow through benefits of last
year’s negotiations regarding the reduction of aircraft lease
rate extension costs as well as the reduction of salary costs
of following the labor restructuring exercise which was
completed in October 2015;

5.11.8.1.2.

Positive YTD hedging revaluations of R22 million, net of
premiums was reported;

5.11.8.1.3.

Cash generated from operations was R357 million for the
quarter versus a budgeted outflow of

R84 million

due to favorable working capital movements;
5.11.8.1.4.

A free cash position of R654 million was reported at the end
of Q1;

5.11.8.1.5.

A new group remuneration philosophy was designed by HR
and approved by EXCO and REMCO for inter alia
executives in relation to performance;

5.11.8.1.6.

SAAT commenced weekly maintenance checks in Cape
Town;

5.11.8.1.7.

Cash and cash equivalent as at 30 June 2016 was R2.068
billion. This balance consists of R654 million free cash and
R1.579 billion restricted cash net of short-term borrowings
of R165 million.
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5.11.9.

Consolidation of SAA debt
5.11.9.1.

The consolidation of debt was behind schedule and according to
management this is impacting negatively on targeted savings of
R300 million for the year.

5.11.10.

Exchange rate
5.11.10.1. The average ZAR/USD exchange rate declined by 26% compared
to FY16 Q1, which has significantly impacted the operating cost line
since 53% of Group operating costs are denominated in foreign
currencies. There are also adverse pressures on outbound traffic;
5.11.10.2. Weak commodity demand and low oil prices have led to a
contraction in traffic in most of the oil driven African countries;
5.11.10.3. Fluctuations in both the ZAR/USD exchange rate and the Brent
crude oil price have a significant financial impact.
5.11.10.4. The ZAR/USD exchange rate depreciated by 26% compared to
FY16, significantly impacting the operating cost line since
approximately 53% of the Group’s costs are denominated in foreign
currencies;
5.11.10.5. The average price of Brent oil fell by 29% compared to FY16 to
USD43 per barrel. While the average price of Brent crude oil
remained low at USD43 per barrel, this was still above the budgeted
cost of USD35 per barrel which had an impact on the fuel cost line,
but was more than offset by the average ZAR/USD rate for Q1 of
R15.13 which was below a budget of R16.28;
5.11.10.6. Net cash inflow from operating activities was

R331 million for Q1;

5.11.10.7. The ZAR/USD exchange rate had an impact on both revenue and
operating costs. However the net exposure impacts costs, as more
costs (53%) are incurred in stronger currencies than revenue (52%).
If the ZAR were trading at similar levels to the prior year, the
negative YTD EBITDA of R665 billion would have been a loss of
R469 billion.
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5.11.11.

Revenue per available seat per kilometer (RASK)
5.11.11.1. SAA’s RASK was below target on the back of revenue being below
target. Total income was negatively impacted by lower demand and
marginally lower average fares, when compared to budget. ASK’s
are on par with budget but 1% below prior year.
5.11.11.2. The following should be highlighted with regards to revenue:

5.11.12.

SAA Revenue, passenger numbers & load factors
5.11.12.1. The total group revenue for Q1 of R7.317 billion was 12.4% below
budget (R8.224 billion) but 7.5% ahead of FY16 Q1 revenue
(R6.809 billion). The increase against FY16 was largely as a result
of currency weakness as well as an increase in average fares.

5.11.13.

Domestic
5.11.13.1. Group domestic revenue of R1.088 billion for Q1 was 8% below
budget (R1.184 million) but 1% ahead of FY16 Q1 revenue (R1.082
billion). Excluding the impact of the change in the exchange rate,
SAA domestic revenue reflects a 10% decrease over FY16.
5.11.13.2. The movement in revenue is largely attributable to the following:
5.11.13.2.1.1.

Revenue passenger numbers were 6.5% below
budget and 0.5% below FY16;

5.11.13.2.1.2.

RASK’s were 1% below budget but 1% ahead of
FY16; and

5.11.13.2.1.3.

Average fares were 1% below budget but 4%
ahead of FY16.
“Mango’s revenue of R 472 million for the 1st
quarter was 14% below budget (R549 million), and
1% below FY16 Q1 revenue (R477 million). Part of
this shortfall against budget was attributable to
planned reductions in SAA’s domestic capacity,
which did not fully materialize.
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SAA achieved an overall load factor of 74%, on par
with FY16 but below budget (78%). Mango
achieved an 81% load factor, below budget (85%)
and FY16 (82%). SAA achieved a business class
load factor of 49.5%, which was below both budget
(56%) and FY16 (52%). The economy class load
factor of 79% was on par with FY16 (79%) but
below budget (83%).”
5.11.14.

Regional
5.11.14.1. Regional revenue of R1.612 billion for Q1 was 12% below budget
(R1.836 billion) but 6% ahead of FY16 Q1 revenue (R1.514 billion).
Excluding the impact of the change in the exchange rate, SAA’s
regional revenue reflects a 5% decrease over FY16.
5.11.14.2. The regional performance can be attributed to the following factors:
5.11.14.2.1.

Revenue passenger figures were 5% below budget
but on par with FY16;

5.11.14.2.2.

ASK’s were 2% below budget and 3% below FY16;
and

5.11.14.2.3.

Average fares were 5% below budget but 10%
ahead of FY16.

5.11.14.3. SAA achieved an overall load factor of 61%, being below budget
(63%) and marginally below FY16 (62%). Business class load factor
of 45% was below budget (46%) and below FY16 (46%). Economy
class load factor of 65% was below budget (66.5%) but on par with
FY16 (65%).
5.11.15.

International
5.11.15.1. International revenue of R2.912 billion for Q1 was 5% below budget
(R3.067 billion) but 23% ahead of FY16 Q1 revenue (R2.363
billion). Excluding the impact of the change in the exchange rate,
SAA’s international revenue was 10% ahead of FY16.
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5.11.15.2. The international performance can be attributed to the following
factors:
5.11.15.2.1.

Revenue passenger figures were 1% below budget
but 2% ahead of FY16;

5.11.15.2.2.

ASK’s were 1% ahead of budget but 1% below
FY16; and

5.11.15.2.3.

Average fares were 1% below budget but 22%
ahead of FY16.
SAA achieved an overall load factor of 70%, being
below budget (74%) but ahead of FY16 (68%).
Business class load factor of 70% was below
budget (73%) and slightly above FY16 (67%).
Economy class load factor of 70% was ahead of
FY16 (68%) but below budget (75%).

5.11.16.

SAA Cargo
5.11.16.1. Revenue for SAA Cargo for Q1 of R546 million was 23% below
budget (R709 million), but 3% ahead of FY16 Q1 revenue (R533
million).
5.11.16.2. According to the draft quarterly report higher yields have been
achieved the domestic market compared to budget, whilst yields on
the regional and international markets have been below budget.
However yields on all markets showed improvement compared to
FY16. Tonnage remains below budget for all markets, however the
tonnages have improved on the domestic and regional markets
when compared to FY16. The overall yield achieved was 1% below
budget but 27.5% ahead of FY16, although overall tonnages are
19% below budget and 8% below FY16. Revenue for all markets
was down against budget but ahead of prior year.

5.11.17.

Voyager
5.11.17.1. Voyager revenue for Q1 of R143 million was 28% below budget
(R198 million) and 15% below FY16 Q1 revenue (R168 million). The
reason for the variance against budget is that Voyager Mile
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redemption is below budget hence the lower release of income from
the deferred revenue (balance sheet) to Voyager Income (Income
Statement). Voyager miles earned on SAA are deferred at a fair
value of R0.05811 cents. Voyager reflects a year to date net profit
of R28 million, 14% below budget of R33 million but ahead of FY16
(R28 million).
5.11.18.

Route Profitability
5.11.18.1. The number of routes profitable at a contribution after aircraft
ownership level plus network contribution dropped from 26 of 36 in
Q4 to 23 of 35 in Q1 FY16. 23 out of the 35 routes that SAA flies
were profitable at a route profit level plus network contribution for
Q1 of FY17 (66%).

5.12.

Unauthorised Duty Travel
5.12.1.

We obtained and reviewed duty travels excel spreadsheet and noted the
following:
5.12.1.1.

The CEO duty travel sheet shows that in June 2016, Ms Yakhe
Kwinana (“Ms Kwinana”), former SAA Board member resigned in
August 2016, travelled to the Netherlands from 22 June to 26 June
2016 apparently to meet with AkzoNobel. AkzoNobel are listed as
suppliers are aircraft body paint;

5.12.1.2.

Ms Du Preez confirmed that the current paint suppliers of SAAT are
PPG Industries (“PPG”) through a local SA agent, Safomar Aviation.
The contract with PPG is valid until December 2016. The value of
the contract is determined on forecast given that an aircraft usually
requires a coat of paint every 3 years;

5.12.1.3.

We have requested and are yet to obtain supporting documentation
which indicates that, the Board Chairperson, Ms Myeni authorized
Ms Kwinane’s trip to the Netherlands;

5.12.1.4.

Documents indicate that Ms Kwinana’s trip to the Netherlands
coincided with and was at the same time as, Ms Nontsasa Memela
(“Ms Memela”) the, CPO of SAAT trip to the Netherlands.

Ms

Memela apparently travelled to the Netherlands from 20 June to 24
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June 2016 also to meet with AkzoNobel. The purpose of their trip
was to discuss government’s mandate with local suppliers; and
5.12.1.5.

The purpose and value add of, Ms Kwinana and Ms Memela’s trip to
meet with AkzoNobel is unclear given their roles as, a Board
Member and CPO respectfully. Furthermore AzkoNobel are not
currently an SAAT supplier. It could be perceived that they had
gone to lobby support given that the current paint supplier contracts
comes to an end at the end of December 2016. All the parties could
have conducted a conference call, which would have avoided the
trip costs in line with the overall cost compression exercise.

5.13.

Performance compared to competitors
5.13.1.

Comparison of SAA Costs per average seat kilometer, aircraft utilisation and
passengers serviced per employee
5.13.1.1.

Table 24 below summarizes CASKS, aircraft utilisation and average
number of passengers serviced per employee, as indicated from the
SAA’s Long Term Turnaround Strategy document of July 2013:

SAA

CASK (Full

Comair

Kenyan

Ethiopian

Air New

Airlines

Airlines

Zealand

Turkish Airlines

Emirates

Mango

10.91

7.41

9.15

8.07

9.23

6.73

7.03

6.30

7.43

4.75

5.63

4.76

6.51

3.99

4.21

4.04

10.13

10.07

10.57

11.44

11.28

11.40

12.00

10.29

531

2381

754

593

1206

1826

801

3215

US cents
CASK (Non
Fuel) US
cents
Aircraft
Utilisation
Pax per
employee

Above: Table 24: Comparison of SAA costs
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5.13.1.2.

Evident from the above is that SAA has the worst performance
measures out of the eight airlines compared in the table above in
relation to CASK and passengers serviced per employee and was
only marginally better than Comair in terms of its asset utilization.
SAA was still however, behind in its asset utilization performance
measure compared to the remaining six airlines.

5.13.1.3.

The passenger per employee statistics compared to the other
airlines are significant when one takes into account that in certain
cases, other international airlines are servicing between three and
four times more passengers than what SAA services. This points to
an unsustainable bloated work force.

5.13.1.4.

Based on the 2016 Integrated Report, there was a slight
improvement in the number of passengers per employee at 625,
compared to the LTTS report of 531 per Table 24 above.

5.13.1.5.

According to Mango’s financial statements for the year ended 31
March 2016, its targeted CASK was set at R 0.67 compared to an
achieved CASK of R 0.62. This compares to SAA’s CASK of R 0.93
for the same period.

5.13.1.6.

Revenue per available seat kilometer
5.13.1.6.1.

Available information indicates that for 2016, SAA’s
RASK was R 0.89 compared to Mango, who’s
actual RASK was R0.62 against a target of R0.67.

5.13.1.7.

Debt / Equity Ratios
5.13.1.7.1.

SAA’s current debt equity ratio is 95%, according to
the Second Quarter Report 2016/17.
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5.13.1.7.2.

This compares negatively in relation to the following
airlines whose debt / equity ratios are depicted in
the graph below:

COMPARISON OF DEBT EQUITY
RATIOS
Debt Equity Ratio

Series 3

83%

8%

54%

79%

87%

95%

Series 1

KENYA
AIRWAYS

QUANTAS

5.13.1.7.3.

LUFTHANSA

SINGAPORE

ETIOPIAN

SOUTH
AFRICA

Given the high cost of capital, trading at a debt
equity ratio of 95%, to other airlines, which are at
significantly lower ratios is unsustainable.

5.13.1.8.

Incentivized remuneration
5.13.1.8.1.

A key distinguishing factor between SAA and
Mango relates to staff incentives. Mango’s annual
financial statements indicate that:
“In addition to guaranteed packages, all employees,
inclusive of the executive directors and members of
senior management participate in an annual
performance bonus scheme to reward the
achievement of agreed company financial, strategic
and personal performance objectives.
Employees below management level also enjoy
participation in this annual variable pay scheme,
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based on performance, both company and
individual performance.”
5.13.1.9.

SAA on the other hand does not encourage incentive driven
remuneration at employee level. Staff bonuses are in the form of
rebated travel, which if applied correctly, is not a cost contributor to
SAA and does not encourage staff performance.

5.14.

Analysis of loss/balance sheet
5.14.1.

The following salient features have been gleaned from the SAA 2nd Quarter FY
2016/2017 report:
5.14.1.1.

There has been a swing to a positive EBITDA of R274 million for the
2nd Quarter, bringing YTD loss to R391 million. This was below
budget but represented a 24% improvement on FY’16;

5.14.1.2.

YTD net loss of R2.2 billion was worse than budgeted loss of R0.9
billion but includes unbudgeted adverse currency translation losses
of R0.84 billion;

5.14.1.3.

Revenue was 6% up on last YTD (mainly fare related), but
significantly below budget (12%), which negatively impacted the
Group’s bottom line;

5.14.1.4.

Revenue is still below budget due to difficult market conditions as
well as delayed implementation of new routes;

5.14.1.5.

Average prices improved from Q1 by about 4% (in line with budget)
and load factors were also much improved ending at YTD of 73%
versus Q1 average of 69%. RASK at 1.02 ZARc was also up on
Q1’s 0.97 ZARc, albeit still down against budget of 1.11 ZARc;

5.14.1.6.

Revenue PAX numbers were down by 7% against budget and 2%
down on last year;

5.14.1.7.

ASKs were in line with budget but 1% below FY16 Q1 levels;

5.14.1.8.

There is a continuing negative impact on costs of the ZAR/USD
exchange rate which has depreciated by 26% Year on Year (from
an average of R12.29 to R14.70). Average Brent price of oil fell by
22% but was above the $35 per barrel budgeted for;
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5.14.1.9.

Overall operating costs were 9% below budget and excluding fuel,
operating costs would have been 4% below FY’16 levels;

5.14.1.10. YTD Net finance costs of R556 million were 5% below budget but
46% ahead of FY16 as a result of more reliance on debt finance to
fund the Group’s operating activities;
5.14.1.11. Net cash inflow from operating activities was R121 million YTD
versus a budget of R56 million. However there was a YTD net
decrease in cash and cash equivalents of R1034 million due to loan
and financing cost payments;
5.14.1.12. Of particular significance from the above is that YTD Net Finance
costs of R 556 million were below budget but 46 % ahead FY’16
levels. Furthermore there is a net decrease in cash and cash
equivalents of R 1 034 million due to loan and financing cost
payments. In addition, the consolidation of debt is behind schedule
and is impacting negatively on targeted savings of R160 million for
the year;
5.14.1.13. It is clear from the above that SAA’s debt funding is a significant
constraint to returning to profitability;
5.14.1.14. SAA has made several attempts to consolidate its debt financing
through a number of initiatives. A new RFP in this regard has been
issued and is currently being evaluated;
5.14.1.15. We have conducted several computations to demonstrate the
impact of utilizing savings from a debt consolidation process that will
significantly contribute to savings.
These are discussed in the paragraph dealing with the impact of the
debt consolidation elsewhere in this report.
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5.14.2.

Financial position and performance
5.14.2.1.

The group’s financial position and performance is encapsulated in
the quarterly report as follows:

Q1 YTD Target

Q1 YTD Actual

Q2 YTD Target

Q2 YTD Actual

EBITDA

(R 395 m)

(R 665m)

R 19 m

(R 391 m)

Net Profit

(R 891 m)

(R 1 388m)

(R 978 m)

(R 2 153 m)

5.14.2.2.

“SAA’s financial position and performance should be viewed in light
of the current market dynamics it is exposed to. This can be both
macro-economic indicators and aviation specific variables.

5.14.2.3.

Fluctuations in both the ZAR/USD exchange rate and the Brent
crude oil price have a significant financial impact.

5.14.2.4.

The average YTD ZAR/USD exchange rate depreciated by 26%
compared to FY16, significantly impacting the operating cost line
since approximately 54% of the Group’s costs are denominated in
foreign currencies. Whilst the ZAR/USD exchange rate has
increased compared to FY16, it is below the budgeted rate of
R16.28.

5.14.2.5.

The average price of Brent oil fell by 22% compared to FY16 to $45
per barrel. While the average price of Brent crude oil remains low at
$45 per barrel, this is still above the budgeted cost of US$35 per
barrel, which has an impact on the fuel cost line. This was an
unrealistic estimated cost.

5.14.2.6.

Revenue passenger figures are down by 7% compared to budget
and down 2% compared to FY16. Overall passenger growth has
been subdued and the increase in capacity from low cost carriers
and increased frequencies being operated by foreign carriers
continue to threaten our market. This was on the back of a drop in
capacity (ASK’s) of 2% compared to both budget and FY16.

5.14.2.7.

The Group recorded a year to date (“YTD”) Net Loss before
depreciation and impairments (EBITDA) of R 391 million which was
below budget but a 24% improvement on FY16. YTD, although
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operating costs remained favorable to budget, revenue is
significantly below budget, which as a result impacted the Group’s
bottom line. The Group recorded 6% more revenue YTD compared
to the same period in FY16, which was largely driven by the impact
of weaker currency. Similarly, YTD operating costs were 5% more
than costs incurred in FY16. Operating costs were adversely
impacted by the weaker ZAR, as approximately 54% of costs are
denominated in stronger currencies.
5.14.2.8.

The YTD Net Loss of R 2,153 billion is significantly above the
budgeted Net Loss of R 923 million. The YTD Net Loss includes the
hedging and foreign exchange translation losses of R 887 million.
This consisted of an R 841 million foreign exchange translation loss
and R 46 million currency hedging loss.

5.14.2.9.

YTD Net finance costs of R 556 million were 5% below budget but
46% ahead of FY16 as a result of more reliance on debt finance to
fund the Group’s operating activities.”

5.14.2.10. Based on the above it is evident that key contributors to SAA
predicament is its high cost of funding and its exposure to foreign
exchange translation losses in relation to its foreign currency
denominated costs which comprises 54 % of its total costs. The
exposes SAA to significant exposes through slight fluctuations in
exchange rates.
5.14.3.

Revenue per available seat per kilometer (“RASK”)
5.14.3.1.

This refers to revenue per available seat kilometer and is
summarized in the 2nd Quarter report as:

Rask

Q 1 YTD Target

Q1 YTD Actual

Q 2 YTD Target

Q2 YTD Actual

118c

105 c

122c

110c

5.14.3.2.

SAA’s RASK is below target on the back of revenue being below
target. Total income was negatively impacted by lower demand and
marginally lower average fares, when compared to target.
Furthermore, ASK’s are 2% below both target and prior year. From
revenue perspective the following should be highlighted:
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5.14.4.

SAA Revenue, Passenger Numbers & Load Factors
5.14.4.1.

Total YTD Group revenue of R 15.329 billion is 12% below target (R
17.397 billion) but 6% ahead of FY16 revenue (R 14.471 billion);

5.14.4.2.

The increase against FY16 is largely as a result of currency
weakness as well as an increase in average fares.

5.14.5.

Domestic
5.14.5.1.

Group YTD domestic revenue of R 2.209 billion was 10% below
target (R 2.451 million) but on par with FY16 revenue (R 2.215
billion). Excluding the impact of the change in the exchange rate,
SAA domestic revenue reflects a 9% decrease over FY16;

5.14.5.2.

The movement in revenue is largely attributable to the following:
5.14.5.2.1.

Revenue passenger numbers were 8% below
target and 2% below FY16.

5.14.5.2.2.

ASK’s were 1.5% below target but on par with
FY16.

5.14.5.2.3.

Average fares were 2% below target but 3% ahead
of FY16.

5.14.5.3.

Mango’s YTD revenue of R973 million was 11% below target (R
1.098 billion) but 4% ahead of FY16 revenue (R 938 million). Mango
achieved an 82% load factor, below budget (85%) but on par with
FY16 (82%) Part of this shortfall against budget was attributable to
planned reductions in SAA’s domestic planned capacity, which did
not fully materialize;

5.14.5.4.

SAA achieved an overall load factor of 75%, being below target
(80%) but on par with FY16 (75%). Mango achieved an 81% load
factor, below budget (85%) and FY16 (82%);

5.14.5.5.

SAA achieved a Business class load factor of 50%, which was
below both target (56%) and FY16 (52%). The economy class load
factor of 81% was below target (85%) but on par with FY16 (81%).
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5.14.6.

Regional
5.14.6.1.

YTD regional revenue of R 3.344 billion was 15% below target (R
3.944 billion) but 4% ahead of FY16 revenue (R 3.206 billion).
Excluding the impact of the change in the exchange rate, SAA
regional revenue reflects a 4% decrease over FY16.

5.14.6.2.

Regional performance can be attributed to the following factors:
5.14.6.2.1.

Revenue passenger figures were 7.5% below target
and 2% below FY16.

5.14.6.2.2.

ASK’s were 4% below target and 2% below FY16.

5.14.6.2.3.

Average fares were 6.5% below target but 9%
ahead of FY16.

5.14.6.2.4.

SAA achieved an overall load factor of 64%, being
below target (66%) and marginally below FY16
(65%);

5.14.6.2.5.

The Business class load factor of 46% was below
target (48%) and below FY16 (48%). The Economy
class load factor of 68% was below target (70%)
but on par with FY16 (68%).

5.14.7.

International
5.14.7.1.

YTD international revenue of R 6.385 billion was 5% below target (R
6.752 billion) but 19% ahead of FY16 revenue (R 5.353 billion).
Excluding the impact of the change in the exchange rate, SAA’s
international revenue is an excellent 9% ahead of FY16;

5.14.7.2.

Factors attributable to international performance include the
following:
5.14.7.2.1.

Revenue passenger figures were 4% below target
and 2% below FY16;

5.14.7.2.2.

ASK’s were 2% below target and 3% below FY16;
and
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5.14.7.2.3.

Average fares were 1% below target but 22%
ahead of FY16.

5.14.7.3.

SAA achieved an overall load factor of 75%, being below target
(79%) but ahead of FY16 (74%);

5.14.7.4.

The Business class load factor was 71% (FY16: 67%) which was on
par with target (71%), while Economy class load factor of 76%
(FY16: 75%) was below budget (80%).

5.14.8.

SAA Cargo
5.14.8.1.

YTD Cargo revenue of R 1.097 billion was 25% below target (R
1.466 billion) and 6% below FY16 revenue (R 1.165 billion) with
yields showing some improvement although tonnage remained
below target for all markets. However positively, 2 B737-300
Freighter aircraft have been secured for a period of 3 years which
will significantly improve capacity going forward;

5.14.8.2.

Higher yields have been achieved in the domestic and regional
market compared to target, whilst yields on the international
markets have been below target. However yields on all markets
showed improvement compared to FY16. Tonnage remains below
target for all markets when compared to FY16. The overall yield
achieved was 6% below target but 20% ahead of FY16, although
overall tonnages were 17% below target and 9% below FY16;

5.14.8.3.

In view of the significant decline in cargo revenue compared to the
target, the utilization of the additional fleet needs to be carefully
monitored to ensure optimum revenue going forward;

5.14.8.4.

We have not reviewed plans and the business cases regarding the
additional freighter aircraft sourced.
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5.14.9.

Operational Costs (CASK’s)
This relates to Operational Costs per Available Seat Kilometer and is
summarized in the 2nd Quarter report as:
CASK

Q 1 YTD Target

Q1 YTD Actual

Q 2 YTD Target

Q2 YTD Actual

118c

105 c

122c

110c

5.14.9.1.

Group Operating Cost
5.14.9.1.1.

The Group’s YTD operating costs of R 15.720
billion were 9% below target (R 17.351 billion), but
5% ahead of FY16 costs (R 14.988 billion). The
increase over FY16 is largely driven by the impact
of the weakening ZAR/USD exchange rate. The
lower price of Brent Crude oil as well as the cost
compression initiatives currently underway has
helped to mitigate against the impact of the weaker
ZAR;

5.14.9.1.2.

As

indicated

above,

the

average

ZAR/USD

exchange rate weakened by 20% from R 12.27 to R
14.70 and, if the exchange rate impact is excluded,
operating costs were 4% below FY16.
5.14.10.

YTD savings for September 2016
5.14.10.1. In the first six months of 2016/17 unaudited savings of R429 million
have been recorded;
5.14.10.2. Since 2012 the non-fuel CASK in Us terms has reduced from 7.00
USc to an average of 6.07 USc for the 6 months to 30 September
2016. This however is distorted by currency adjustments, which if
excluded reduce the non-fuel CASK to 5.68 which is below SAA’s
target of 5.85. ZARc CASKs, on the other hand, continue to be
negatively impacted by the adverse movement in exchange rates;
5.14.10.3. As a result non-fuel CASK excl. currency adjustments increased
from a 2012 average of 52.4 ZARc to 84.4 ZARc, albeit below
weighted average of inflation and foreign exchange movements;
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5.14.10.4. It should be noted that the Interest impact is becoming increasing
noticeable with an almost Year on Year doubling in FY’17.
5.14.11.

Guarantees and Borrowings
5.14.11.1. At 30 September 2016, SAA had drawn down R14.095 billion
against the total guarantee value of R19.114 billion, leaving a
balance of R5.019 billion;
5.14.11.2. The following measures are in place to ensure compliance with the
guarantee conditions:

Compliance requirement

Measure

SAA to report on the utilization of the Guarantees

The utilization of Guarantees is being reported on a

with regard to the working capital, risk

monthly basis at the NT monitoring meeting.

adjustments, and sensitivities components as
outlined in the Going Concern report
SAA to require NT’s approval of the terms of the
financing raised against the guarantee before
concluding any agreements.

In the current year, SAA has not raised any funding but it
is a practice that NT’s approval is sought.

The Board of SAA shall complete and submit the
LTTS /Corporate Plan which is subject to approval
on an annual basis. This includes the Borrowing
Plan.

The Borrowing Plan for the financial year 2016-2020 has
been completed and approved by Board in February
2016. This has been submitted to NT.

A monitoring committee comprising of
representatives from NT to monitor amongst
others, SAA’s financial position, financial
performance, progress with developing and
implementing the LTTS, and compliance with
conditions of the Guarantees.

This takes place on a monthly basis. The following
agenda items are discussed every month.
Financial Position, Financial Performance, cash flow
forecasting , liquidity, Utilization of Government
Guarantees , Restricted Funds; Network and Fleet Plan
and any PFMA Section 54 applications; Agreement
between SAX and SAA.
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5.15.

External audit firm considerations
5.15.1.

SAA is currently jointly audited by two external audit firms, Nkonki Inc. (‘Nkonki’)
and PriceWaterhouseCoopers Inc. (‘PWC’). The audit is shared 50:50 in terms
of audit responsibilities;

5.15.2.

The audit teams were historically allocated different sections of work to handle,
with Nkonki handling the SAA Voyager business unit and the revenue cycle,
while PWC audited all other sections pertaining to the year-end audit. This was
the case for the FY2015/2016 audit;

5.15.3.

During the prior year-end audit (FY2014/2015), these roles were completely
reversed with PWC auditing the revenue cycle and Voyager business unit;

5.15.4.

Initially, we anticipated that there could be an element of cost savings that could
be achieved in terms of analysing the split of external audit responsibilities and
evaluating whether any synergies or benefits could be derived from
standardizing the work performed by the various external audit teams and
ensuring continuity of the staff composition within external teams;

5.15.5.

This could be achieved through robust discussions between management and
the external joint auditors to ensure continuity of external audit personnel and
insisting that the team that gained knowledge and experience when auditing
their allotted cycles, were re-awarded the same sections (year-on-year) and
thereby build on their existing working knowledge of the accounting and internal
controls environment within the various business cycles which they had
previously audited. This would result in a more streamlined learning curve
experienced by the respective team members and ultimately provide SAA with
additional cost savings in respect of the external audit fee;

5.15.6.

With regards to the rotation of the work allocated between the joint audit firms
over the previous year end audits, this methodology appears to be counterintuitive and not in the best interest of SAA, as staff allocated to complete the
various sections of the audit effectively have to start from a ‘zero base’ and gain
a proper understanding of each of the various business cycles;

5.15.7.

Based on discussion with Ms Olitzki, HOD (Financial Accounting SAA), there is
currently a debate as to the whether the upcoming audit will go out to tender
and/or whether the Auditor General of South Africa (‘AGSA’) will assume the
role of external auditor.
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SAA is an SOE and there is renewed interest in the AGSA to adequately
monitor this government owned entity through direct oversight as the duly
appointed external auditor;
5.15.8.

Ms Olitzki has also expressed the opinion that the mandatory rotation of
auditors may possibly also expedite this decision, as the current joint auditors
have been the incumbent auditors for approximately 7 years;

5.15.9.

It is consequently highly likely that the joint external auditor will not be reappointed for the forthcoming financial year-end audit and that this engagement
will once again revert to the AGSA;

5.15.10.

Based on discussions with Ms Olitzki, there is very little to no pressure that SAA
can exert on the external auditors, to reduce the quoted external audit fee;

5.15.11.

The historical audit fees incurred by SAA in relation to work performed by the
joint auditors over the past few years, for the Group, is set out as follows:
Auditors remuneration

2016

2015

2014

i.r.o. entire Group audit

R’millions

R’millions

R’millions

Audit fees – current year

15

13

15

Other regulatory services

3

1

1

Non-audit services

1

2

3

Total auditors’ remuneration

19

16

19

5.15.11.1. The historical audit fees incurred by SAA in relation to work
performed by the joint auditors over the past few years, for the
Company, is set out as follows:
Auditors remuneration

2016

2015

2014

i.r.o. Company audit

R’million

R’million

R’million

Audit fees – current year

11

9

10

Other regulatory services

3

1

1

Non-audit services

1

2

3

Total auditors’ remuneration

15

12

14
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5.16.

Group strategic documents
5.16.1.

The principal guidance currently utilised by SAA management to strategically
drive the Group is called the Long-Term Turnaround Strategy (“LTTS”). The
LTTS was launched in July 2013 and is a delivery-orientated strategy to redress
SAA’s unsustainable business model and to realign the Group’s operations with
the expectations of its stakeholder. The LTTS is essentially a 20-year long term
outlook, acknowledging the importance of long-term planning in a capital
intensive aviation industry, while attempting to restore the Group to sustainable
profitability within a shorter time frame;

5.16.2.

During the onset of the implementation process, it became apparent that certain
strategic objectives had to be re-assessed and reformulated and this transpired
in a short-term (90-day) action plan being tabled by the Board in March 2015.
This short term plan focused management’s attention on the critical issues that
needed urgent attention and implementation across the business operations at
that point in time;

5.16.3.

Subsequent to the implementation of the 90-day action plan (insofar as deemed
practical by management), the Group has continued to apply the principles and
policies as set out in the LTTS. These principles are intended to assist SAA in
implementing its strategic responses in a highly competitive trading environment
and to address specific weaknesses and inefficiencies within the organization;

5.16.4.

Management analyse their adherence and progress in respect of the LTTS
document and the compliance and effectiveness of these strategic initiatives is
reported to National Treasury in regular formal feedback sessions to the
ultimate Stakeholder. This fact was confirmed in discussions with both Mr
Manby and Mr du Plessis (responsible for all reporting to National Treasury and
the Parliamentary Monitoring Group in this regard);

5.16.5.

Most recently, the SAA 2nd Quarter FY2016/17 Report was presented to
National Treasury at the quarterly meeting held in November 2016. It was noted
in this report that, “The Implementation of the LTTS is continuing with a concern
that more tasks is currently in distress than in the first quarter. Half year reviews
are currently being held with all stakeholders to review the status of their tasks
and this will improve the overall number of tasks completed when the evidence
is evaluated.” It was identified in that report that 60 tasks across all project
streams were in distress while a further 20 tasks had been put on hold as at
September 2016 (statistics having been compiled through this date).
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This represented an unsatisfactory compliance or implementation progress of
the LTTS and confirmed serious concerns for management, while reflecting that
the compliance analysed at the previous quarter end had been more favourable
than the prevailing situation at the time of reporting to National Treasury;
5.16.6.

A number of main areas of concern were identified in the second quarter report,
namely:
5.16.6.1.

Balance sheet restructuring and working capital requirements;

5.16.6.2.

Implementation of revenue initiatives;

5.16.6.3.

Leadership instability/Lack of implementation focus;

5.16.6.4.

SAA Cargo’s lack of fleet availability and market pressures;

5.16.6.5.

The divestment of South African Travel Company;

5.16.6.6.

Shareholder compact and unresolved differences when identifying
key performance indicators;

5.16.6.7.

Divisionalisation of SAA Cargo and SAA Voyager;

5.16.6.8.

Creation of a State Aviation Asset entity;

5.16.6.9.

Strategic partners for AirChefs; and

5.16.6.10. Whole of State where immigration regulations are not truly fixed in
current legislation.
5.16.7.

It appears that certain grave concerns within these operational areas are yet to
be addressed or resolved by management and continue to cause ongoing
financial pressures for the SAA Group. SAA have not been able to restructure
their loan finance and are struggling to secure new sources of finance to meet
their working capital requirements. Revenue is below budget and the
implementation of new routes is behind schedule. There is concern about the
lack of leadership and stability within the senior management ranks at SAA and,
while there has been some progress with implementing the LTTS, there
appears to be numerous strategic initiatives that are taking longer than originally
anticipated, have either been placed on hold or are awaiting Board decisions to
be made in this regard;
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5.16.8.

We have received and carried out a review of the LTTS document and
conducted discussions and interviews with senior management who, inter alia,
are effectively responsible for implementing the strategic initiatives set out
therein.

5.17.

Reports to the Parliamentary Monitoring Group
5.17.1.

As per Schedule 2 of the PFMA, SAA is listed as a schedule 2 State Owned
Entity (SOE). SAA currently has three forums on which to engage with National
Treasury, weekly, monthly and quarterly, further to this SAA engages with
Parliament twice annually to the Standing Committee on Finance (SCOF);

5.17.2.

An interview was conducted with Mr Josua Du Plessis, Acting Chief Strategy
Officer Project Management Office, in order to understand the reporting that is
performed by SAA;

5.17.3.

The outcomes of this meeting indicated that SAA reports to both National
Treasury as well as Parliament;

5.17.4.

Meetings are held with National Treasury on different management levels
weekly, monthly and quarterly;

5.17.5.

As per Mr Du Plessis items on the agenda of weekly meetings consist of highlevel financial concerns, cost compression and general housekeeping issues
with a focus on Section 54 approvals. Section 54 approvals are defined per the
PFMA as follows:
“54. Information to be submitted by accounting authorities.—(1) The accounting
authority for a public entity must submit to the relevant treasury or the AuditorGeneral such information, returns, documents, explanations and motivations as
may be prescribed or as the relevant treasury or the Auditor-General may
require. [Sub-s. (1) Substituted by s. 31 (a) of Act No. 29 of 1999.]
(2) Before a public entity concludes any of the following transactions, the
accounting authority for the public entity must promptly and in writing inform the
relevant Treasury of the transaction and submit relevant particulars of the
transaction to its executive authority for approval of the transaction:
(a) establishment or participation in the establishment of a company;
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(b) participation in a significant partnership, trust, unincorporated joint venture
or similar arrangement;
(c) acquisition or disposal of a significant shareholding in a company;
(d) acquisition or disposal of a significant asset;
(e) commencement or cessation of a significant business activity; and
(f) a significant change in the nature or extent of its interest in a significant
partnership, trust, unincorporated joint venture or similar arrangement.
[Sub-s. (2) amended by s. 31 (b) of Act No. 29 of 1999.]
(3) A public entity may assume that approval has been given if it receives no
response from the executive authority on a submission in terms of subsection
(2) within 30 days or within a longer period as may be agreed to between itself
and the executive authority.”
5.17.6.

During our discussions with Mr Du Plessis, he emphasised that no strategic
conversations are held during these meetings as the focus of these meetings is
to ensure open lines of communication between not only SAA and National
Treasury, but also the different Departments within SAA that attend these
meetings. To ensure that all information communicated between SAA and
National Treasury is accurate the current acting CFO oversees these meetings;

5.17.7.

These weekly meetings are focused on addressing issues within Mango and
SAA, however, other Departments within SAA such as Fleet and Cargo have
been known to be involved in weekly meetings, but only do so on a ‘by
invitation’ basis to ensure that the meetings can have as short and focused an
agenda as possible. Due to the fact that, as a requirement of their latest
financial guarantee, National Treasury drove the resumption of weekly
meetings, the responsibility for the agenda of each meeting and the minutes
thereof lies with National Treasury;

5.17.8.

Following on from the weekly meetings, SAA also engages with National
Treasury on a monthly basis, to discuss the financial results of the previous
month, this allows National Treasury to implement high-level mitigation as soon
as any problem areas are identified. Focus is also placed on the current liquidity
issues being faced by SAA, as well as feedback on current cost compression
policies;

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 220 of 317

5.17.9.

As the attendees of these meetings represent higher levels of management
within SAA, it allows for discussions on more sensitive issues facing SAA. As
discussed above weekly meetings do not contain any strategy discussions as
these discussions take place during the monthly meetings;

5.17.10.

This meeting also includes feedback from both Mango and SAA regarding the
month’s network performance. This allows individual problem routes to be
identified and mitigating strategy implemented. There is a strong focus on
routes that are shared by SAA and Mango to identify how best to utilise these
routes, to ensure profitability across the group;

5.17.11.

The third forum, which SAA uses to engage with National Treasury, is a
meeting that is held on a quarterly basis.

SAA releases a quarterly report

entailing SAA’s financial performance for the quarter as well as the performance
of SAA in relation to key performance indicators (KPI). Other areas covered are;
guarantees

and

borrowings,

hedging,

capital

investment,

Long-Term

Turnaround Strategy implementation progress, human resources, National
Development Agenda, internal control and risk management and regulatory
control;
5.17.12.

This detailed report is compiled prior to the meeting with all the divisions within
SAA giving input where required. The individual head of Departments for each
division whose results are included in the report approve all information
included in the quarterly report. Upon completion, this report is then provided to
both National Treasury and the Minister in order to ensure that it is accepted
prior to the meeting and to solicit meaningful discussion at subsequent
meetings;

5.17.13.

As the main focus of this report centres on the financial results of SAA, it is the
responsibility of the Finance Department to compile the monthly results and
ensure that these are included in the report. In order to do this, Finance will
close off the quarterly results two weeks following quarter end, to allow
sufficient time to ensure that the report includes accurate figures. This however
places time pressures upon SAA, as the quarterly report is required to be
submitted to National Treasury by the end of the month of the month following
the quarter end. Due to these constraints, the results presented to National
Treasury are usually in the form of an unsigned final copy, which gets ratified
and signed by the CEO at a later date;
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5.17.14.

Upon receipt of this report and following a review by National Treasury
questions are posed to the management of SAA regarding the contents of these
reports. The above questions are then answered in a forum (held with national
treasury) one week following the presentation of the report. Based on historical
practices, questions have been posed to SAA before the meeting as well as
during the meeting with an opportunity for SAA to provide either written or
verbal answers during and after the forum are held;

5.17.15.

Over and above the meetings discussed above, additional meetings occur
between SAA and Parliament’s Standing Committee on Finance (“SCOF”). SAA
is required to appear before SCOF twice per year. These meetings occur after
the presentation of SAA’s annual report and one other time during the year, at
the discretion of Parliament;

5.17.16.

SCOF meetings are attended by a few members of the Board (usually the CEO
and CFO) as well as the Minister and a representative from, National Treasury.
The format of these meetings usually follows similar patterns whereby SAA,
National Treasury and the Minister will collaborate to produce a presentation to
SCOF; this presentation will usually entail the financial results of SAA or
answers to questions posed to SAA by Parliament before the meeting.
Following the presentation members of Parliament may field questions to the
members present at the meeting which will be answered during the meeting (or
at a later date in writing) depending on the number of questions asked as well
as the nature thereof;

5.17.17.

We have requested that Mr Du Plessis provide us with the minutes of the above
meetings as well as the formal presentations made to Parliament, in order to
undertake a review thereof. As of 18 January 2017, no such information has
been forthcoming in order to provide feedback in this regard.
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5.18.

Insurance cover
5.18.1.

Overview
5.18.1.1.

From our interviews with, Ms Olitzki and Mr van Zyl we gathered the
following information:
5.18.1.1.1.

SAA’s insurance portfolio is reviewed annually and
renewable effective 1 November 2016;

5.18.1.1.2.

SAA’s largest insurance exposure relates to its
flight operations or Aviation related polices. These
exposures are mainly based in foreign currency and
have differing global jurisdiction elements;

5.18.1.1.3.

The policies that form part of this renewal are the
Aviation Hull, Aviation Spares, Aviation liabilities,
Hull war and allied perils, excess war liability and
Hull deductible buy-down;

5.18.1.1.4.

The renewal process is historically preceded by a
visit to the insurance markets in London by SAA
executives together with the brokers;

5.18.1.1.5.

SAA makes presentation of SAA’s risk profile to the
international insurance market promoting SAA with
regard to its safely, maintenance, claims ratio,
financial standing, destinations flows, passenger
numbers, and technical aspects. The claims history
is reviewed, various risks are reassessed, and risks
transfers discussed and premiums are negotiated
with the brokers;

5.18.1.1.6.

After presentations are made to the insurance
companies a submission is made to Fincom to
recommend to the SAA Board the acceptance of
the gross premium rates obtained for the aviation
policies and approve placement instructions to the
brokers as per the SAA Aviation Policy Renewal
Terms 2016/2017. After Fincom approves the round
robin submission the Board ratifies Fincom’s
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approval. Due to the specific nature of the Aviation
Policy Renewal and the revised DOA limits the
submission is made directly to the Board for
approval.

The

gross

premiums

amount

to

approximately R78 million which is above the
CEO’s DoA of R50 million. The CEO’s DOA was
previously R100 million. Therefore as per the DoA
the Board of SAA must approve all financial
commitments between R50 million and R100
million;
5.18.1.1.7.

The airline insurance market operates on a
‘subscription basis’, which requires a lead insurer to
set the terms and conditions, which the market
subscribe to. A typical airline placement could
involve over 40 global insurers on the panel. SAA’s
insurances are placed in this manner through a
broker (service provider) who has the ability and
required regulatory approval to represent SAA’s
interests abroad;

5.18.1.1.8.

In the event of insurance claims arising against
SAA, the combined single limit for the Hull and
passengers is US$1.5 billion which is considered
sufficient for SAA’s purposes;

5.18.1.1.9.

In 2015 the total local insurance premium per
annum was R18 million; and

5.18.1.1.10.

In 2015 the total gross foreign premium was
US$6.6 million;

5.18.1.1.11.

In 2016/2017 the total gross premium is expected
to be US$5.7 million;

5.18.1.1.12.

In the current year, the local retail broker and SAA
managed to negotiate a reduction of 13% in the
gross insurance premium of US$864 477 (R12 353
213) from last year despite the value of the fleet
increasing by 23.26%;
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5.18.1.1.13.

The SLA stipulates that SAA is responsible for the
payment of premiums to Willis South Africa 30 days
after receipt of a month end statement reflecting the
relevant invoices for payment purposes. The
premiums are paid to the local retail broker, Willis
South Africa on a quarterly basis. Willis South
Africa apply for Reserve Bank exchange control
approval and in turn remit the premium to the
wholesale brokers Willis London for distribution to
the support / follow markets; and

5.18.1.1.14.

According to Mr van Zyl, sufficient cover is
appropriately used in the case of claims against
SAA.

5.18.2.

In summary the renewal terms position is as follows (ex: Fincom submission
dated 22 November 2016):

Area

2015/2016
premium USD

2016/2017
premium USD

%age change

USD change

5 364 614

4 500 000

(16.1%)

(864 614)

Excess War liability

300 000

250 000

(16.6%)

(50 000)

Hull War and Allied
Perils insurance

396 884

451 324

(13.7%)

54 440

Buy down deductibles

585 964

581 661

(0.7%)

4 303

6 647 462

5 785 985

13.0%

(864 477)

Hull All risks

Total USD
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5.18.3.

Why SAA insurance portfolio is not placed with local insurers
5.18.3.1.

Concerns were raised by, members of the Board regarding why
SAA’s aviation insurance portfolio is purchased overseas and not
from local South African insurers. In addition the concerns raised
mentioned that the annual insurance renewal process, which is
done overseas, appears not to follow normal procurement
processes;

5.18.3.2.

Due to protectionist insurance legislation the export of insurances to
offshore insurers can only occur in terms of the Insurance Act. The
Insurance Act states that all local insurers must be approached and
either decline or are unable to underwrite a specific portfolio or class
of cover at each renewal date before such coverage can be placed
with international insurance markets. A specific approval process
exists in terms of the Act, which requires the South African
Insurance Association (SAIA) to sanction and approve such
exportation before the FSB, will grant final approval. A further factor
to consider is that Reserve Bank approval is required for the
transfer of premiums overseas;

5.18.3.3.

Therefore according to Ms Olitzki, South African insurers are unable
and unwilling to underwrite the SAA aviation portfolio due to the
following reasons:
5.18.3.3.1.

The high capital requirements brought about by
airline

exposures

including

differing

global

jurisdictional elements relating to liability exposures
means that only a specialist airline insurance
market

supported

providers/investors

by
can

international
adequately

capital

cover

the

various airlines worldwide;
5.18.3.3.2.

SAA’s insurances need to comply with varying
jurisdictional elements relating to the countries
where SAA flies; and

5.18.3.3.3.

SAA’s operating lease agreements are also very
specific and conditional with regards to the
insurance requirements.
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5.18.3.3.4.

Historically South African insurers have either
declined to quote, have had no appetite or are not
interested to underwrite SAA’s aviation portfolio;

5.18.3.3.5.

It should be noted that SAA’s general insurance
portfolio, which relates to different classes of
insurance (i.e. professional indemnity, medical
insurance, assets and public liability, directors and
officers, fidelity guarantee, employments practices
liability etc) is placed fully with local South African
insurers.

5.18.4.

Appointment of insurance service provider (broker)
5.18.4.1.

SAA’s insurances are placed on the international insurance market
through Willis South Africa who have the ability and required
regulatory approval to represent SAA’s interests abroad;

5.18.4.2.

BAC records indicate that Willis were first appointed for a three year
period from 1 October 2011 to 30 September 2014 at an estimated
amount of R3.9 million with an option to extend for an additional two
years. On 4 April 2014 the BAC approved the extension of the Willis
contract from 1 October 2014 to 30 September 2016 at an
estimated cost of R3.8 million. The contract was further extended on
29 September 2016 for an additional one year from 1 October 2016
to

5.18.4.3.

30 September 2017;

The basis of Willis remuneration in respect of SAA’s insurance
portfolio is fee based, with premiums being net of commissions;

5.18.4.4.

The appointment of such a service provider takes place in terms of
the SAA procurement processes and also follows market practice in
that a three-year contract is normally awarded;

5.18.4.5.

The procurement process is initiated by means of an open
advertised tender, which creates the opportunity for all potential
providers to participate;

5.18.4.6.

According to documentation received, the contract for the provision
of Insurance and Risk related intermediary services was expiring on
30 September 2016. An open tender for the provision of insurance
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intermediary services was issued on 7 August 2016. One of the
prospective bidders challenged part of the critical criteria, which
required

certified

proof

of

membership

of

the

Financial

Intermediaries Association of South Africa to be provided with the
tender documents. One of the bidders considered the requirements
as non-critical and prejudicial to SMME’s. The Business unit was
engaged to justify the value of the aforesaid criterion and the bidder
was satisfied with the response that was provided;
5.18.4.7.

The tender evaluation process also revealed a shortfall of the critical
criterion on the Lloyds accreditation. None could provide an
accreditation

certification.

In

lieu

of

Lloyd’s

accreditation

requirements some bidders submitted proof of registration as a
Lloyd’s broker. This suggests the need to review the criterion on the
Lloyds accreditation to ensure that all the requested tender
documents exist.
5.19.

Fort Lauderdale – North Amercia Regional office
5.19.1.

Overview
5.19.1.1.

The Board are concerned that numerous satellite offices are running
autonomously and incurring significant overheads with numerous
staff members employed within these offices, while it is alleged that
there is very little benefit accruing to SAA and revenue generation is
not commensurate with the level of expenditure incurred;

5.19.1.2.

In particular the Fort Lauderdale, Florida office has been highlighted
as one such office especially given that since 30 January 2000 SAA
has not operated a flight into Miami, Florida.

5.19.1.3.

Based on our discussion with Mr Munetsi and Ms Jacobs we
established the following:
5.19.1.3.1.

Mr Todd Nieman (“Mr Nieman”) is the Acting RGM
of the America Regions, which covers Fort
Lauderdale (Miami). Mr Nieman was recently
appointed in July 2016 and reports to, Mr Munetsi;

5.19.1.3.2.

The Fort Lauderdale regional office, was opened in
2004 and is responsible for all SAA’s commercial
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operations including generating revenue for SAA
through a customer call centre and web sales and
to fulfil part of the FAA’s regulated activities in
terms of uplifting passengers to and from the USA;
5.19.1.3.3.

According to Mr Munetsi, the point of sales report
indicates that North Amercia commercial operations
(Fort Lauderdale) are productive and generating
sufficient revenues to meet its operational budget;

5.19.1.3.4.

SAA previously operated an office in New York
comprising commercial, technical, cargo and airline
operations. Submissions were made in 2004 for the
office to be moved to Fort Lauderdale. The
submissions were apparently based on the cost of
real estate in New York. It was decided to relocate
the SAA office to Fort Lauderdale where the real
estate is cheaper. It has been alleged that the
reason for opening an office in Plantation Florida
was due to the value of real estate in Fort
Lauderdale, and the lower labor costs when
compared to the rest of America especially in cities
such as New York;

5.19.1.3.5.

In total SAA employs 67 people in the USA who are
located in the following states:

Location - State

California

Number of
staff

Monthly salary
USD @ Sept 16

1

3 110

51

104 564

Illinois

1

3 153

New York (Airport & Cargo
operations)

8

24 424

Virginia

6

10 248

67

145 499

Fort Lauderdale

Total
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5.19.1.3.6.

A total of 67 American nationals, 51 of whom are
based in Fort Lauderdale, are employed by SAA in
the USA.

5.19.1.3.7.

For the month of September 2016 the total salary
(labor) costs were, R5 778 026 (ROE USD1: R13,
76)

(against a budget R6, 261, 289). To date

during the 2016/7 financial year the average
monthly salary expense amounts to R4.965 million
(which equates to an average of R65 328 per
employee per month). Employees in the USA are
paid every two weeks (every second week);
5.19.1.3.8.

The Customer Call Centre currently has 42 full time
employees (which includes CSA, group sales, team
leaders, managers). As at September 2016 the total
monthly salary cost was USD169 496 (R2 332 265)
and average USD4 035 (R55 530) per employee
(using a ROE of R13.76). Of the 42 employees, 29
are Customer Service Agents (call centre agents).
The average monthly salary for a Customer Service
Agent is USD2 896 (R39 848). It would appear that
the

salary

costs

are

not

justifiable

and

commensurate with the level of remuneration
awarded to call centre agents at SAA Head Office.
A call centre agent operating in South Africa earns
significantly less than that, and as such costs could
be reduced;
5.19.1.3.9.

We requested information on the average salary for
Call Centre Agents at SAA Head Office, and were
due to receive this information from Mr Aaron
Munetsi. At the date of our report Mr Munetsi has
been unable to provide such information, despite
our requests dating back to 13 October 2016;

5.19.1.3.10.

We are now advised that all requests need to be
approved by Mr Joseph Mokoro of the Acting
CEO’s office;
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5.19.1.3.11.

Mr Munetsi stated that there is merit for SAA to shut
down the Fort Lauderdale office and relocate to
New York and operate a city office. Mr Muntesi
undertook to provide us with a preliminary business
case presented to the CEO on proposals to close
and relocate the Fort Lauderdale office. We have
requested a copy of the preliminary business case
which was yet to be received as at the date of our
report;

5.19.1.3.12.

According to both, Mr Munetsi and Ms Jacobs there
are no risks from an American labor law of closing
the Fort Lauderdale office, as SAA is an employee
at will and does not have to state any reasons for
terminating an employee’s contract and/or closing
an office; and

5.19.1.3.13.

Mr Vilakazi confirmed that the Internal Audit
Department has never performed an audit of this
outstation.

5.20.

Procurement contracts in Fort Lauderdale
5.20.1.1.

We obtained and performed a high-level review of a large number of contracts
that were signed for the SAA regional office in Fort Lauderdale mainly to
determine compliance with the procurement framework within SAA. According to
Ms Slabbert, most of the contracts have not been loaded onto the CRM system
and we were not able to ascertain whether BAC approval was granted, if due
process was followed in appointing these companies and how extensions have
been approved. In most instances the contracts had expired and there is no
evidence to indicate the renewed approvals.

5.20.1.2.

As the Contract Management System at SAA is not being utilised correctly this
has resulted in poor contract management concerning the Fort Lauderdale
contracts;

5.20.1.3.

BAC approval for the relocation of the regional office to Fort Lauderdale was
granted on 7 October 2011. A 10-year lease period at an estimated amount of
USD4.7 million was approved with an option to terminate after seven and a half
years. Mr Theunis Potgieter the GM signed the lease agreement on behalf of
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SAA: Commercial and Mr Wolf Meyer (Former: CFO) with, PG Plantation CS
One LLC;
5.20.1.4.

An extension of the lease was made in 2012 until March 2021. We have
requested and are waiting for BAC approval for the extension.

5.21.

Ghost employees
5.21.1.

During our investigation Mr Vilakazi made us aware that the Acting GM: Human
Resources had raised the risk of ghost employees within SAA. Consequently,
an internal audit was being conducted to identify the possible existence of ghost
employees and assess the financial implications thereof;

5.21.1.

According to Mr Vilakazi, the audit found that there was no evidence to
substantiate the existence of ghost employees on the SAA payroll. While other
stations are not on SAP Payroll and are using other systems, they have
adequate controls to ensure there are no ghost employees.

5.22.

Irregular appointment of Ms Hamid in Malaysia
5.22.1.

During the ongoing commercial investigation into SAA’s profitability we
conducted an investigation into the irregular appointment of Ms Hamid in
Malaysia. We were mandated to investigate the following:

5.22.2.

5.22.1.1.

The irregularities in appointing Ms Hamid;

5.22.1.2.

The creation of the cost centre for Malaysia;

5.22.1.3.

Salary payments made to Ms Hamid;

5.22.1.4.

Alleged ongoing payments made to Ms Hamid;

5.22.1.5.

Termination of Ms Hamid’s employment; and

5.22.1.6.

SAA employees involved in the matter.

Based on interviews carried out and corroborating evidence obtained during
follow up interactions with key employees, we identified extensive irregularities
relating to the appointment of Ms Hamid. These irregularities are summarised
in our report to Mr Mbongeni Manqele, Acting Human Resources Manager
dated 22 December 2016, where we recommended disciplinary action be taken
against, Ms Mngomezulu; Mr Munetsi; Ms Hamid; Ms Mpshe; and Mr Bosch.

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 232 of 317

6.

KEY FINDINGS TO DATE
PART 2: PROCUREMENT AND GOVERNANCE
6.1.

COMPLIANCE FRAMEWORK
6.1.1.

Legal Framework
6.1.1.1.

The financial management and responsibilities of government
Departments and public entities are governed by the Constitution,
the PFMA, Treasury Regulations, instruction notes and directives
issued by the National Treasury in terms of Section 76 of the PFMA
and the relevant organisational policies.

6.1.2.

General provisions relating to procurement
6.1.2.1.

The

constitutional

imperatives

relating

to

procurement

are

encapsulated in Section 217 of the Constitution, which stipulates
that when an organ of state in the national, provincial or local
sphere of government, or any other institution identified in national
legislation, contracts for goods or services, it must do so in
accordance with a system which is fair, equitable, transparent,
competitive and cost-effective;
6.1.2.2.

In terms of Section 51 of the PFMA, it is the general responsibility of
the accounting authority to ensure that the public entity has and
maintains an appropriate procurement and provisioning system,
which is fair, equitable, transparent, competitive and cost-effective.
Section 51 (e) also puts the responsibility of taking effective and
appropriate disciplinary steps against any employee of the public
entity who contravenes or fails to comply with any provision of the
Public Finance Management Act on the Accounting Authority, this
includes committing any act which undermines the financial
management and internal control system of the entity;

6.1.2.3.

Section 56 of the PFMA allows the Accounting authority to delegate
any of the powers entrusted to the accounting authority in terms of
the PFMA to an official in that public entity, however such
delegation does not divest the Accounting Authority of the
responsibility concerning the exercise of the delegated power or the
performance of the assigned duty;
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6.1.2.4.

Section 76(4)(c) of the PFMA provides that the National Treasury
may make regulations or issue instructions applicable to all
institutions to which this Act applies concerning, among others, the
determination of a framework for an appropriate procurement and
provisioning system which is fair, equitable, transparent, competitive
and cost-effective; and

6.1.2.5.

The Guidelines on Supply Chain Management issued by National
Treasury including Supply Management Policies in general also
impact on all common-law provisions relating to procurement
including laws such as:
6.1.2.5.1.

Competition law: Restrictive business practices are
regulated by the Competition Act (89 of 1998),
which aims to outlaw anticompetitive practices
between

businesses,

their

supplier(s)

and

customers. This includes price-fixing and collusive
tender processes;
6.1.2.5.2.

Prevention and Combating of Corruption Activities:
This Act aims to outlaw corrupt procurement
activities; and

6.1.2.5.3.

PPP Framework & BBBEE Act: This act aims to
ensure that procurement policies are in line with
PPP Regulations and BBBEE.
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6.1.3.

SAA Procurement Policy (SAA SCM Policy Version 10)

Committee

Function

Composition

DOA prior to 28 Sept
2015

DOA from 28 Sept
2015

Cross Functional
Sourcing Team

Developing selection
criteria and
weightings for
tenders, compilation
and issuing of
RFQ/RFI/RFP/RFB,
Review of
specifications,
evaluation of
quotations and bids,
negotiations with
suppliers, promotion
of BBBEE,
determining supplier
performance
mechanisms,
compilation of reports
and making
recommendations in
line with DOA.

User Department, Any
assigned procurement
official and/or external
specialist advisors.
Other functionaries
such as SHEQ, Legal,
Finance, Risk, BEE etc.
participate based on the
complexity of the
tender.

Makes
recommendations to
the Head of
Procurement, and Bid
Adjudication
Committee for the
award of any contract
in line with DOA.

Makes
recommendations to
the Head of
Procurement, and
Bid Adjudication
Committee for the
award of any
contract in line with
DOA.

Procurement
Department
(GSM)

Review and approval
of the quotation and
tender
recommendations
and final review and
approval of contracts
awarded.

Head of Procurement
and/or the
Procurement/Supply
Chain Officials

Above R1500 up to
R1 million

Above R1500 up to
R500,000

Bid Adjudication
Committee

Review and approval
of recommended bids
made by CFST in line
with DOA.
Recommend bids in
excess of DOA to
applicable award
authority.

BAC shall consist of at
least 8 members from
SAA Group Executive
Committee or Senior
Management level 2
within SAA and
subsidiaries and shall
represent multidisciplinary skills and a
cross section of
business units.

Above R1 million up
to R50 million.

Above R500,000 up
to R25 million

Chief Executive
Officer

Appoint BAC
members,

Group CEO.

Above R50 million up
to R100 million.

Above R25 million
up to R50 million

Approve
recommendations for
bid awards within
DOA,
Recommend bids in
excess of DOA to
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Committee

Function

Composition

DOA prior to 28 Sept
2015

DOA from 28 Sept
2015

applicable award
authority.
Procurement and
Tender Process
Committee

Responsible for
reviewing
procurement and
tender policies and
make
recommendations to
Board, review and
recommend bid
awards to the Board,
recommend SCM
policy for approval to
the Board.

Finance,
Investment and
Procurement
Committee

Committee
responsible for
awarding contracts
and tenders within the
delegated authority.
Overseeing the
review of and
recommend for
approval by Board,
policies and
procedure manuals
that are legally
compliant.

4 Non-executive
directors of the Board.

Board of
Directors

Review and approval
of all bids not
delegated.

Non-Executive
Directors

Obtain approval from
the shareholder on
material and
significant matters.

Above R50 million
up to R100 million

Above R100 million

Above R100 million
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6.1.4.

Summary
6.1.4.1.

In terms of our mandate we requested 116 files for review. Of these
we received 60 files. Of the 60 files received, 52% of the contracts
which is equivalent to 31 contracts were found to be non-compliant
with SCM policy and/or PFMA.

6.1.4.2.

Most of the contracts that were not submitted for review include
amongst others, Jet Fuel Contracts, IT Contracts, Ground Handling
Contracts and Catering Contracts.

6.1.4.3.

The general findings identified in the 52% non-compliant contracts
comprised the following issues:
6.1.4.3.1.

Contract extensions to regulate inefficiencies in
contract management;

6.1.4.3.2.

Abnormal turn-around times for tender processes;

6.1.4.3.3.

Poor monitoring of contracts to ensure cost
compression outcomes are achieved;

6.1.4.3.4.

Delayed procurement processes to keep service
providers in the system longer;

6.1.4.3.5.

Confined processes which are not competitive nor
fair;

6.1.4.3.6.

Lack of signed agreements or abnormal delays in
signing contracts;

6.1.4.3.7.

Ineffective contract management system; and

6.1.4.3.8.

Continued payments for services rendered despite
the absence of signed contracts.
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6.1.4.4.

In the 31contracts that were found to be non-compliant, three of the
contracts were found to have overspent on their approved budgets
despite cost compression strategy agreed upon, namely:

Supplier

Start Date

End Date

Approved
Budget

Payments as at 31
December 2016

Overpayment

HAVAS

01 May

30 April 2016

R67 500 000

R115 066 707.95

R47 566 707.95

Worldwide

2013

Havas

01 May

Month to

R10 000 000

R16 200 431.69

R6 200 431.69

Worldwide

2016

month

CUB3D

01 Feb

31 Jan 2018

R22 800 000

R50 425 245.37

R27 625 245.37

31 Oct 2017

R27 210 114.65

R32,204,156.68

R4 994 042.03

2015
SFU

01 Nov

Engineering

2014

Total

R86 386 427.04

6.1.4.5.

As a result of non-compliance with SCM policy and/or PFMA
regulations, a total amount of R685,036,241.06 was classified as
‘irregular’ in the following contracts:

Name of Bidder

Value of tender

Potential Irregular

Comment

Date Contract Signed

Irregular expenditure

Contract extension

and Protection

due to failure to request

based on previous

Services

extension of contract

expired contract.

Expenditure
1.

Reshebile Aviation

R0

R 30 464 105.74

for the period starting 1
Dec. 2014 to 19 May
2015.
2.

Reshebile Aviation

R155 835 889.00

R129 909 214.44

Irregular payments

No contract in place

and Protection

made without a signed

as at 28 February

Services

contract

2017, 17 months
since the tender was
awarded even though

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 238 of 317

Name of Bidder

Value of tender

Potential Irregular

Comment

Date Contract Signed

Expenditure
the contract expires
in a months’ time.
3.

HAVAS Worldwide

R 67 500 000.00

R 53 767 139.64

Irregular expenditure

Contract signed on

due to overspend

16 August 2013. (4
months later)

4.

Swissport Tanzania

R 12 262 899.00

R 11 773 279.00

Irregular payments

Contract not signed

made without a signed

as at 31 December

contract

2016. (6 months
later)

5.

6.

Skysupply Gmbh

Gate Gourmet Hong

R 99 395 600.00

R 46 882 340.00

R 24 659 958.56

Irregular payments

Contract signed on

made without a signed

14 March 2016. (27

contract

months later)

Irregular payments

Contract signed on

made without a signed

14/05/2014(12

contract

months later)

R 12 035 276.00

Loss as a result of

Contract signed on

plus irregular

cancellation of awarded

14/05/2015 (12

payments (o/s)

contract to the existing

months later)

R 15 587 147.72

Kong

7.

Gate Gourmet Sao

R75 829 701.81

Paolo

contractor. (Loss of
negotiating power)
8.

CUB3D

R 22 800 000.00

R 50 425 245.37

Irregular payments

Contract not signed

made without a

as at 02/02/2017(24

contract

months later) even
though the contract
has already been
overpaid by
R27 625 245.37

9.

Guardforce

R 66 307 575.00

R 18 419 785.86

Irregular payments

Contract signed on

made without a signed

22/12/2015. (14
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Name of Bidder

Value of tender

Potential Irregular

Comment

Date Contract Signed

contract

months later)

Irregular payments

Contract signed on

made without a signed

11/11/2015. (7

contract

months later)

Irregularly appointed by

Contract signed on

the business unit and

08/03/2016

Expenditure

10.

11.

Dimension Data

Avis

R 249 499 824

R10 m

R 49 948 796.00

R9 453 813.68

not BAC. payments
made without a signed
contract
12.

Catercraft Harare

R 21 696 648.00

R 7 772 871.64

Irregular payments

No contract in place

made without a signed

as at 31 December

contract

2016, 3 Years since
the tender was
awarded.

13.

Banalo Trading

R 12 028 824

R 2 945 418.00

Enterprise

Irregular payments

No contract in place

made without a signed

as at 31 December

contract

2016, 10 months
since the tender was
awarded.

14.

Harmony

R 6 118 316

R 5 188 160.09

Irregular payments

No contract in place

made without a signed

as at 31 December

contract

2016, 3 Years since
the tender was
awarded.

15.

Kees Beyers

R 11 780 627

R 5 593 779.27

Chocolate cc

Irregular payments

No contract in place

made without a signed

as at 31 December

contract

2016, 27 months
since the tender was
awarded.

16.

Gate Gourmet

R99 897 215.35

R29 699 033.77

Irregular payments

Contract signed on
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Name of Bidder

Value of tender

Potential Irregular

Comment

Date Contract Signed

made without a signed

14/05/2015. (12

contract

months later)

Finance

Still awaiting payment

No contract in place

Department could

information.

as at 31 December

Expenditure
Washington D

17.

18.

19.

DOALA Air

121 Inflight Catering

Perth Inflight

R11 918 294.00

R113 145 654.79

R85 825 182.59

Catering

20.

Airline Services and

R 22 126 097.03

Logistics

21.

KWE (Pty) Ltd

R266 860 021.80

not provide

2016, 24 Months

payment

since the tender was

information.

awarded

Finance

Still awaiting payment

No contract in place

Department could

information

as at 31 December

not provide

2016, 14 Months

payment

since the tender was

information.

awarded.

Finance

Still awaiting payment

No contract in place

Department could

information

as at 31 December

not provide

2016. 14 Months

payment

since the tender was

information.

awarded

Finance

Still awaiting payment

No contract in place

Department could

information

as at 31 December

not provide

2016, 12 Months

payment

since the tender was

information.

awarded

R125 842 711.99

Irregular payments

No contract in place

made without a signed

as at 07 February

agreement.

2017, 29 months
since the tender was
awarded.

22.

Vusubheki
Management

R 15 551 621.45

R 15 551 621.45

The contract was

The contract was

awarded irregularly.

signed on the 12th of
July 2016. (5 months
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Name of Bidder

Value of tender

Potential Irregular

Comment

Date Contract Signed

Expenditure
later)
23.

Swissport USA

R31,323,392.10

R10 782 954.84

Washington

Irregular payments

Contract not signed

made without a signed

as at 31 December

contract

2016. (8 months
later)

24.

Entebbe Handling

R16,380,000.00

R7 655 753.22

Irregular payments

Contract signed on

made without a signed

15 August 2016 (11

contract

months later)

Finance

Irregular payments

Contract signed on 3

Services Hong

Department could

made without a signed

October 2014 (5

Kong

not provide

contract

months later).

Finance

Irregular payments

Contract signed by

Department could

made without a signed

unauthorised official.

not provide

contract

Services Uganda

25.

Jardine Airport

R25,625,666.31

payment
information.
26.

Aviance Ghana

R27,275,475.00

Kotoka

payment
information.
27.

Lufthansa Munich

R23,465,634.18

Finance

Irregular payments

Contract not signed

Department could

made without a signed

as at 31 January

not provide

contract

2017. (2 years and 1

payment

month later)

information.
28.

29.

Skyway Aviation

Irregular payments

Contract not signed

Handling Company

made without a signed

as at 31 January

Limited Lagos

contract

2017. (1 year later)

Finance

Irregular payments

Contract not signed

Department could

made without a signed

as at 31 January

not provide

contract

2017. (1 year and 3

TAAG Luanda
(Angola)

R17,922,504.60

R15,704,064.00

R8,321,967.75

payment

months later)

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 242 of 317

Name of Bidder

Value of tender

Potential Irregular

Comment

Date Contract Signed

Irregular payments

Contract signed on

made without a signed

21 April 2016 (18

contract

months later)

Irregular payments

Contract signed on

made without a signed

28 February 2016 (16

contract

months later)

Irregular payments

Contract signed on

made without a signed

19 October 2015

contract

(11.5 months later)

Expenditure
information.
30.

Arcus FM Solutions

R97 326 872

R22 945 930

(Pty) Ltd

31.

Arcus FM Solutions

R28 711 553

R8 046 629

(Pty) Ltd

32.

SFU Engineering

R23 324 437

TOTAL

6.2.

R28 245 648.03

R 685 036 241.06

Reshebile Aviation And Protection Services (Pty) Ltd (“RAPS”)
6.2.1.

Overview
6.2.1.1.

We reviewed a number of contracts to determine compliance with
the procurement framework within SAA and identified a number of
areas of concern.

We reviewed the appointment of Reshebile

Aviation and Protection Services (Pty) Ltd, hereafter referred to as
“RAPS” and noted that they were initially awarded a three-year
contract covering the years 2008 to 2011. When the RAPS contract
came to an end, we noted that a number of extensions were
awarded on said contract. We noted further that a tender process
was initiated in 2012 and was subsequently cancelled due to the
change of specification and scope. A new tender process was
initiated in 2014 wherein 9 ACSA accredited security companies
were invited to bid for aviation security and general security
services. During the course of the tender process, SAA had to
extend RAPS’ contract as the contract had expired in January 2011.
RAPS’ contract was extended in the following manner:
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6.2.1.2.

6.2.1.1.1.

01 February 2011 to 31 October 2011;

6.2.1.1.2.

01 November 2011 to 30 April 2012;

6.2.1.1.3.

01 May 2012 to 31 October 2012;

6.2.1.1.4.

01 November 2012 to 28 February 2013;

6.2.1.1.5.

01 March 2013 to 31 May 2013;

6.2.1.1.6.

01 June 2013 to 30 November 2013;

6.2.1.1.7.

01 December 2013 to 30 November 2014; and

6.2.1.1.8.

01 December 2014 to 30 September 2015.

The above extensions were supported by the BAC and approved by
the CEO or delegated official in line with the delegation of authority.
The tender process was concluded and finally awarded on the 26
August 2015 as follows:
6.2.1.2.1.

Physical and aviation security services to Reshebile
Aviation and Protection Services at an estimated
amount of R155 835 889.00 inclusive of VAT; and

6.2.1.2.2.

Specialised

security

services

to

Securitas

Specialised Services at an estimated amount of
R25 909 368.00 inclusive of Vat.
6.2.2.

The following key findings are noted:
6.2.2.1.

In the usual course of business, tender processes are undertaken
within a reasonable period, however, in this instance the tender
processes relating to this award took approximately 56 months to
finalise. The manner in which this process unfolded is inconsistent
with the established SCM principles and objectives which strive to
ensure that SAA SCM processes are carried out in a cost-effective
manner;

6.2.2.2.

In order to regularise the contract of RAPS after its initial expiry
date, the contract was extended at least eight times before the
tender was finally awarded to RAPS. Even though the SCM policy
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provides for contract extensions, it does not provide guidelines
under which contract extensions can be made, to prevent the abuse
of such provision;
6.2.2.3.

The total payments made to RAPS during the period of extensions
amounted to R383, 359,769.00 over a period of 56 months. This is
an illustration of a Supply Chain Management system that is not
efficient and cost effective as evidenced in the R383, 359,769.00
cost incurred during the contract extensions period. It should be
noted that the cost incurred over the period is not classified as
‘irregular’ due to the provision in the SCM policy which allows for
extensions;

6.2.2.4.

There was no documentation to support the extension process for
the period 1 December 2014 to 19 May 2015. The total amount
incurred during this period amounted to R30, 464,105.74. Based on
the discussion held with the procurement specialist, Ms Kwinda,
there was an oversight from their side in terms of requesting for an
extension which was exacerbated by the delay in the decision
making process;

6.2.2.5.

The contract negotiations and authorisation of the latest contract
awarded on 26 August 2015 was still in progress as at 1 December
2016, a period of 15 months after the award was approved by the
Board. Our follow up as at the 28th of February 2017 revealed that
the contract had still not been signed even though the contract was
on the verge of expiring on the 31 March 2017. The interviews held
with the GSM revealed that the absence of an effective contracts
management has led to a situation where the accountability
regarding finalising contracts is shared between the GSM, Legal
and Business units. This practice of not signing contracts on time
exposes SAA to a risk of financial losses where the service provider
fails to perform based on their scope as SAA would not be in
position to implement penalties and corrective action. Failure to sign
contracts with service providers contributes to non-compliance with
Section 10.5.1 of the SCM Policy in that the SCM team will not be
able to evaluate performance against contractual deliverables;
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6.2.2.6.

In our interview with the HOD: Legal, Fikile Thabethe, she indicated
that amongst the reasons for the delay in signing contracts is the
failure of the GSM to own the contract management process as well
as lack of detailed business processes identifying the roles of
different stakeholders, their responsibilities and timeframes withinwhich each stakeholder must respond. She also mentioned that
there is also a challenge in terms of improving the current
processes due to some form of resistance to change by some
officials who have been at SAA for long periods. The other point she
alluded to was that in some instances contracts are negotiated and
signed without the involvement of Legal. In our interview with the
HOD: GSS, Linga Moonsamy, he indicated to us that his hands are
tight as he is unsure as to why the contract is still not signed. He
expressed his frustrations in that he is struggling to enforce
penalties against RAPS as they refuse to pay or implement
corrective action in the absence of the signed contract;

6.2.2.7.

Payments to the value of R129,909,214.44 were made to RAPS
during the period 1 October 2015 to 20 February 2017 despite the
absence of a signed contract. Payments made to RAPS without a
signed contract should be classified as ‘irregular’;

6.2.2.8.

The current contract expires at the end of March 2017, however
SAA has not yet initiated a tender process for aviations security
services. The implication is that the current contract will be
extended again until the tender process is initiated and the contract
is awarded. In our follow-up interview on 07 March 2017 with Mr
Moonsamy, he indicated that they have requested an extension of
the contract for 6 months starting from 01 April 2017 to 30
September 2017 while they start the procurement process for
security services.

6.2.2.9.

The contract register shows the contract amount as R280 million
while the approved award as per the minutes of the Board shows
R155,835,889 inclusive of VAT. Based on an analysis of the
contract register, it was discovered that the amount reflected as the
contract value of R280 million was actually the overall budget for
security services. The correct way of compiling the contract register
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would have been to record the amount approved by the approving
authority for fair reflection of the value of the contract;
6.2.2.10.

There has been non-compliance with PFMA Section 57 (a) and (c)
in that irregular expenditure was incurred as a result of payments
made without a signed contract regulating the relationship between
SAA and RAPS;

6.2.2.11.

There has been non-compliance with SCM Policy Section 10.5.1 in
that the SCM team is unable to evaluate the performance of RAPS
against agreed contractual deliverables due to the absence of a
signed contract. In the absence of a signed contract SAA is not in a
position to implement corrective action in line with the conditions of
the contract and as such, monitoring and evaluation of the
performance of the service provider becomes a challenge;

6.2.2.12.

There has been non-compliance with SCM Policy Section 23.1 in
that the absence of a signed contract puts SAA in a compromised
position in terms of managing risks associated with this tender. SAA
is exposed to the risk of failing to hold RAPS accountable for any
deviation from the scope;

6.2.2.13.

There is non-compliance with SCM Policy Section 25.1.3.5 in that
payments were made without a signed contract when the policy
states that all contracts with a value of R1 million or more should
have a valid contract and no payments will be effected if no contract
is in place;

6.2.2.14.

This has resulted in a loss of negotiating power where contracts are
negotiated under pressure due to delays in initiating the
procurement process;

6.2.2.15.

Irregular payments to the value of R129,909,214.44 were made
without signed contracts;

6.2.2.16.

Payments to the value of R30,464,105.74 were made during the
period 1 December 2014 to 15 May 2015. No evidence was
presented for the extension applicable to this period, hence the
payments should be classified as ‘irregular’;
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6.2.2.17.

Failure to implement penalties as a result of non-performance may
result in financial losses for SAA;

6.2.2.18.

The Contract Management System is not utilised correctly by SAA
resuling in poor contract management;

6.2.2.19.

There is a lack of clarity regarding accountability in relation to
finalising contracts. The responsibility is currently shared between
Legal, the GSM and Business Units;

6.2.2.20.

Poor monitoring and evaluation of performance of the service
provider due to failure to conclude contract negotiations timeously
while the service provider continues to render services.

6.2.3.

The following recommendations are made:

6.2.3.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the respective
Executives responsible for Global Supply Chain Management, Legal
Services, Finance and Group Security Services with an opportunity
to explain the following:
6.2.3.1.1.

Their failure to ensure that the contract is signed
within a reasonable period. A contract awarded for
18 months was still not finalised after 17 months;

6.2.3.1.2.

Their failure to prevent an irregular expenditure of
R129,909,214.44 as a result of payments made
without a signed contract;

6.2.3.1.3.

Why procurement of security services took almost
56 months to conclude?

6.2.3.1.4.

How the penalties against RAPS were implemented
in the absence of a signed contract?
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6.2.4.

General Comment

6.2.4.1.

SAA will soon be going out on a tender for security. This presents
an opportunity for SAA to reassess its security contracts and review
the scope of security to ensure that costs are minimised. The
current expenditure for a period of 18 months was about R180
million. This is likely to escalate if SAA fails to intervene now. The
scope of security should be carefully analysed and every aspect
should be justifiable to match the cost and benefit for SAA. SAA
should have been enjoying the benefits of the Capex investment
into the security infrastructure by now as a result of an inverse
relationship between the investment in the security infrastructure
and security costs.

6.2.4.2.

This also presents an opportunity for SAA to review the security
element of ground handling contracts and security contracts in
terms of streamlining security operations and apportioning security
responsibilities between ground handling service providers and
security service providers. This will include the review of SAA
security in relation to ACSA security. Results of this intervention
should lead to a reduction in security costs and savings for SAA.
This will also allow SAA to influence the ground handling contracts
in a manner that protects the interests of SAA on security related
operations.

6.3.

GUARDFORCE INTERNATIONAL (PTY) LTD
6.3.1.

Overview
6.3.1.1.

Guardforce was initially awarded a three-year contract covering the
period from 1 October 2014 to 30 September 2017 and this was
subsequently extended further for a 2-year period from October
2017 to September 2019. The following service providers submitted
their bids for handling valuable and vulnerable cargo:
6.3.1.1.1.

Guard Force International (Pty) Ltd

6.3.1.1.2.

Rand Refinery (Pty) Ltd
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6.3.1.1.3.
6.3.1.2.

Brinks Incorporated SA

During May 2014, a request to ACSA was sent for a list of all
security service providers who are accredited/licensed to operate at
the OR Tambo International Airport on handling the valuable and
vulnerable

cargo.

ACSA

indicated

that

only

Guard

Force

International is accredited to operate at O.R Tambo International for
handling valuable and vulnerable cargo.
6.3.1.3.

The confined bid was finally approved and awarded on 8 August
2014 to Guardforce to provide service of handling valuable and
vulnerable consignments at OR Tambo International Airport from
the 1October 2014 to 30 September 2017. Immediately after the
contract was awarded, an email was sent by Mr Lionel Le Roux
(Sourcing Specialist) (“Mr Le Roux”) to Mr Gideon Horn (Executive
Manager Cargo Operations) (“Mr Horn”) informing him about the
review and renegotiation process that was initiated by the CEO and
CPO, Dr Masimba Phillip Dahwa (“Mr Dahwa”), to renegotiate the
contract to save money by looking at costs and payments terms.

6.3.1.4.

Meetings were held for the extension of 3-year contract to a 5-year
contract on the following dates:
6.3.1.4.1.

29 October 2014 – possibilities to extend between
SAA and GFIT

6.3.1.4.2.

19 December 2014 – BAC resolved to support and
recommend to the CEO

6.3.1.5.

The extension of a contract with Guardforce for the provision of the
handling of valuable and vulnerable cargo service was finally
approved

by

Mr

Nico

Bezuidenhout

(Acting

CEO)

(“Mr

Bezuidenhout”) on 4 February 2015 for a period of the five (5) years
at a cost of R66,307,575.00
6.3.2.

The following key findings are made
6.3.2.1.

The contract negotiations took almost 10 months to be finalised and
as a result Guardforce continued to render a service without a
signed agreement;
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6.3.2.2.

SAA continued to make payments to Guardforce amounting to
R18,419,785.86 without a signed agreement;

6.3.2.3.

The 3-year contract was extended to 5-year contract immediately
after the award of a 3-year contract which could potentially expose
SAA to anti-competitive practices which have an effect in
substantially preventing or lessening competition at SAA;

6.3.2.4.

The recommendation to the Acting CEO stated that the costs
saving for the extension of a contract will result in a saving of (10%)
R6,266,106.00. However our recalculation indicates that only 5%
will be saved as a result of the extension; and

6.3.2.5.

The decision to extend the existing contract instead of following a
proper tender process, without a deviation notice or emergency
motivation, appears to be in contravention of the National Treasury
regulations on supply chain management and PFMA.

6.3.3.

The following recommendations are made:
6.3.3.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by directing SAA management to
implement the following:

6.3.3.2.

Review of the Confinement section in the SCM policy to include
clear guidelines in terms of how the policy should be applied to
avoid the abuse and manipulation of the policy;

6.3.3.3.

Review of the contract extensions in the SCM policy to include clear
guidelines in terms of how the policy should be applied to avoid the
abuse and manipulation of the policy;

6.3.3.4.

SAA should implement an effective contract management system to
address inefficiencies in the procurement of goods and services;
and

6.3.3.5.

Streamlining of contracting processes between the GSM, Legal and
Business units.
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6.3.4.

VUSUBHEKI MANAGEMENT SERVICES

6.3.5.

Overview
6.3.5.1.

Vusubheki Management Services was initially awarded a three-year
CCTV Maintenance contract starting from 01 July 2012 to 30 June
2015. On 05 March 2015, Naomi Kwinda compiled a document
titled “Request to approve the nomination of Cross Functional
Sourcing Team (CFST) members”. The document was duly
authorised by responsible officials. On or around the 19 June 2015,
the GSM through the sourcing specialist, Ms Naomi Kwinda (“Ms
Kwinda”), requested the BAC to extend Vusubheki’s contract by two
years. This request was rejected by the BAC with an instruction for
the business unit to go out on an open tender. On 26 June 2015,
another submission was presented to the BAC to extend
Vusubheki’s contract for period of 6 months until 31 December
2015, while the business unit was busy with the tender process. The
submission was approved on a round robin basis. On or around 4
October 2015, the GSM sent out an advert for CCTV Maintenance
and Installation titled RFP-GSM 063/15. A mandatory tender
briefing session which was attended by 43 companies was held on
13 October 2015. On 14 October 2015, Ms Kwinda sent an email to
service providers advising that the closing date was extended from
20 October 2015 to 27 of October 2015.

6.3.5.2.

On or around September 2015, Ms Kwinda, compiled and signed a
memorandum addressed to the Chief Procurement Officer for the
approval

of

proposed

members

of

BSC

and

BEC.

The

memorandum was signed by GM/HOD for respective proposed
members.
6.3.5.3.

The following final three (3) bidders were evaluated for functionality
while the other entities were eliminated for failing to meet the
requirements of critical evaluation:
6.3.5.3.1.

GBRT Security Services CC

6.3.5.3.2.

Mobeni Integrated Systems

6.3.5.3.3.

Vusubheki Management Services CC
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6.3.5.4.

The followings

bidders’

percentages

were

stated

on

BAC

submission as the total points per bidder scored against the 70%
threshold:
Bidders’ name

Score %

GBRT Security Services CC

60%

Mobeni Integrated Systems

85%

Vusubheki Management Services CC

100%

GBRT did not meet the threshold and was eliminated.

6.3.5.5.

The tender was eventually awarded to Vusubheki Management
Services at an estimated cost of R13, 641,773.20 for a period of 3
years.

6.3.6.

The following key findings are made:
6.3.6.1.

The document purporting to be a memorandum titled “Request to
approve the nomination of BSC & BEC Members” signed by Ms
Kwinda as the Commodity Manager was forged and fraudulent in
that it had forged signatures that were presumably signed by
respective Heads of Departments listed on the document.

6.3.6.2.

Ms Kwinda misled the BAC when she claimed in the submission
document submitted to BAC that the evaluation criteria and
weightings were approved by the BAC on 28 September 2015. The
evaluation criteria and weightings for the CCTV tender was never
presented to the BAC for approval in line with Section 1.5 of BAC
Terms of Reference.

6.3.7.

General Comment
6.3.7.1.

A detailed investigation was conducted and a separate report is
attached for further details.
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6.3.8.

HAB FIRE & SECURITY

6.3.9.

Overview
6.3.9.1.

The original contract (Services Agreement) between HAB Fire and
Security and SAA was concluded and signed off by SAA on 7 April
2009. The term of the contract was for three years which
commenced on 1 November 2008 ending on 31 October 2011. This
contract was further extended 10 times from 1 November 2011 to
current date.

6.3.9.2.

On or around October 2013, a process to procure new X-Ray
Machines on a higher purchase basis was initiated. The cost for a
period of 3 Years was estimated at R37,750,270.00 with an option
to extend the maintenance agreement for 2 years. In a submission
for the approval of the evaluation criteria and weightings by the
BAC, the GSM motivated for the procurement of new X-Ray
machines based on the following reasons:
6.3.9.2.1.

The

minimum

standards

required

by

the

Transportation Security Administration (TSA) on XRay machines have been escalated. SAA follows
the TSA standards due to their regulation being the
most stringent and the requirements imposed on
the flights to the US.
6.3.9.2.2.

SAA Cargo facilities are not in compliance with the
latest internationally recognised standards hence
the reason for the request to go out on tender to
procure

machines

that

are

compliant

with

legislation.
6.3.9.3.

The tender was advertised on 20 October 2013 with a closing date
on 5 November 2013. The following bidders responded positively to
the tender:
6.3.9.3.1.

Morpho SA (Pty) Ltd

6.3.9.3.2.

HISSCO (Pty) Ltd

6.3.9.3.3.

Totalpost (Pty) Ltd
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6.3.9.4.

6.3.9.3.4.

R&D Screening Technologies (Pty) Ltd

6.3.9.3.5.

HAB Fire & Security (Pty) Ltd

Three companies were shortlisted after the evaluation of critical
criteria, namely:

6.3.9.5.

6.3.9.4.1.

HAB Fire & Security (Pty) Ltd

6.3.9.4.2.

HISSCO (Pty) Ltd

6.3.9.4.3.

Totalpost (Pty) Ltd

The final scores after the evaluation of bidders were as follows:
HAB

HISSCO

TOTALPOST

Price

R48 980 302

R40 079 988

R37 750 270

Price Score

63%

84%

90%

BBBEE Score

9%

10%

5%

Overall Score

72%

94%

95%

6.3.9.6.

On 13 June 2014, the BAC approved the final award for an
estimated cost of R37,750,270 to Totalpost (Pty) Ltd. In support of
the submission for approval of this tender a due diligence was
performed indicating the following:
6.3.9.6.1.

“The Bidder appears to be solvent (solvency
ratio=1.7) and Liquid (Current ratio=1.4). The debt
equity ratio is 1.5, which indicates that the bidder
has some borrowing. The bidder has presented
audited financial statements dated 31 December
2012 for review. The bidder received an unqualified
opinion. The entity has been profitable over the
past 2 financial periods. The annual value of the
contract amounts to approximately 3% of the
bidders’ revenue and 85% of the cash holding at
year end. This indicates that the contract is not
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material to the bidder from a revenue perspective.
Based on the above, the risk for this bidder has
been assessed as LOW.”
6.3.9.7.

Subsequent to the award of this tender to Totalpost, the bidder was
not able to raise funding for the purchase of X-Ray machines. The
GSM intervened through Treasury and Finance to assist Totalpost
and this did not materialise. On 14 November 2014, the GSM
prepared a submission for notification to retract the award of
Totalpost and this was duly noted by the BAC. On 27 February
2015, the BAC noted the withdrawal of the award and subsequently,
the GSM proceeded with the withdrawal of the award on 3 March
2015. In light of the cancellation of this tender, the GSM through the
procurement specialist extended the contract of HAB Fire & Security
(Pty) Ltd to continue providing maintenance work on X-Ray
machines. Totalpost thereafter demanded damages in the amount
of R34 168 300.00 and a further R9 000 000.00 consequential
damages, however they did not pursue legal action against SAA.

6.3.9.8.

The following is an extract from the minutes of the meeting of BAC
on 14 November 2014:
6.3.9.8.1.

Sourcing of X-Ray Machines

6.3.9.8.2.

“The BAC considered the notification to purchase
the X-Ray Machines instead of a lease as initially
approved, which would cost SAA an estimated
amount of R31 million (to result in an estimated
cost avoidance of R6.1 million). It was stated that it
was not clear where business obtained the capex
budget as initially they budgeted for the lease which
was an opex. It was noted that the capex approval
was facilitated through the CFO: Cargo who
understand the governance processes. A concern
was raised on the purchasing as currently SAA has
obsolete machines on board and that it was not
clear as to what would happen to the new machines
should

the

TSA

(Transportation

Security

Administration) requirements get changed. It was
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stated that the existing machines were noncompliant to the new TSA requirements. It was
queried why business does not procure the
machines directly from the manufacturer instead of
going through an intermediary”.
6.3.9.9.

A concern was noted on the purchase financial cost to be made
taking into account the financial situation of SAA. It was also noted
that leasing would require monthly rental costs unlike outright
purchase. It was not clear whether the new machines were eligible
for upgrade. It was added that the submission was also not clear as
to why business did not consider to award to the second highest
scored bidder since the awarded bidder is unable to meet the
business requirement of leasing, which could have been a viable
option when the award was tabled.

6.3.9.10.

On 14 November 2014, the BAC Resolved and referred back for
rework the following:
6.3.9.10.1.

To refer back to business the purchase the X-Ray
Machines instead of a lease as initially approved,
which would cost SAA an estimated amount of R31
million (to result in an estimated cost avoidance of
R6.1 million), with the following COMMENTS:
6.3.9.10.1.1.

Business should clarify the total
cost of ownership associated with
the

two

options

of

outright

purchase versus leasing on all the
bidders.
6.3.9.10.1.2.

Business should provide the total
cost of ownership if the machines
are procured directly from the
manufacturer.

6.3.9.10.1.3.

Business should clarify why not reevaluate and consider the second
highest scored bidder since the
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awarded bidder is failing SAA in
terms of leasing.
6.3.9.10.1.4.

Business should clarify the capex
in line with the estimated spend as
opex cannot be used for the
machines.”

6.3.9.11.

On 10 June 2016, the BAC approved the cancellation of the above
X-Ray Machine and Maintenance tender with the condition/follow up
action that the CPO is informed of the decision taken by the BAC.

6.3.10.

The following key findings are made in relation to HAB Fire and Security:
6.3.10.1.

HAB was appointed in 2008 for a period of 3 years ending in 2011.
The contract was extended from 1 November 2011 until 30 July
2017 for the maintenance of X-Ray Machines, an extension of 5
Years and 8 months.

6.3.10.2.

The following irregularities were identified in the letters of extension
for HAB Fire and Security:
6.3.10.2.1.

The second and third letter of extension dated 1
November 2012 to 31 October 2013, and 1
November 2013 to 31 March 2014 respectively,
have similar signatures and dates which may
indicate that the signatures were copied and pasted
from one document to the other;

6.3.10.2.2.

The fourth letter of extension dated 01 April 2014 to
31 July 2014 indicates that it was signed on 15
October 2013 which is incorrect. This again could
indicate that the signatures were copied from one
document to the other;

6.3.10.2.3.

The sixth letter of extension dated 01 November
2014 to 28 February 2015 has the signatures of the
CEO and CPO which appears to have been copied
and pasted from other documents;
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6.3.10.2.4.

The seventh letter of extension dated 1 March 2015
to 31 August 2015 has the signature of the service
provider which appears to have been copied and
pasted from the fifth letter of extension dated 1
August 2014 to 31 October 2014;

6.3.10.2.5.

The eighth letter of extension dated 1 September
2015 to 29 February 2016 has the signatures of the
CEO and CPO which appears to have been copied
and pasted from other documents; and

6.3.10.2.6.

The ninth letter of extension dated 1 March 2016 to
31 August 2016 appears to have been signed on 20
May 2015 while the extension was approved by the
BAC and CEO on 4 March 2016 and 4 April 2016,
respectively. The date of signature on the letter of
extension appears to be inaccurate.

6.3.11.

The following key findings are made in relation to Total Post:
6.3.11.1.

Total post (Pty) Ltd which was awarded the tender was registered
with CIPC on 4 July 2013;

6.3.11.2.

The request for proposal was initiated on or around October 2013
based on the version 1 document prepared by the GSM;

6.3.11.3.

The submission presented to the BAC for approval on 6 of June
2014 shows a financial due diligence outcome indicating that
Totalpost submitted Audited Financial Statements for a period of 2
years even though the company was registered on 4 July 2013. It
appears that financial statements submitted were for their strategic
partner named Totalpost Plc. based in the United Kingdom;

6.3.11.4.

The submission presented to BAC also indicates in a financial due
diligence that Total post was profitable for the 2 audited financial
years presented for review, however, as indicated above, the
financial statements submitted belonged to their strategic partner
based in United Kingdom;

6.3.11.5.

Totalpost was assessed as capable of borrowing funds based on
the financial due diligence performed by CFST and as such,
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assessed as low risk entity for SAA. It has since been verified that
Totalpost was not capable of raising funds as their entity was a
start-up company with no trading reference at the time of tendering
for this bid;
6.3.11.6.

The submission to BAC for notification of cancellations also states
that CFST was instructed to revert back to all bidders who were
shortlisted except Totalpost for further engagement since the award
to Totalpost was withdrawn however, there is no evidence that
HISSCO was approached as the second bidder in line to be
awarded this tender;

6.3.11.7.

Subsequent to the failure of Totalpost to raise funding, the GSM
took a decision to cancel the contract and notify the BAC. A
submission for the cancellation of the tender was subsequently
submitted to BAC on 10 June 2016, the BAC approved the
submission;

6.3.11.8.

There is no evidence presented to prove that the GSM acted on the
instruction of BAC to engage the bidders between the period 14
November 2014 and 10 June 2016;

6.3.11.9.

The tender was cancelled by the GSM and SAA reverted back to
HAB contract for maintenance of the existing X-Ray machines. The
motivation for procurement of new X-Ray Machines was as a result
of SAA Cargo not complying with US Transportation Security
Administration (TSA) which would have resulted in SAA not being
able to send Cargo to US. The tender was cancelled despite the risk
of non-compliance with US Transportation Security Administration
as motivated by the GSM;

6.3.11.10. SAA were at risk of exposing themselves to a potential legal suit if
HISSCO had been aware that the CFST did not adhere to the
BAC’s recommendation to revert back to the second highest bidder;
6.3.11.11. The costs of the entire tender process and the legal opinion
received was fruitless and wasteful expenditure as the tender was
cancelled;
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6.3.11.12. The following questions were raised with Ms Kwinda and her line
manager regarding this tender:
6.3.11.12.1.

Why was this tender initiated from the start if it was
not critical?

6.3.11.12.2.

How was the budget of R37million arrived at?

6.3.11.12.3.

Why was the tender cancelled if it was critical for
SAA to procure X-Ray Machines given that they
were not compliant with TSA standards?

6.3.11.12.4.

Why was it not given to the second bidder given
that Totalpost failed to raise funds?

6.3.11.12.5.

How possible is it that a company that was
registered 3 months before the tender was
advertised would have been able to submit 2 years
audited financial statements for this tender and
raise funding for a tender of over R30m?

6.3.11.13. These questions remain unanswered; neither the Commodity
Manager nor the Sourcing Specialist, Ms Kwinda provided a
response to these questions.
6.3.12.

The following recommendations are made:
6.3.12.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Security Services and Global Supply Chain
Management with an opportunity to explain the following:
6.3.12.1.1.

Why was the tender cancelled if it was critical for
SAA to procure X-Ray Machines?

6.3.12.1.2.

The failure by the Sourcing Specialist to implement
the instruction of the BAC to consider other bidders
in light of the failure of Totalpost to raise funding for
the procurement of X-Ray Machines.
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6.3.12.1.3.

Irregularities in the letters of extensions related to
HAB Fire and Security, compiled by the Sourcing
Specialist, Naomi Kwinda.

6.3.12.2.

Failure

to

provide

satisfactory responses

should

result

in

appropriate steps taken against responsible officials in line with
Section 51 (e).
6.3.13.

General Comment
6.3.13.1.

The same sourcing specialist, Ms Kwinda, was involved in the
award of the irregular tender to Vusubheki Management Services
where she misled the BAC and also falsified documents to ensure
the award of the contract. This reflects a lack of accountability and
consequence management by SAA which, if allowed to continue
could result in significant wasteful expenditure as well as the
obvious bad precedent set for other offenders.

6.3.14.

HAVAS WORLDWIDE (PTY) LTD

6.3.15.

Overview
6.3.15.1.

An open tender process for global advertising services was initiated
on or around September 2012. A total of nine (9) bidders responded
positively to the tender with six (6) entities complying with the critical
criteria requirements. The following evaluation phases were
approved by the executive committee:
6.3.15.1.1.

Phase 1 A – Compliance to Critical Evaluation
Criteria,

6.3.15.2.

6.3.15.1.2.

Phase 1 B – Case Study Evaluation Criteria

6.3.15.1.3.

Phase 2 – Pitch Presentations (Functionality)

6.3.15.1.4.

Phase 2 – Pricing & BBBEE Evaluation Criteria

The outcome of evaluation Phase 1 B resulted in the following five
(5) bidders shortlisted from the highest rank to the lowest, while the
other bidder was disqualified due to the score that was below 50%
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Bidder

Score

Ranking

72%

1

67%

2

Ireland Davenport (Pty) Ltd

63%

3

The Jupiter Drawing Room

60%

4

50%

5

Ogilvy Johannesburg (Pty)
Ltd
MMS Communications SA
(Pty)Ltd

(Pty) Ltd
Havas Worldwide (Pty) Ltd

6.3.15.3.

A further evaluation of Phase 2 on functionality was carried out on
the top five bidders from Phase 1B. The threshold set by the
Executive Committee on this phase was 90% for any entity to
progress to the last phase of price and BBBEE consideration. The
outcome of Phase 2 functionality evaluation resulted in the following
scores from the highest to the lowest ranking:

Bidder

Score

Ranking

Havas Worldwide (Pty)Ltd

91%

1

MMS Communications SA

80%

2

Ireland Davenport (Pty) Ltd

74%

3

The Jupiter Drawing Room

60%

4

59%

5

(Pty)Ltd

(Pty) Ltd
Ogilvy Johannesburg (Pty)
Ltd
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6.3.15.4.

The functional evaluation process resulted in Havas Worldwide
progressing to the pricing stage due to the threshold set at 90% for
functionality. This resulted in all other bidders being disregarded for
price and BBBEE consideration due to their scores falling under
90% threshold. The tender was finally awarded by the Acting CEO
based on the support of BAC to HAVAS WORLDWIDE on 13 April
2013 with a note indicating that the contract is effective from 1 May
2013. The total contract amount awarded to HAVAS amounted to
R67,5 million for a period of three years as approved in the budget
for global advertising services. The award was arrived at after
negotiations with HAVAS WORLDWIDE to reduce their pricing in
order to be in alignment with the Long-Term Turnaround Strategy
(LTTS) adopted by the Board.

6.3.15.5.

A close analysis of the evaluation process reveals the following
consolidated outcome of Phase 1B and Phase 2 of the evaluation:

Bidder

Score

Score (Phase

Ranking

(Phase 1B)

2)

Havas Worldwide (Pty)Ltd

50%

91%

1

MMS Communications SA

67%

80%

2

Ireland Davenport (Pty) Ltd

63%

74%

3

The Jupiter Drawing Room

60%

60%

4

72%

59%

5

(Pty)Ltd

(Pty) Ltd
Ogilvy Johannesburg (Pty)
Ltd

6.3.15.6.

On or around February 2016, a process of procuring global
advertising services was initiated by the business unit given that the
contract was about to expire at the end of April 2016. In addition to
this process was the request to extend the contract of Havas
Worldwide for a period of six (6) months at an estimated amount of
R22,23 million inclusive of VAT to align it with other SMME’s
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contracts. The request to extend the contract was supported by
BAC on 8 April 2016. On 4 July 2016 a submission was compiled by
the GSM for FIPCO for supporting the extension of Havas contract
at an estimated amount of R10 million inclusive of VAT instead of
R22,23 million. On 18 August 2016, FIPCO represented by Dr J
Tambi supported and approved the extension of the contract at R10
million inclusive of VAT subject to month to month until finalisation
of the tender. On 23 August 2016, a submission to the Board was
compiled by the GSM for the Board to approve the extension of the
contract for Havas worldwide.
6.3.16.

The following key findings are made:
6.3.16.1.

The

total

amount

paid

under

this

contract

amounted

to

R115,066,707.95 as at 30 April 2016, against an approved budget
of R67.5 million. Therefore, the budget was exceeded by R47.56
million at the end of April 2016 despite the cost compression culture
that was in force, as adopted in the Long-Term Turnaround Strategy
within the organisation;
6.3.16.2.

A further R16,200,431.69 was paid to Havas from 1 May 2016 to 30
December 2016. These payments were based on the request for an
extension which was supported by BAC, ACEO and approved by
FIPCO. The extension in the amount of R10 million inclusive of VAT
was approved. No process was undertaken to regularise the
variation of R6,200,431.69. This contract is still ongoing while the
tender processes are still underway;

6.3.16.3.

Based on the Interview with Ms Thipe on 2 February 2017, she
indicated that they don’t have a system that alerts them if they
exceed the budget. She also confirmed that she was not aware that
they had exceeded the budget. She highlighted that in terms of the
Departmental budget they are still within the budget hence the
purchase orders coming through are approved. Their challenge is
on monitoring a specific budget against what was approved as their
systems are not configured to provide such information;

6.3.16.4.

The decision record submitted as evidence for the extension of the
contract was signed by Dr J Tambi alone, this is not compliant with
the terms of reference for FIPCO under section 3.7.1. The section
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states that “Subject to the provisions of Companies Act and the
Memorandum of Incorporation, a resolution signed by all members
and approved by the majority of all the members of the
committee shall be deemed to constitute a resolution of the
Committee”. It should be noted that the FIPCO meeting formed a
quorum as the Chairperson of the Board participated via a
teleconference call;
6.3.16.5.

Provisions of the contract signed between SAA and Havas allowed
for an opportunity for HAVAS to invoice beyond the approved
budget as it was an open contract based on rates. The motivation
by the BAC through the GSM which suggested that there was a
savings in this contract turned out to be inaccurate as the final
payments made to HAVAS exceeded what was approved by the
ACEO;

6.3.16.6.

The tender processes took six (6) months to finalise, which resulted
in extensions of the previous contract to accommodate the delays.
The procurement process to appoint a new service provider was
initiated around February 2016, and 12 months later, the
procurement process is still not finalised, which effectively implies
that the provision of contract extensions will continue to be used
while the process is still underway. This practice continues to
expose SAA to financial losses due to the loss of negotiating power
especially where a service provider is on an open contract based on
rates. This also implies that the contract management system and
decision making processes are not efficient; and

6.3.16.7.

Contract negotiations and finalisation took four (4) months to
conclude which means that payments were made on the basis of
the letter of award for that period.

6.3.17.

The following recommendations are made in this regard:
6.3.17.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Marketing and Finance with an opportunity to
account for contravening Section 5.3.1 and 11.17 of the SCM Policy
as well as Section 57 (a) and (c) of the PFMA for incurring an
irregular and unauthorised expenditure of R53 767 139.64.
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6.3.18.

CUB CONSULTING CC T/A CUB 3D

6.3.19.

Overview
6.3.19.1.

This was an open tender request to the BAC for the appointment of
a South African based Brand Design Agency. The business case for
the Brand Design Services Tender was approved on 25 August
2014 and included all Departments, divisions and subsidiaries
(Technical, Cargo, and Voyager). The previous contract which was
awarded in 2012 for the SAA group excluded Mango and Airchefs.
The BAC approved the Evaluation Criteria and Weightings on 3
October 2014. On 14 October 2014, an RFP was issued with a
closing date of 28 October 2014 and a compulsory briefing session
on 16 October 2014. The RFP also stated in the scope of work that
the bid included all Departments, divisions and subsidiaries
(Technical, Cargo, and Voyager). The SAA BAC Recommendation
also included the scope of work which was to include all
Departments, divisions and subsidiaries (Technical, Cargo, and
Voyager);

6.3.19.2.

Of the 15 bidders that responded to the RFP, 4 were shortlisted and
this resulted in the approval of the award on 16 January 2015. The
BAC approved the award of the contract for Brand Design Services
to Cub 3D Consulting CC t/a Cub 3D, for a period of 3 years,
effective from 1 February 2015 to 31 January 2018 for an amount of
R22,800,000. The LOA was sent to Cub 3D on 22 January 2015
congratulating them on being awarded the contract effective 1
February 2015 to 31 January 2018; and

6.3.19.3.

On 3 June 2016, a submission was made to BAC to note that the
contract for the provision of brand design services cater for the
entire SAA Group including Airchefs SOC Ltd, which submission
was noted by the BAC on the same day. On 12 June 2016, and
internal memorandum was sent to the HOD of legal services to
obtain sign off for Business to conclude an agreement with CUB3D
Consulting. The duration was for a period of 3 years commencing
on 1 February 2015 at a budgeted cost of R22,800,000 for the
period of the agreement. This internal memorandum was signed off
by Head of Legal on 13 June 2016.
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6.3.20.

The following key findings are made
6.3.20.1.

The BAC “Final Selection Recommendation” dated 5 December
2014 was copied and pasted into with the incorrect information. The
“Purpose” paragraph requests the BAC to approve the award for the
period 1 January 2014 to 31 December 2017. The BAC approved
the recommendation on the 16 January 2015, although the
recommendation they approved was to award the contract for the
period 1 January 2014 to 31 December 2017, when in fact, the
correct date was 1 February 2015 to 31 January 2018;

6.3.20.2.

On 3 June 2016, the BAC was requested by the GSM to note that
the Contract for the Provision of Brand Design Services caters for
the entire SAA Group including Air Chefs SOC Ltd. At this stage an
estimate of the payments made to Cub3D was R29,521,963.65
which was already over the budget of R22,800,000.00 for the threeyear period and yet the GSM recommended to BAC that there are
no risks or PFMA implications;

6.3.20.3.

The critical evaluation criteria were applied too stringently in that
certain bidders were disqualified without being given the opportunity
to clarify their positions. E.g. Some bidders were disqualified for not
specifying the duration of experience on their references;

6.3.20.4.

Payments made to Cub3D from 6 March 2015 to 8 February 2017
amounted to R50 425 245.37, which was already above the R22
800 000 contract awarded. There is already over 100% deviation,
while the contract still has about 12 months left to run;

6.3.20.5.

At the time of writing this report, the Department had not started
with the process of regularising the variation of R27 625 245.37
incurred thus far;

6.3.20.6.

The contract had not yet been signed as at 2 February 2017, 24
months later. The practice of relying on “LOA’s” to make payments
is not supported by any policy within SAA. This continues to expose
SAA to the risk of financial losses should a dispute arise during the
execution of the contract;
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6.3.20.7.

Although the submission was made to BAC to note that the award
included Air chefs SOC, it is to be noted that the business case,
RFP and BAC recommendation had already pointed out that the
tender included all Departments, divisions and subsidiaries
(Technical, Cargo, and Voyager). Air chefs SOC is a wholly owned
subsidiary of SAA;

6.3.20.8.

An interview was held with Thabani Mkhize (SAA Brand Manager),
(“Mr Mkhize”) and Ms Kim Thipe (SAA HOD: Marketing), (“Ms
Thipe”) on 2 February 2017. The following salient points were
noted:
6.3.20.8.1.

The R22,8 million applies to all business units
making use of Cub3D services.

6.3.20.8.2.

There is no single individual who manages this
budget and each individual business unit raises
their own purchase orders for payment of invoices;

6.3.20.8.3.

Mr Mkhize bases his business unit’s purchase
orders on his Departmental budget and, if the
payment is within that budget, it gets approved. No
reconciliation is done to the contract’s individual
budget;

6.3.20.8.4.

According to Ms Thipe there was no signed
contract as at 2 February 2017 as the GM had not
signed the contract;

6.3.20.8.5.

According to both Ms Thipe and Mr Mkhize, the
SAP system is not being utilised to its full capacity;
and

6.3.20.8.6.

There are no controls in place that would initiate a
red flag communication to Mr Mkhize that his
contract budget has reached its limit and he further
explained that he was only aware that it was sitting
at R47,5 million on Monday, 30 January 2017, after
our intervention with accounts payable regarding
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the overspend against approved budget by the
BAC.
6.3.20.8.7.

In our interview with the HOD: Legal, Fikile
Thabethe, she indicated that amongst the reasons
for the delay in signing contracts, is the failure of
the GSM to own the contract management process
as well as the lack of detailed business processes
identifying the roles of different stakeholders, their
responsibilities and timeframes within-which each
stakeholder must respond. She also mentioned that
there is also a challenge in terms of improving the
current processes due to some form of resistance
to change by some officials who have been at SAA
for long periods. The other point she alluded to was
that in some instances contracts are negotiated and
signed without the involvement of Legal.

6.3.21.

The following recommendations are made in this regard:
6.3.21.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Marketing and
Legal with an opportunity to:
6.3.21.1.1.

Account for contravening Section 5.3.1 and 11.17
of the SCM Policy as well as Section 57 (a) and (c)
of the PFMA for incurring an irregular and
unauthorised expenditure of R27,625,245.37.

6.3.21.1.2.

Explain why the contract had still not been
concluded 24 months after the contract was
awarded; failure to provide satisfactory responses
should result in corrective action taken against the
respective executives.
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6.3.22.

SKYSUPPLY GMBH / SKYSUPPLY AFRICA (PTY) LTD

6.3.23.

Overview
6.3.23.1.

The contract for the supply of amenity kits for use on board SAA
aircrafts expired on 30 June 2013. SAA therefore embarked on a
competitive open tender process which commenced in January
2013 to ensure they have an uninterrupted supply of amenity kits
going forward. During the tender process (GSM 009/2013),
Skysupply GmbH (a company incorporated in the Federal Republic
of Germany) was awarded the contract to supply amenity kits for a
period of 3 years commencing on 1 January 2013 to 31 December
2016 at a value of R95 716 680.00 (VAT Inclusive). The award of
the tender was approved by the Chief Executive Officer on 19
December 2013, however the contract between SAA and Skysupply
GmbH / Skysupply Africa (Pty) Ltd was only signed on 14 March
2016.

6.3.24.

The following key findings are made:
6.3.24.1.

The contract for the supply of amenity kits was awarded on 19
December 2013 however, the contract was only concluded on 14
March 2016 (approximately 2 years and 3 months after the tender
was awarded). In our interview with the HOD: Legal, Fikile
Thabethe, she indicated that amongst the reason for the delay is the
failure of the GSM to own the contract management process as well
as lack of detailed business processes identifying the roles of
different stakeholders, their responsibilities and timeframes withinwhich each stakeholder must respond. She also mentioned that
there is also a challenge in-terms of improving the current
processes due to some form of resistance to change by some
officials who have been at SAA for long periods. The other point she
alluded to was that in some instances contracts are negotiated and
signed without the involvement of Legal;

6.3.24.2.

The award of the tender to Skysupply was approved by the Chief
Executive Officer on 19 December 2013, however the contract
between SAA and Skysupply GmbH / Skysupply Africa (Pty) Ltd
was only signed on 14 March 2016. During this period, various
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payments were made to Skysupply to the value of R24 659 958.56
without having a contract in place.
6.3.25.

The following recommendations are made:
6.3.25.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal and
Operations with an opportunity to:
6.3.25.1.1.

Explain why the contract took 27 months to be
concluded after the contract was awarded; failure to
provide satisfactory responses should result in
corrective action taken against the respective
Executives;

6.3.25.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by incurring the irregular expenditure of R24 659
958.56.

6.3.26.

KINTETSU WORLD EXPRESS SOUTH AFRICA (KWE) (PTY) LTD

6.3.27.

Overview
6.3.27.1.

A business case motivating for an open tender for supply chain
management services was approved by the BAC on 30 September
2011. The critical and functional evaluation criteria and weightings
for the selection of service providers was submitted to BAC on 10
December 2012 and subsequently approved by the BAC on 14
December 2012. On or around February 2013, an open tender
process was initiated to appoint suitably qualified suppliers for the
Provision of In-flight Supply Chain Management Services RFP
GSM002/13 as advertised. The following entities responded on this
tender:
6.3.27.1.1.

KWE-Kintetsu World Express South Africa (Pty) Ltd

6.3.27.1.2.

Kuehne & Nagel (Sky Logistics)

6.3.27.1.3.

E-gate matrix
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6.3.27.1.4.
6.3.27.2.

Fast Shipping

On evaluation of the tender by CFST, it was revealed that only one
entity out of the four entities qualified for Phase 2 consideration. As
a result, the committee requested permission from BAC to request
the bidders (Kuehne & Nagel, Sky Logistics) to clarify the
information provided in response to the critical criteria for the tender.
The BAC granted such permission on 12 April 2013. Subsequent to
clarification sought, the outcome of the Phase 1 evaluation resulted
in all other bidders disqualified except KWE that qualified for Phase
2. The threshold for Phase 2 evaluation was set at 75% while KWE
achieved 98% after evaluation. Submissions to relevant approving
authorities were made and approved in the following manner:

6.3.27.3.

6.3.27.2.1.

BAC approval – 26 July 2013

6.3.27.2.2.

CEO approval – 05 September 2013

6.3.27.2.3.

FIPCO approval – 05 August 2014

6.3.27.2.4.

Board approval – 25 August 2014

The tender was awarded to KWE at an amount of R53 372 004.36
per annum estimated at R266 860 021.80 over a period of five (5)
years starting from 1 September 2014 to 31 August 2019. A letter of
award was then issued on 28 August 2014 and accepted by the
Managing Director of KWE on the same day.

6.3.28.

The following key findings are made:
6.3.28.1.

The contract was still unsigned as at 7 February 2017, 29 months
after the tender was awarded.

6.3.28.2.

Payments to value of R125 842 711.99 were made without a
contract in place.

6.3.28.3.

Documents from other bidders could not be provided for a detailed
evaluation of the tender process.
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6.3.29.

The following are the recommendations made:
6.3.29.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.29.1.1.

Explain why 29 months later the contract is still not
signed.

6.3.29.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by incurring the irregular expenditure of R125 842
711.99.

6.3.29.1.3.

Explain why bid documents from other bidders
could not be availed for the evaluation of the tender
process.

6.3.30.

AVIS CAR RENTAL (PTY) LTD

6.3.31.

Overview
6.3.31.1.

Avis was initially awarded a three-year contract covering the year
2013 to 2016. A tender process was initiated in 2012 for the short
and long term vehicle lease/rentals and voyager chauffeur drive
service to SAA. On 18 July 2012, the GSM made a submission to
the BAC for the approval of evaluation criteria and on the 3 August
2012 the BAC resolved to approve the evaluation criteria and
weightings for the open tender GSM031/2012 for the short and long
term vehicle lease to SAA.

6.3.31.2.

The tender was finally awarded on 21 June 2013 with the following
conditions/notes:
6.3.31.2.1.

There should be separate contracts and SLA's per
commodity

with

each

scope

of

work

non-

performance should be as per SLA and recorded
6.3.31.2.2.

The decision to award to Avis has been from
business and not from the BAC.
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6.3.31.3.

On 28 June 2013, a letter of award was issued by head of the GSM
to Avis Ltd for the supply of short and long term vehicle
lease/rentals and voyager chauffeur drive service to SAA for a
period of three (3) years staring 1 July 2013 to 30 June 2016,
however this letter was not signed by AVIS. On 18 August 2015,
Avis signed the contract while SAA signed the contract on the 08
March 2016. The contract is estimated at R10 million per annum
starting from 01 March 2014 to 28 February 2017.

6.3.32.

The following key findings are made
6.3.32.1.

The award of this tender was approved by the business unit and not
BAC as indicated in the minutes of BAC dated 21 June 2013.

6.3.32.2.

The contract negotiations and signing off was finalised on 8 March
2016 that is 24 months after the commencement date of a contract.

6.3.32.3.

Payments to the value of R9 453 813.68 were made to Avis starting
from 1 March 2014 to 1 March 2016 without a signed contract
between SAA and Avis.

6.3.33.

The following recommendations are made:
6.3.33.1.

The SAA Board exercises its authority in terms of Section 51 (e) of
the Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.33.1.1.

Explain why it took 24 months to conclude a
contract.

6.3.33.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

R9,453,813.68.

the

irregular

a

expenditure

of
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6.3.34.

DIMENSION DATA

6.3.35.

Overview
6.3.35.1.

This was an extension of an already existing customer service
centre (call centre) five-year contract with Dimension Data, resulting
in an eight-year contract. The motivation was that SAA would
receive savings for three years and/or a discount through
negotiations with Dimension Data. A decision was taken in
December 2014 between the GSM and the relevant Business Units
to renegotiate the agreement with the current service provider and
offer a contract extension in return for the discount on the current
price.

On 10 December 2014, the Global Supply Chain

Management requested the Bid Adjudication Committee to support
a 3-year extension to the existing Dimension Data contract.
6.3.35.2.

On 18 December 2014, the Global Supply Chain Management
requested the Acting CEO to support, for the SAA Board to
approve, the extension of the contract with Dimension Data for a
period of three years. The Acting CEO signed the necessary
documents on 7 January 2015. On 16 January 2015, the Global
Supply Chain Management requested approval from the SAA
Board. The extended contract with Dimension Data was then signed
on 11 November 2015 by the Acting CEO, CFO, COO and CPO.
The value of the extension with Dimension Data was R249 499 824.
00 (excluding vat), an apparent saving of R62 374 956.00. The
calculations of the discount were proposed by Dimension Data and
were used in the motivation by the committees for approval by the
Board.

6.3.36.

The following key findings are made
6.3.36.1.

There is no evidence that the deviation from SCM policy was
approved by the Board;

6.3.36.2.

Payments totalling R49 948 796.00 were made during the period 1
April 2015 to 06 November 2015 and were paid without a contract in
place. The contract was only signed on 11 November 2015;
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6.3.36.3.

Dimension Data’s proposal furthermore focused on the price
discount and continuous service, but neglected other critical issues
that SAA required in terms of the contract extension, namely,
initiatives to drive direct sales, improve revenue and transformation;
and

6.3.36.4.

The value of the new extended contract with Dimension Data was
R249 499 824.00, with an apparent saving of R62 374 956.00 that
was not tested in the market.

6.3.37.

The following recommendations are made:
6.3.37.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:

6.3.37.2.

Explain the reasons why the deviation from the SCM Policy was not
presented to the relevant approving authority for approval;

6.3.37.3.

Explain why it took 7 months to conclude a contract between SAA
and Dimension Data; and

6.3.37.4.

Account for contravening Section 25.1.3.5 of the SCM Policy and
Section 57 (a) and (c) of the PFMA by incurring the irregular
expenditure of R49 948 796.00.

6.3.38.

GATE GOURMET INC. (WASHINGTON DC)

6.3.39.

Overview
6.3.39.1.

The contract for the supply of on-board catering services in
Washington DC expired on 31 January 2014. Based on the
recommendation of the Bid Adjudication Council (BAC), the catering
market in Washington DC only consisted of two service providers to
provide on-board catering services. SAA therefore embarked on a
confined tender process which commenced in January 2014 to
procure on-board catering services for a period of 3 years.

6.3.39.2.

Due to the late commencement of the Supply Chain Management
process, the BAC approved an extension of the contract by a period

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 277 of 317

of 4 months to 31 May 2014. The service provider however did not
want to accept the extension, and after negotiations, agreed to a 3month extension. During the tender process (GSM 002/2014), Gate
Gourmet Inc. was awarded the contract to supply on-board catering
services in Washington DC for a period of 3 years commencing on 1
May 2014 to 30 Apr 2017 at a total value of R99 897 215.35.
6.3.39.3.

The award of the tender was approved by the Chief Executive
Officer on 9 April 2014, however the contract between SAA and
Gate Gourmet Inc. was only signed on 14 May 2015.

6.3.40.

The following key findings are made
6.3.40.1.

The contract for the supply of on-board catering services in
Washington DC expired on 31 January 2014. Global Supply
Management (GSM) only commenced with a confined tender
process in January 2014, which resulted in them requesting an
extension of the previous contract for a period of 4 months;

6.3.40.2.

It appears that the Contract Management System (CMS) is not
adequately utilised to circumvent the late commencement of tender
processes. This results in non-compliance with the SCM Policy;

6.3.40.3.

During the confined bid process followed for the supply of on-board
catering services in Washington DC, only three individuals were
nominated to serve as members of the Cross Functional Sourcing
Team (CFST) and approved by the HOD: GSM. The CFST was
therefore not well represented by all the relevant business units to
ensure efficient and cost effective sourcing of services above the
threshold and in line with the Delegation of Authority;

6.3.40.4.

Standard procedure at SAA GSM is to obtain confirmation of the
confined bidders from the Country/Station Manager. During this
process, the Country/Station Manager declares that the supplier(s)
is/are the only supplier(s) accredited/licensed/sole supplier or for
business reasons and that they are eligible to be invited to
participate in the procurement process to secure the supply of the
requested services. The process followed by the GSM during this
SCM process did not include obtaining confirmation from the
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Country/Station Manager. The GSM has therefore not followed
standard practise in this regard;
6.3.40.5.

The award of the tender to Gate Gourmet was approved by the
Chief Executive Officer on 9 April 2014, however the contract
between SAA and Gate Gourmet was only signed on 14 May 2015
(Approximately 1-year later); and

6.3.40.6.

During this period payments amounting to R29 699 033.77 were
made to Gate Gourmet without a signed contract.

6.3.41.

The following recommendations are made:
6.3.41.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.41.1.1.

Explain the reasons why the procurement process
was initiated as late as in January 2014;

6.3.41.1.2.

Explain the reasons why confirmation from the
station manager was not sought as required in
terms of the standard procedure for confinement;

6.3.41.1.3.

Explain the reasons why it took 12 months to
conclude a contract between SAA and Gate
Gourmet; and

6.3.41.1.4.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

R29,699,033.77.

the

irregular

expenditure

of

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 279 of 317

6.3.42.

GATE GOURMET HONG KONG LTD

6.3.43.

Overview
6.3.43.1.

On 23 November 2013, a technical tender specification for a RFP
was authorised on behalf of the business unit: Marketing. Three
bidders were invited to bid: LSG, Cathay and Gate Gourmet.
Cathay Catering indicated that they did not have the capacity and
on 10 March 2014 LSG Sky Chefs withdrew from the tender as their
primary goal was to win SAA's business in LHR, FRA and MUC
where they had more than enough capacity to service SAA. With
only HKG, IAD and GRU left on the table there was not sufficient
incentive for LSG Sky Chefs to participate in the tender.

6.3.43.2.

On 6 December 2013, the BAC requested an extension of the
current contracts for the supply of on-boarding catering services to
SAA in Hong Kong, Washington DC and Sao Paulo with Gate
Gourmet for a period of 4 months. The period approved was 1
February 2014 to 31 May 2014 and the cost was R23 838 204.31,
however Gate Gourmet only agreed to extend the contract by 3
months instead of the 4. The CFST adjusted the set timelines to
facilitate the completion of the tender process a month before the
expiry of the extended contract.

6.3.43.3.

The final award amounting to R46 882 340.00 for Hong Kong was
made to Gate Gourmet for the period 1 May 2014 to 31 April 2017.

6.3.44.

The following key findings are made
6.3.44.1.

The contract for the supply of on-board catering services in Hong
Kong expired on 31 January 2014. Global Supply Management
(GSM) only commenced with a confined tender process in January
2014, which resulted in them requesting an extension of the
previous contract for a period of 4 months.

6.3.44.2.

It should be noted that Gate Gourmet rejected a 4 months’
extension opting for 3 months. This appears to have been a bullying
tactic by Gate Gourmet to force SAA to award the tender to them.
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6.3.44.3.

Failure to start the process on time resulted in SAA paying
extension costs to the value to R23,838,204.31 for Hong Kong, Sao
Paolo and Washington DC.

6.3.44.4.

It therefore appears that the Contract Management System (CMS)
is not adequately utilised to circumvent the late commencement of
tender processes. This furthermore results in non-compliance with
the SCM Policy as bad planning is not acceptable as justification for
the use of limited bidding.

6.3.44.5.

During the confined bid process followed for the supply of on-board
catering services in Hong Kong, only three individuals were
nominated to serve as members of the Cross Functional Sourcing
Team (CFST) and approved by the HOD: GSM. The CFST was
therefore not well represented by all the relevant business units to
ensure efficient and cost effective sourcing of services above the
threshold and in line with the Delegation of Authority.

6.3.44.6.

Standard procedure at SAA GSM is to obtain confirmation of the
confined bidders from the Country/Station Manager. During this
process, the Country/Station Manager declares that the supplier(s)
is/are the only supplier(s) accredited/licensed/sole supplier or for
business reasons and that they are eligible to be invited to
participate in the procurement process to secure the supply of the
requested services.

6.3.44.7.

According to the BAC recommendation LSG and Gate Gourmet are
the only two service providers who are able to provide this service in
Hong Kong. There is no evidence that confirms that LSG and Gate
Gourmet are the only services providers in Hong Kong that are able
to provide this service.

6.3.44.8.

The award of the tender to Gate Gourmet was approved by the
Chief Executive Officer on 9 April 2014, however the contract
between SAA and Gate Gourmet was only signed on 14 May 2015
(Approximately 1-year later).

6.3.44.9.

A review of payments made to date revealed that as at 1 December
2016, R46,021,615.48.00 was paid in relation to this contract.
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These total payments are likely to exceed the approved budget
given that there is still 4 months left in the contract.
6.3.44.10. There appears to have been a loss of negotiating power as a result
of contracts negotiated under pressure due to contracts that have
expired.
6.3.44.11. There

were

extensions

of

contracts

to

accommodate

the

inefficiencies in contract management.
6.3.45.

The following recommendations are made:
6.3.45.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.45.1.1.

Explain the reasons why the procurement process
was initiated as late as in January 2014;

6.3.45.1.2.

Explain the reasons why confirmation from the
station manager was not sought as required in
terms of the standard procedure for confinement;

6.3.45.1.3.

Explain the reasons why it took 12 months to
conclude a contract between SAA and Gate
Gourmet; and

6.3.45.1.4.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by incurring the irregular expenditure of R46 021
615.48.00.

6.3.46.

GATE GOURMET SAO PAULO

6.3.47.

Overview
6.3.47.1.

Gate Gourmet were the previous suppliers to the contract which
expired on 31 January 2014. On 6 December 2013, the BAC
requested an extension of the above contract for the supply of onboarding catering services to SAA in Hong Kong, Washington DC
and Sao Paulo with Gate Gourmet for a period of 4 months. The
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period approved was 1 February 2014 to 31 May 2014 and the cost
was R23 838 204.31, however Gate Gourmet only agreed to extend
the contract by 3 months instead of the 4.
6.3.47.2.

A tender process was conducted and the contract to provide the
services for a period of three years was awarded to Flying Food
Servair Brazil. Flying Food Servair Brazil were supposed to start
providing on-board catering services to SAA from 1 May 2014
however this did not happen as SAA cited irregularities rendering
Flying Food Servair Brazil incapable of providing the service.

6.3.47.3.

The background and motivation to award the bid to Gate Gourmet
provided by the GSM to the BAC was as follows:
6.3.47.3.1.

Flying Food Servair Brazil initially presented a
consortium comprising of three caterers to the
CFST that visited Sao Paulo. The CFST evaluated
them as a consortium and the submission to BAC
was recommended to the CEO for approval on 28
March 2014 and the CEO approved the award to
the consortium on the 31 March 2014;

6.3.47.3.2.

Subsequent to the award, Flying Food Servair
Brazil requested SAA to change the name of the
consortium to Servair Brazil and further stated their
work will be subcontracted to ComRio, a member of
the consortium;

6.3.47.3.3.

Given that the CFST evaluated the combined
capabilities of the three caterers that make up the
consortium

in

order

to

come

up

with

the

recommendation to the approval authority, the
changes requested by Servair Brazil rendered the
entire tender process null and void;
6.3.47.3.4.

Legal

advice

irregularities

was
that

sought
were

and

due

revealed

to
by

the
the

documentation that was provided by Flying Food
Servair Brazil under the pretext of the consortium, a
decision to cancel the contract was made and a
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letter to that effect was sent to Flying Food Servair
Brazil;
6.3.47.3.5.

This prompted SAA to engage Gate Gourmet to
continue providing catering services to SAA whilst
the requisite approval to contract them on a longterm basis was sought. Gate Gourmet was the only
option available after LSG Sky Chefs withdrew their
proposal citing capacity constraints at their Sao
Paulo

catering

unit

as

the

reason

for

the

withdrawal;
6.3.47.3.6.

According to the recommendation: Since the
contract with Flying Food Servair Brazil was
cancelled there was a need to urgently engage
Gate Gourmet to continue offering the on-board
catering services with the undertaking that they will
be contracted to provide the service on a long-term
basis. The GSM acknowledged in the submission to
the CEO that Gate Gourmet was aware of how dire
the situation was and used the resultant leverage to
dictate terms to SAA; and

6.3.47.3.7.

One of these terms was that Gate Gourmet will stop
offering catering services in Sao Paulo if a legally
binding document was not signed by both parties
on or before 12 May 2014. It was against this
background that the CEO was requested to
approve the recommendation to confine and award
the tender for the Supply of On-board Catering
Services to SAA in Sao Paulo to Gate Gourmet for
a period of 3 years.

6.3.47.4.

On 7 May 2014 Gate Gourmet issued a letter to SAA stating that
they will continue to provide catering services to SAA until 12 May
2014. On 9 May 2014 the GSM requested BAC support to confine
and award the contract for the supply of on-board catering services
in Sao Paulo to Gate Gourmet. On 9 May 2014, the BAC
recommended to the CEO to confine and award the contract for the
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supply of on-board catering services in Sao Paulo to Gate Gourmet
for a period of 3 years at an estimated total cost of R75 829 701.81,
subject to exchange rate fluctuations.
6.3.47.5.

On 12 May 2014 the GSM requested approval from the CEO to
confine and award the tender for the supply of on-board catering
services to SAA in Sao Paulo to Gate Gourmet for a period of three
years at an estimated cost of R75 829 701.81, subject to exchange
rate fluctuations, which the CEO approved on 14 May 2014.

6.3.47.6.

On 13 May 2014 SAA issued a LOA to Gate Gourmet for the supply
of On-board Catering services to SAA in Sao Paulo, for a period of
three (3) years from 1 May 2014 to 30 April 2017. On 14 May 2014,
the CEO approved the recommendation to confine and award the
tender to Gate Gourmet.

6.3.47.7.

The contract between SAA and Gate Gourmet was signed off by the
CFO on 14 May 2015.

6.3.48.

The following key findings are made
6.3.48.1.

The contract for the supply of on-board catering services in Sao
Paulo expired on 31 January 2014. Global Supply Management
(GSM) only commenced with a confined tender process in January
2014, which resulted in them requesting an extension of the
previous contract for a period of 4 months;

6.3.48.2.

There

were

extensions

of

contracts

to

accommodate

the

inefficiencies in contract management. Failure to start the process
on time resulted in SAA paying extension costs to the value of R23
838 204.31 for Hong Kong, Sao Paolo and Washington DC;
6.3.48.3.

It should be noted that Gate Gourmet rejected a 4 months’
extension opting for 3 months. This appears to have been a bullying
tactic by Gate Gourmet to force SAA to award the tender to them;

6.3.48.4.

It therefore appears that the Contract Management System (CMS)
is not adequately utilised to circumvent the late commencement of
tender processes. This furthermore results in non-compliance with
the SCM Policy as bad planning is not acceptable as justification for
the use of confined bidding;
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6.3.48.5.

The award of the tender to Gate Gourmet was approved by the
Chief Executive Officer on 14 May 2014, however the contract
between SAA and Gate Gourmet was only signed on 14 May 2015
(Approximately 1-year later). Up until the time the contract was
signed SAA incurred irregular expenditure which could not be
determined as financial information was still outstanding at the time
of concluding the report; and

6.3.48.6.

There appears to have been a loss of negotiating power as a result
of contracts negotiated under pressure due to contracts that have
expired. This loss of negotiating power resulted in the loss of R12
million as Flying Foods Brazil was awarded the same contract at
R63 794 435 while Gate Gourmet charged SAA R75 829 701.81.

6.3.49.

The following recommendations are made:
6.3.49.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.49.1.1.

Explain the reasons why the procurement process
was initiated as late as in January 2014;

6.3.49.1.2.

Explain the reasons why confirmation from the
station manager was not sought as required in
terms of the standard procedure for confinement;

6.3.49.1.3.

Explain the reasons why it took 12 months to
conclude a contract between SAA and Gate
Gourmet; and

6.3.49.1.4.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by incurring the irregular expenditure.
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6.3.50.

PERTH INFLIGHT CATERING

6.3.51.

Overview
6.3.51.1.

This was a contract for the supply of on-board catering services to
SAA in Perth, for a period of 3 years, from 1 November 2015 to 31
October 2018 with an estimated total cost of R85 825 182.59. On 8
April 2015, the station manager provided the relevant confirmation
that only Alpha Catering Services, Qantas Catering Limited and
Perth in-Flight Catering were accredited to provide the above
services.

6.3.51.2.

On 24 April 2015, the BAC approved:
6.3.51.2.1.

The evaluation criteria and weightings for the
provision of on-board catering services to SAA in
Perth prior to the RFP being forwarded to the
service providers; and

6.3.51.2.2.

The confinement of the tender for the provision of
on-board catering services in Perth.

6.3.51.3.

The following service providers submitted their bids for the provision
of on-board catering services in Perth:

6.3.51.4.

6.3.51.3.1.

Alpha Catering Services

6.3.51.3.2.

Qantas Flight Services

6.3.51.3.3.

Perth in-Flight Catering

On 7 August 2015, the BAC approved the request of the CFST to
request additional information from the caterers in order to proceed
with the evaluation of their proposals. On the 19th August 2015,
SAA issued all tenderers with email requests to provide further
information in order to continue with evaluating the proposals as
critical criteria evaluation questions were not answered, and only
Perth Inflight Catering provided the required information.

6.3.51.5.

The evaluation report compiled by the CFST on the 05th of October
2015 reveals that both Alpha Catering and Qantas Flight Services
did not qualify for Phase 2 due to lack of documentation. Perth In-
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Flight was then evaluated against Qantas costs as they were still
contracted to render catering services for SAA. On 5 October 2015,
the BAC resolved by Round Robin approval to support and
recommend to the Acting CEO the approval to award the contract
for on-board Catering in Perth to Perth Inflight Catering for a period
of three years, commencing from 1 November 2015, ending 31
October 2018, at an estimated cost of R85 825 182.59. On 6th
October 2015, the Acting CEO supported the BAC decision to
approve the award.
6.3.52.

The following key findings are made
6.3.52.1.

The Acting CEO’s approval on 6 October 2015 was taken as the
final authority. This is not in compliance with the Delegation of
Authority which states that any awards above R50 million would
need FIPCO Board approval.

6.3.52.2.

There is no signed agreement in place as at 01 December 2016,
regulating the relationship between SAA and Perth Inflight Catering
which exposes SAA to the risk of failing to hold Perth Inflight
Catering accountable for any deviation from the scope.

6.3.52.3.

In the absence of a signed contract, SAA is not in a position to
monitor and evaluate the performance of the service provider.

6.3.52.4.

Non-compliance with SCM Policy with regard to payments of
services without a signed contract.

6.3.52.5.

Non-adherence to the SAA’s Delegation of Authority as the
inappropriate level of authority approved the award. This has the
result of a significant contract being approved by a committee that
does not have delegated authority to do so.

6.3.53.

The following recommendations are made:
6.3.53.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
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6.3.53.1.1.

Explain the reasons why 12 months later the
contract between SAA and Perth Inflight Catering
was still outstanding.

6.3.53.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by incurring the irregular expenditure.

6.3.53.1.3.

Explain why the Delegation of Authority was not
taken

into

account

when

the

contract

was

approved.
6.3.54.

SWISSPORT TANZANIA PLC

6.3.55.

Overview
6.3.55.1.

Swissport Tanzania’s contract to provide Ground Handling Services
at the Julius Nyerere International Airport in Dar Es Salaam
(Tanzania) came to an end on 31 March 2016.

6.3.55.2.

At the time, Swissport was the only accredited supplier to provide
this service. For this reason, SAA had to obtain approval to use a
confinement process to award the service again to Swissport for
another 3-year period. During this process, the GSM negotiated with
Swissport to maintain the same rates for a further 2-years with a
CPI increase only in the third year. The CPI increase was also
limited to 4%.

6.3.55.3.

The award of the contract took longer than anticipated and the
previous contract had to be extended for a period of 2-months (1
Apr 2016 to 31 May 2016). The BAC approved the extension on 8
April 2016.

6.3.55.4.

As the value of the contract was over R50m, the Finance,
Investment and Procurement Committee (FIPCO) finally approved
the award of the contract on 27 May 2016 commencing on 1 Jun
2016 to 31 May 2019. The value of the contract awarded was
estimated at R47,573,635.20 for Commercial and R3,262,358.90 for
Cargo handling.
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6.3.55.5.

Although the contract was awarded to Swissport in May 2016, a
contract has not yet been concluded between the parties.

6.3.56.

The following key findings are made
6.3.56.1.

The award of the contract to Swissport Tanzania was approved by
the FIPCO on 27 May 2016, however the contract between SAA
and Swissport Tanzania has not yet been concluded.

6.3.56.2.

Since 1 June 2016, various payments were made to Swissport
Tanzania to the value of R11,773,279.16 without having a contract
in place, which ultimately results in irregular expenditure.

6.3.57.

The following recommendations are made:
6.3.57.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public Finance Management Act by providing the Executives
responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.57.1.1.

Explain the reasons why the contract was still not
signed as at 31 December 2016 between SAA and
Swissport Tanzania.

6.3.57.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

the

irregular

expenditure

of

R11,773,279.16
6.3.58.

SWISSPORT USA INC. (WASHINGTON)

6.3.59.

Overview
6.3.59.1.

During June 2015, the African Airlines Association (AFRAA) invited
SAA to participate in a joint tender process to appoint service
providers at regional and international stations to provide Ground
Handling Services.

6.3.59.2.

SAA decided to only participate in the tender process for two
stations, Washington and Kinshasa International Airports. The BAC
supported and recommended the participation of SAA in this tender

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 290 of 317

process on 7 March 2016. The Acting CEO (Musa Zwane) approved
SAA’s participation in this tender process on 5 Apr 2016.
6.3.59.3.

The bid process for Washington International Airport was confined
to the following two service providers as they were the only
accredited service providers to provide Passenger and Ramp
Handling Services in Washington:

6.3.59.4.

6.3.59.3.1.

Swissport USA; and

6.3.59.3.2.

World Flight Services

The bid process for Kinshasa International Airport was confined to
the following three handlers:

6.3.59.5.

6.3.59.4.1.

Congo Handling Services;

6.3.59.4.2.

Global Aviation Services International; and

6.3.59.4.3.

African Transport Systems.

AFRAA concluded the tender review during 26 to 27 October 2015
(with representation from SAA) and found Swissport USA to be the
most favourable and acceptable service provider for Washington
International Airport.

6.3.59.6.

Congo Handling Services was found to be the most favourable
bidder for Kinshasa International Airport, however the process could
not be finalised until an audit of the location had been completed.

6.3.59.7.

The GSM therefore requested the Acting CEO to approve the
passenger departures and ramp handling services to Swissport
USA at Washington International Airport for a period of three-years
from 1 June 2016 to 31 May 2019 at an estimated value of
R31,323,392.10. This was approved by the Acting CEO (Musa
Zwane) on 30 June 2016.

6.3.59.8.

The contract between SAA and Swissport USA still needs to be
finalised.
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6.3.60.

The following key findings are made
6.3.60.1.

During the review of various contracts between SAA and service
providers, it was noted that dates on documentation and wording
used in documentation does not always tie up with the flow of the
SCM processes.

6.3.60.2.

On several occasions, it appears as if information and dates on
BAC Submission Checklists, BAC Submissions, BAC Decision
Records and SAA Board Resolutions are incorrect due to
information being copied and pasted from previous records.

6.3.60.3.

In the SCM process for awarding Ground Handling Services in
Washington to Swissport USA, the following was found:

6.3.60.4.

Incorrect Dates:
6.3.60.4.1.

The submission from the GSM to the Acting CEO
requesting the approval of SAA’s participation in the
AFRAA joint tender dated 16 March 2015 was
signed by the person who compiled the document
(Sourcing Specialist: Lee-Anne Swart) on 18 March
2016, a year later.

6.3.60.5.

This means that the document was disguised to look as if the
approval was requested in 2015. According to Lee-Anne Swart, she
neglected to obtain approval from the CEO before SAA participated
in the AFRAA joint tender.

6.3.60.6.

Incorrect Budget Amounts:
6.3.60.6.1.

The submission made from the GSM to the BAC
dated

19

estimated

February
cost

for

2016

indicated

Washington

that

the

would

be

R5,169,710.00 per annum. This document was
compiled by the Sourcing Specialist (Lee-Anne
Swart).
6.3.60.6.2.

The BAC Submission Checklist signed by the
Sourcing Specialist (Lee-Anne

Swart)

on 24

February 2016 also indicated the value of the
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budget for Washington to be R5,169,710.00 per
annum.
6.3.60.6.3.

An e-mail from the Regional Finance Manager
(Francisco Arguello) to Sourcing Specialist (LeeAnne Swart) dated 24 May 2016, confirmed the
budget for Passenger Handling at Washington of
R68,021,271.57 (USD 4,177,890.00).

6.3.60.6.4.

The BAC Submission Checklist signed by the
Sourcing Specialist (Lee-Anne Swart) on 1 June
2016 indicated the value of the budget for
Washington to be R61,414,983.00 per annum.

6.3.60.6.5.

The Final Supplier Selection Recommendation for
Ground

Handling

services

at

Washington

International Airport dated 3 June 2016, indicated
an approved budget of R61,414,983.00. This
document was compiled by the Sourcing Specialist
(Lee-Anne Swart).
6.3.60.6.6.

The CEO approved the final recommendation of
awarding Ground Handling services at Washington
International Airport to Swissport USA on 30 June
2016 at an estimated value of R31,323,392.10 over
a three-year period.

6.3.60.6.7.

This means that when the BAC resolved to support
and recommend to the Acting CEO the request to
participate in the AFRAA joint sourcing of Ground
Handling services at both regional and international
stations on 7 March 2016, they were unaware that
the budget for Washington was R61,414,983.00
and not R5,169,710.00 per annum.

6.3.60.6.8.

The Sourcing Specialist (Lee-Anne Swart) could not
explain where the budget of R5,169,710.00 per
annum was derived from.
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6.3.60.6.9.

On 14 July 2015, the African Airlines Association
(AFRAA)

sent

Procurement

a

letter

Officer

to

(Dr

the

SAA

Masimba

Chief

Dahwa)

informing him that the AFRAA Ground Handling
Committee commenced a tender process for the
procurement

of

ground

handling

services

at

selected airports.
6.3.60.6.10.

AFRAA therefore requested that Ms Lee-Anne
Swart (Sourcing Specialist) travel to Nairobi to
participate in the critical phase of the 2015 tender
process.

6.3.60.6.11.

Approval for SAA to participate in the AFRAA joint
tender process was only obtained from the Acting
CEO of SAA in April 2016. By then the AFRAA
tender process was already completed. This means
that the Chief Procurement Officer of SAA gave
permission for the Sourcing Specialist to participate
in this tender process without the approval of the
Acting CEO.

6.3.60.6.12.

No evidence could be found that the GSM
appointed

a

CFST

with

representation

from

specialists in various functional areas to overlook
the tender process. Only the Sourcing Specialist
appears to have participated in the final phase of
the tender process. This compromises the overall
SCM process of SAA and opens the procurement
system to manipulation.
6.3.60.6.13.

No evidence could be found that confirmation for
the confinement of bidders was obtained from the
Country or Station manager during the AFRAA joint
tender process. The Secretariat of AFRAA also
received various letters from BidAir during the
tender process expressing concerns that the tender
process was not in line with the Competition Act of
South Africa. This indicates that all the standard
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SCM processes were not followed as would be
expected from SAA.
6.3.60.6.14.

No evidence could be found that the Sourcing
Specialist signed a Declaration of Interest.

6.3.60.6.15.

The award of Ground Handling services

at

Washington International Airport to Swissport USA
was approved by the Acting CEO on 30 June 2016
for commencement on 1 June 2016, however the
contract between SAA and Swissport has not yet
been concluded to date (approximately eightmonths later).
6.3.60.6.16.

During the period 1 June 2016 (commencement
date) to current, various payments were made to
Swissport USA to the value of R10,782,954.84
without having a contract in place, which ultimately
results in irregular expenditure.

6.3.61.

The following recommendations are made:
6.3.61.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.61.1.1.

Explain the reasons why the contract was still not
signed as at 31 December 2016 between SAA and
Swissport USA.

6.3.61.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

the

irregular

expenditure

of

R10,782,954.84
6.3.61.1.3.

Explain irregularities in the submission documents
compiled by the Sourcing Specialist, Lee-Ann
Swart.
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6.3.61.1.4.

Failure to provide satisfactory responses should
result

in

appropriate

steps

taken

against

responsible officials in line with Section 51 (e).
6.3.62.

JARDINE AIRPORT SERVICES (HONG KONG)

6.3.63.

Overview
6.3.63.1.

SAA utilised Honk Kong Airport Services Limited (HAS) in the past
to provide Passenger and Ramp services at the Hong Kong
International Airport (HKG). The contract between SAA and HAS
commenced on 18 January 2011 and expired on 17 January 2014.

6.3.63.2.

During October 2013, Global Supply Management (GSM) embarked
on a tender process in order to ensure that SAA was still obtaining
the best business solution at Hong Kong International Airport.
6.3.63.2.1.

The tender process took longer than anticipated
and the GSM had to request an extension of the
contract with HAS for a period of three-months (18
Jan 2014 to 31 Mar 2014). This extension was
inadequate and the GSM had to request another
extension of the contract for a period of one-month
and five-days (1 Apr 2014 to 5 May 2014).

6.3.63.3.

On 7 March 2014, the CFST recommended to the BAC that the
tender should be awarded to Jardine Airport Services Limited
(Jardine), however the BAC decided that SATS Hong Kong Limited
(SATS) would be a better option for SAA and awarded the contract
to SATS for a period of three-years from 6 May 2014 to 5 May 2017
at an estimated value of R25,554,619.56.

6.3.63.4.

SATS notified SAA on 18 March 2014 that they would not be able to
commence on 6 May 2014 as required by SAA. HAS (the current
service provider) was unable to extend their services and SAA
therefore had to retract the award from SATS and award the
contract to Jardine for a period of three-years from 6 May 2014 to 5
May 2017 at an estimated value of R25,625,666.31.
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6.3.63.5.

The tender was awarded by the BAC to Jardine on 20 March 2014
and the contract between SAA and Jardine was concluded on 3
October 2014.

6.3.64.

The following key findings are made
6.3.64.1.

The contract for the supply of Passenger and Ramp services at the
Hong Kong International Airport in Hong Kong expired on 17
January 2014. The GSM only commenced with a confined tender
process in October 2013, which resulted in them requesting the
following contract extensions:
6.3.64.1.1.

First Extension: 18 Jan 2014 to 31 Mar 2014 (threemonth); and

6.3.64.1.2.

Second Extension: 1 Apr 2014 to 5 May 2014 (onemonth and five-days).

6.3.64.2.

The Contract Management System (CMS) is therefore not
adequately utilised to circumvent the late commencement of tender
processes.

6.3.64.3.

The award of Passenger and Ramp services at Hong Kong
International Airport to Jardine was approved by the BAC on 20
March 2014 for commencement on 6 May 2014, however the
contract between SAA and Jardine was only signed by the CFO on
27

Augustus

2014

and

by

Jardine

on

3

October

2014

(approximately five-months later).
6.3.64.4.

During the period 6 May 2014 (commencement date) to 3 October
2014 (date contract was signed), various payments were made to
Jardine without having a contract in place, which ultimately results
in irregular expenditure.

6.3.64.5.

According to the BAC Decision Record dated 8 November 2013, the
CFST recommended that the BAC approve the award of Passenger
and Ramp Handling to Jardine Airport Services Limited at Hong
Kong for a three-year period.

6.3.64.6.

The BAC Decision Record indicated that the BAC decided not to
award the tender to Jardine and awarded the tender to SATS. The
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only reason stated on the decision record was as follows: “Award to
SATS as they are the top scored bidder and it’s in line with the
PPPFA”.
6.3.64.7.

It appears as if the date of the BAC Decision Record (8 November
2013) is incorrect as the CFST only submitted their Final Supplier
Selection Recommendation to the BAC on 7 March 2014,
approximately four months later.

6.3.64.8.

The minutes of the BAC meeting held on 8 November 2013 was
requested from the GSM, however this award was not discussed
during the meeting of the 8th November 2013. The minutes of the
BAC meeting where this award was made was requested from the
GSM, however they were unable to find minutes of the meeting
where the BAC awarded this tender.

6.3.65.

The following recommendations are made:
6.3.65.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.65.1.1.

Provide an explanation as to why it took 5 months
to conclude the contract between SAA and Jardine
Airport Services (Hong Kong).

6.3.65.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by incurring the irregular expenditure.

6.3.65.1.3.

Explain the inconsistencies with regard to the BAC
minutes on the approval of the award on 08
November 2013.

6.3.65.2.

Failure

to

provide

satisfactory responses

should

result

in

appropriate steps taken against responsible officials in line with
Section 51 (e).

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 298 of 317

6.3.66.

LUFTHANSA - MUNICH

6.3.67.

Overview
6.3.67.1.

Passenger Handling services at Munich International Airport were
provided to SAA by Lufthansa in the past. The contract between
SAA and Lufthansa expired on 31 December 2014.

6.3.67.2.

On 28 November 2014, the GSM made a submission to the BAC
requesting the confinement and approval to award Passenger
Handling services to Lufthansa at Munich International Airport for a
period of three-years as Lufthansa was the only accredited supplier.

6.3.67.3.

The BAC approved the confinement and award to Lufthansa on 12
December 2014 for the period 1 January 2015 to 31 December
2017 at an estimated cost of R23,465,634.18.

6.3.67.4.

Subsequently a process commenced to conclude a contract with
Lufthansa, however, to date, it has not yet been concluded.

6.3.68.

The following key findings are made
6.3.68.1.

The award of Passenger Handling services at Munich International
Airport to Lufthansa was approved by the BAC on 12 December
2014 for commencement on 1 January 2015, however the contract
between SAA and Lufthansa has not yet been concluded to date
(approximately two-years and one-month later later).

6.3.68.2.

During the period 1 January 2015 (commencement date) to current,
payments could have been made to Lufthansa without having a
contract in place, which ultimately results in irregular expenditure.
The Finance Department was however unable to provide us with
payment information for this period.

6.3.69.

The following recommendations are made:
6.3.69.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
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6.3.69.1.1.

Provide an explanation as to why the contract is still
not signed 25 months since the award was made.

6.3.69.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by incurring the irregular expenditure.

6.3.69.1.3.

Failure to provide satisfactory responses should
result

in

appropriate

steps

taken

against

responsible officials in line with Section 51 (e).
6.3.70.

SKYWAY AVIATION HANDLING COMPANY LIMITED - LAGOS

6.3.71.

Overview
6.3.71.1.

Ground Handling services at Lagos International Airport were
provided by Skyway Aviation Handling Company Limited (SAHCOL)
to SAA in the past. Their contract expired on 31 January 2016.

6.3.71.2.

In 2014, SAA participated in the AFRAA joint tender process and
Lagos was one of the locations involved in the tender. During this
tender process SAHCOL was selected to provide Ground Handling
services at Lagos. In 2015, AFRAA engaged the only two
accredited suppliers, SAHCOL and Nigerian Aviation Handling
Company (NAHCO) to participate in the AFRAA tender process,
however neither responded.

6.3.71.3.

SAA conducted an RFI at Abuja International Airport for the same
services, SAHCOL offered SAA the same rate for Abuja as for
Lagos of USD1,155 per turnaround versus NAHCO who proposed
USD1,560 per turnaround.

6.3.71.4.

Based on the information obtained from the RFI at Abuja, the GSM
made a submission to the BAC on 15 January 2016 to request the
BAC to approve the confinement and award of Ground Handling
services at Lagos to SAHCOL. The BAC approved the confinement
and award to SAHCOL for a period of three-years (1 February 2016
to 31 January 2019) at an estimated cost of R17,922,504.60.

6.3.71.5.

Although the contract commenced on 1 February 2016, the contract
between SAA and SAHCOL have not been concluded to date.
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6.3.72.

The following key findings are made
6.3.72.1.

The award of Ground Handling services at Lagos International
Airport to SAHCOL was approved by the BAC on 22 January 2016
for commencement on 1 February 2016, however the contract
between SAA and SAHCOL has not yet been concluded to date
(approximately one-year later).

6.3.72.2.

During the period 1 February 2016 (commencement date) to
current, various payments were made to SAHCOL to the value of
R8,321,967.75 without having a contract in place, which ultimately
results in irregular expenditure.

6.3.73.

The following recommendations are made:
6.3.73.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.73.1.1.

Provide an explanation as to why the contract is still
not signed 12 months since the award was made.

6.3.73.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

the

irregular

expenditure

of

R8,321,967.75.
6.3.73.2.

Failure

to

provide

satisfactory responses

should

result

in

appropriate steps taken against responsible officials in line with
Section 51 (e).
6.3.74.

ENTEBBE HANDLING SERVICES (ENTEBBE-UGANDA)

6.3.75.

Overview
6.3.75.1.

On 18 September 2015, the BAC approved the confinement and
award of Ground Handling services at Entebbe International Airport
to Entebbe Handling Services (ENHAS) for a period of three-years
at an estimated cost of R16,380,000.00.
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6.3.75.2.

On 15 August 2016, a contract was concluded between SAA and
ENHAS

to

provide

Ground

Handling

services

at

Entebbe

commencing on 1 September 2015 to 31 August 2018. The contract
was signed on behalf of SAA by the HOD Regional Operations
(Tebogo Tsimane), GM Operations (Zuks Ramasia) and Acting
6.3.76.

The following key findings are made
6.3.76.1.

Based on the review of the evidence file maintained by the GSM, it
was noted that the following documents were not kept on file:
6.3.76.1.1.

BAC Submission Checklist for the confinement and
award of Ground Handling services at Entebbe.

6.3.76.1.2.

Submission from the GSM to BAC motivating the
recommendation for the confinement and award of
Ground Handling services at Entebbe.

6.3.76.1.3.

Correspondence between the parties to obtain an
understanding of the process followed.

6.3.76.1.4.

Documentation providing background to previous
contracts, extensions or the need for a new
contract.

6.3.76.2.

Adequate and appropriate records throughout the procurement
process was therefore not maintained to provide sufficient
information to enable an audit or independent review.

6.3.76.3.

Standard procedure at SAA GSM is to obtain confirmation of the
confined bidders from the Country/Station Manager.

6.3.76.4.

During this process, the Country/Station Manager declares that the
supplier(s) is/are the only supplier(s) accredited/licensed/sole
supplier or for business reasons and that they are eligible to be
invited to participate in the procurement process to secure the
supply of the requested services.

6.3.76.5.

The process followed by the GSM during this SCM process did not
include obtaining confirmation from the Country/Station Manager.
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The GSM has therefore not followed standard practise in this
regard.
6.3.76.6.

On 18 September 2015, the BAC approved the confinement and
award of Ground Handling services at Entebbe International Airport
to ENHAS, however the contract already commenced on the 1st of
September 2015.

6.3.76.7.

This means that the GSM did not follow the required SCM
processes.

6.3.76.8.

The award of Ground Handling services at Entebbe International
Airport to ENHAS was approved by the BAC on 18 September 2015
for commencement on 1 September 2015, however the contract
between SAA and Entebbe was only concluded on 15 August 2016
(approximately eleven-months later).

6.3.76.9.

During the period 1 September 2015 (commencement date) to 15
August 2016, various payments were made to Entebbe to the value
of R7,655,753.22 without having a contract in place, which
ultimately results in irregular expenditure.

6.3.77.

The following recommendations are made:
6.3.77.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.77.1.1.

Provide an explanation as to why it took 11 months
to conclude the contract between SAA and Entebbe
Handling Services (Uganda).

6.3.77.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

the

irregular

expenditure

of

R7,655,753.22.
6.3.77.2.

Failure

to

provide

satisfactory responses

should

result

in

appropriate steps taken against responsible officials in line with
Section 51 (e).
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6.3.78.

TAAG – Luanda (Angola)

6.3.79.

Overview
6.3.79.1.

Lounge Services at the Luanda International Airport in Angola were
provided to SAA in the past by TAAG (Angolan Airways). The
contract between SAA and TAAG did not form part of the the GSM
contract register and was controlled at station level. To ensure
consistency and compliance with PFMA declarations, SAA decided
to include this contract as part of the GSM contract register.

6.3.79.2.

TAAG is the sole provider of Lounge Services at Luanda and the
GSM therefore made a submission to the BAC to approve the
confinement and award of Lounge Services to TAAG at Luanda
International Airport for the period 1 November 2015 to 31 October
2018.

6.3.79.3.

On 23 Oct 2015, the BAC awarded the three-year contract to TAAG
at an estimated cost of R15,704,064.00

6.3.79.4.

A new contract between SAA and TAAG was signed on 17 March
2016 by the HOD Regional Stations (Tebogo Tsimane), GM
Operations (Zuks Ramasia) and Acting CPO (Lester Peter) for
commencement on 1 November 2015. The contract has not been
concluded as TAAG has not yet signed the contract.

6.3.80.

The following key findings are made:
6.3.80.1.

The HOD Regional Stations (Tebogo Tsimane), GM Operations
(Zuks Ramasia) and Acting CPO (Lester Peter) signed the contract
on 17 March 2016.

6.3.80.2.

The award of Lounge Services at Luanda International Airport to
TAAG was

approved by the BAC on 23 Oct 2015 for

commencement on 1 November 2015, however the contract
between SAA and TAAG has not yet been concluded to date
(approximately one-year and three-months later).
6.3.80.3.

During the period 1 November 2015 (commencement date) to
current, payments could have been made to TAAG without having a
contract in place, which ultimately results in irregular expenditure.
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The Finance Department was however unable to provide us with
payment information for this period.
6.3.81.

The following recommendations are made:
6.3.81.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.81.1.1.

Provide an explanation as to why the contract is still
not concluded 15 months since the award was
made.

6.3.81.1.2.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by incurring the irregular expenditure.

6.3.81.2.

Failure

to

provide

satisfactory responses

should

result

in

appropriate steps taken against responsible officials in line with
Section 51 (e).
6.3.82.

ARCUS FACILITIES MANAGEMENT - MAINTENANCE SERVICES (ELECTRICAL)

6.3.83.

Overview
6.3.83.1.

In the past, SAA utilised the services of two service providers (SFU
Engineering and UTS Services) to provide maintenance of the
following services:
6.3.83.1.1.

All Electrical, Mechanical and Ground Support
Equipment;

6.3.83.1.2.

All Heat Ventilation and Air-conditioning Equipment;
and

6.3.83.1.3.
6.3.83.2.

Buildings, Civil and General Maintenance Services

The initial contracts with these service providers commenced on 1
December 2007 and expired on 30 November 2010.
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6.3.83.3.

Subsequently, the following extensions were made due to different
reasons which were informed by the Business Units:

Letter

of

Date

Period

First

01/12/2010 – 28/02/2011

3 Months

Second

01/03/2011 – 31/07/2011

5 Months

Third

01/08/2011 – 31/01/2012

6 Months

Fourth

01/02/2012 – 31/07/2012

6 Months

Fifth

01/08/2012 – 31/01/2013

6 Months

Sixth

01/02/2013 – 31/07/2013

6 Months

Seventh

01/08/2013 – 31/01/2014

6 Months

Eighth

01/02/2014 – 31/07/2014

6 Months

Ninth

01/08/2014 – 30/09/2014

2 Months

Tenth

01/10/2014 – 30/10/2014

1 Month

Extension

6.3.83.4.

The contracts with these service providers expired on 31 July 2014
and Facilities instructed the GSM to initiate an open-tender process
for all the Facilities maintenance agreements.

6.3.83.5.

The open-tender was advertised and bid submissions closed on 8
July 2014.

6.3.83.6.

Bids from the following five service providers were received:
6.3.83.6.1.

Arcus FM Solutions;

6.3.83.6.2.

Solethu Energy;

6.3.83.6.3.

SFU Engineering;

6.3.83.6.4.

Lumacon Air Conditioning; and
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6.3.83.6.5.
6.3.83.7.

Inkweli Engineering

The bids received were evaluated and the final recommendation
was made to the BAC On 12 September 2014 to appoint Arcus
Facilities Management Solutions (Pty) Ltd for the rendering of
Electrical, Mechanical and Ground Support Equipment Maintenance
Services to the SAA Group (excluding Mango). The term of the
services to be rendered was for a period of three-years
commencing on 1 November 2014 at an estimated cost of
R97,326,872.82.

6.3.83.8.

In addition, the BAC was requested to approve another extension
(one-month) of the existing contract to allow successful mobilisation
of the new service provider:
6.3.83.8.1.

10th Extension: 1/10/2014 – 31/10/2014 (onemonth)

6.3.83.8.2.

The BAC approved the award and the extension on
19 September 2014. The approval of the CEO was
also obtained who approved it on 26 September
2014.

6.3.83.9.

The contract between SAA and Arcus Facilities Management
Solutions Pty Ltd was concluded on 21 April 2016 and signed on
behalf of SAA by the Acting CPO (LL Peter), Interim CFO (Phumeza
Nhantsi) and Acting CEO (Musa Zwane).

6.3.84.

Detailed Findings
6.3.84.1.

The initial contracts with SFU Engineering and UTS Services
expired on 30 November 2010. Subsequently, ten extensions over a
period of three-years and eleven-months were made before a new
service provider was appointed.

6.3.84.2.

The continued extension of contracts limits fair competition amongst
service providers and does not ensure that SAA obtains the best
solution for their service needs.

6.3.84.3.

Considering the commencement date of the new contract being 1
November 2014 and the service provider only signing the
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agreement on 14 December 2015 and the SAA representatives on
21 April 2016, this action has resulted in irregular expenditure of
R22,945,930.00 being incurred for the eighteen months in question.
6.3.84.4.

During the past twenty-four-month period (1 November 2014 to 30
October 2016), payments to the value of R29,064,163.62 were
made to the service provider. This equates to 30% of the total
contract value. This means that SAA would need to spend 70% of
the contract value in the last twelve-months of the contract period.
Unless certain high-value maintenance projects were planned for
the last year of the contract, it appears as if a significant
underspend will be realised. It is critical that this contract is
monitored to avoid an escalation of maintenance projects in the last
12 months to try and meet the estimated R97m that was approved
by the BAC and CEO.

6.3.85.

The following recommendations are made:
6.3.85.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.85.1.1.

Provide an explanation as to why the procurement
process for electrical maintenance services took 3
years and 11 months to conclude.

6.3.85.1.2.

Provide an explanation as to why it took 18 months
to conclude a contract between SAA and Arcus
Facilities Management.

6.3.85.1.3.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

R22,945,930.00.

the

irregular

expenditure

of
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6.3.86.

ARCUS FACILITIES MANAGEMENT - MAINTENANCE SERVICES (MECHANICAL)

6.3.87.

Overview
6.3.87.1.

In the past, SAA utilised the services of two service providers (SFU
Engineering and UTS Services) to provide maintenance of the
following services:
6.3.87.1.1.

All Electrical, Mechanical and Ground Support
Equipment;

6.3.87.1.2.

All Heat Ventilation and Air-conditioning Equipment;
and

6.3.87.1.3.
6.3.87.2.

Buildings, Civil and General Maintenance Services

The initial contracts with these service providers commenced on 1
December 2007 and expired on 30 November 2010.

6.3.87.3.

Subsequently, the following extensions were made due to different
reasons provided by the Business Units:

Letter

of

Date

Period

First

01/12/2010 – 28/02/2011

3 Months

Second

01/03/2011 – 31/07/2011

5 Months

Third

01/08/2011 – 31/01/2012

6 Months

Fourth

01/02/2012 – 31/07/2012

6 Months

Fifth

01/08/2012 – 31/01/2013

6 Months

Sixth

01/02/2013 – 31/07/2013

6 Months

Seventh

01/08/2013 – 31/01/2014

6 Months

Eighth

01/02/2014 – 31/07/2014

6 Months

Ninth

01/08/2014 – 30/09/2014

2 Months

Extension
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Tenth

01/10/2014 – 30/10/2014

6.3.87.4.

1 Month

The contracts with these service providers expired on 31 July 2014
and Facilities instructed the GSM to initiate an open-tender process
for all the Facilities maintenance agreements.

6.3.87.5.

In order to provide adequate time for hand-over and transition, a
further two-month extension was requested with the submission to
the BAC to approve the Evaluation Criteria and Weightings for the
SAA Group (excluding Mango).

6.3.87.6.

The open-tender was advertised and bid submissions closed on 8
July 2014.

6.3.87.7.

6.3.87.8.

Bids from the following five service providers were received:
6.3.87.7.1.

Arcus FM Solutions;

6.3.87.7.2.

Coolbreeze Air Conditioning;

6.3.87.7.3.

Lobsy Refrigeration;

6.3.87.7.4.

SFU Engineering; and

6.3.87.7.5.

Lumacon Air Conditioning

The bids received were evaluated and the final recommendation
was made to the BAC On 12 September 2014 to appoint Nwalo
Investments t/a Lumacon Air Conditioning CC for the rendering of
Heating, Ventilation and Air Conditioning Maintenance Services to
the SAA Group (excluding Mango). The term of the services to be
rendered was for a period of three-years commencing on 1
November 2014 at an estimated cost of R31,198,917.38.

6.3.87.9.

On 26 September 2014, the BAC approved the extension of the
existing contract, however decided to award the contract to the
bidder second-in-line, Arcus Facilities Management Solutions (Pty)
Ltd for a three-year period commencing 1 November 2014 at an
estimated cost of R28,711,553.53.
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6.3.87.10. The reasons for awarding the contract to Arcus Facilities
Management

Solutions

(Pty)

Ltd

instead

of

Lumacon

Air

Conditioning included, inter-alia:
6.3.87.11. Lumacon Air Conditioning excluded certain scope requirements in
their original bid (Pricing excluded spare parts); and
6.3.87.12. Lumacon Air Conditioning submitted a revised bid after the tender
closing date.
6.3.87.13. On 5 October 2014, SFU Engineering (one of the bidders) lodged a
complaint with regards to the awarding of this tender. The Acting
BAC Chairperson (Mr Joseph Makoro) therefore requested Internal
Audit to review the procurement process that led to the awarding of
the GSM 035/2014 tender.
6.3.87.14. The Internal Audit Report dated 28 May 2015 reflects that the main
objective was to verify whether there was compliance with the SAA
SCM Policy. According to the Internal Audit Report there were no
evidence indicating that there were irregularities with the tender
process.
6.3.87.15. The contract between SAA and Arcus Facilities Management
Solutions Pty Ltd was concluded in February 2016 and signed on
behalf of SAA by the CPO (Dr Masimba Dahwa) and Interim CFO
(Phumeza Nhantsi).
6.3.88.

Detailed Findings
6.3.88.1.

The initial contracts with SFU Engineering and UTS Services
expired on 30 November 2010. Subsequently, ten extensions over a
period of three-years and eleven-months were made before a new
service provider was appointed.

6.3.88.2.

The continued extension of contracts limits fair competition amongst
service providers and does not ensure that SAA obtains the best
solution for their service needs.

6.3.88.3.

During the past twenty-four-month period (1 November 2014 to 30
October 2016), payments to the value of R11,647,227.70 were
made to the service provider. This equates to 41% of the total
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contract value. This means that SAA would need to spend 59% of
the contract value in the last twelve-months of the contract period.
Unless certain high-value maintenance projects were planned for
the last year of the contract, it appears as if a significant
underspend will take place.
6.3.88.4.

Considering the commencement date of the new contract being 1
November 2014 and the fact that the contract was only concluded in
February 2016, this action has resulted in irregular expenditure of
R8,046,629.87 being incurred for the fourteen months in question.

6.3.88.5.

The Internal Audit Report dated 28 May 2015 pertaining to the
review of the tender process indicated that Lebogang Diale (Auditor)
was part of the audit team who conducted the review. It was noted
that this auditor also formed part of the CFST pertaining to this
tender. The Internal Audit Department have therefore compromised
their independence by allowing this auditor to audit an operational
process of which he/she was part of.

6.3.89.

The following recommendations are made:
6.3.89.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.89.1.1.

Provide an explanation as to why the procurement
process for mechanical maintenance services took
3 years and 11 months to conclude.

6.3.89.1.2.

Provide an explanation as to why it took 14 months
to conclude a contract between SAA and Arcus
Facilities Management.

6.3.89.1.3.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

R8,046,629.87.

the

irregular

expenditure

of
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6.3.90.

SFU ENGINEERING – BUILDINGS, CIVIL and MAINTENANCE SERVICES

6.3.91.

Overview
6.3.91.1.

In the past, SAA utilised the services of two service providers (SFU
Engineering and UTS Services) to provide maintenance of the
following services:
6.3.91.1.1.

All Electrical, Mechanical and Ground Support
Equipment;

6.3.91.1.2.

All Heat Ventilation and Air-conditioning Equipment;
and

6.3.91.1.3.
6.3.91.2.

Buildings, Civil and General Maintenance Services

The initial contracts with these service providers commenced on 1
December 2007 and expired on 30 November 2010.

6.3.91.3.

Subsequently, the following extensions were made due to different
reasons which were informed by the Business Units:

Letter

of

Date

Period

First

01/12/2010 – 28/02/2011

3 Months

Second

01/03/2011 – 31/07/2011

5 Months

Third

01/08/2011 – 31/01/2012

6 Months

Fourth

01/02/2012 – 31/07/2012

6 Months

Fifth

01/08/2012 – 31/01/2013

6 Months

Sixth

01/02/2013 – 31/07/2013

6 Months

Seventh

01/08/2013 – 31/01/2014

6 Months

Eighth

01/02/2014 – 31/07/2014

6 Months

Ninth

01/08/2014 – 30/09/2014

2 Months

Extension

South African Airways
ENS Forensics Final report on the forensic investigation into SAA’s profitability, procurement and governance issues.
Page 313 of 317

Tenth

01/10/2014 – 30/10/2014

6.3.91.4.

1 Month

The contracts with these service providers expired on 31 July 2014
and Facilities instructed The GSM to initiate an open-tender process
for all the Facilities maintenance agreements.

6.3.91.5.

In order to provide adequate time for hand-over and transition, a
further two-month extension was requested with the submission to
the BAC to approve the Evaluation Criteria and Weightings for the
SAA Group (excluding Mango).

6.3.91.6.

The open-tender was advertised and bid submissions closed on 8
July 2014.

6.3.91.7.

6.3.91.8.

Bids from the following service providers were received:
6.3.91.7.1.

Arcus FM Solutions;

6.3.91.7.2.

Solethu Energy;

6.3.91.7.3.

SFU Engineering;

6.3.91.7.4.

Musah Empire;

6.3.91.7.5.

Building Again Projects 203 CC;

6.3.91.7.6.

Pebblestone Properties; and

6.3.91.7.7.

Mahlatsi Tumelo.

The bids received were evaluated and the final recommendation
was made to the BAC on 12 September 2014 to appoint Usizo
Technical Services CC (UTS) and SFT Joint Venture t/a SFU
Engineering for the rendering of Building, Civil and General
Maintenance Services to the SAA Group (excluding Mango). The
term of the services to be rendered was for a period of three-years
(with an option to extend) commencing on 1 November 2014 at an
estimated cost of R23,324,437.00 (VAT inclusive).
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6.3.91.9.

The BAC approved the award of the tender to the SFU Engineering
joint venture on 19 September 2014 for a period of three years
commencing on 1 November 2014 to 31 October 2017.

6.3.91.10. The contract between SAA and the SFU Engineering joint venture
was concluded on 19 October 2015 and was signed on behalf of
SAA by the Acting CFO (LS Olitzeki) and CPO (Dr Masimba
Dahwa).
6.3.91.11. On 28 November 2014, the GSM made a submission to the BAC to
extend the scope of the contract with the SFU Engineering joint
venture. The scope extension included the maintenance of the Call
Centre Management and the provision of AutoCAD services. The
BAC approved the scope extension on 5 December 2014 for an
interim period of six-months (1 December 2014 to 30 June 2015) at
an estimated cost of R1,371,315.48 (including VAT). Subsequently
the GSM made another request to the BAC to extend the Call
Centre and AutoCAD services on a month to month basis
commencing 1 July 2015, which was approved by the BAC on 29
May 2015.
6.3.91.12. Another maintenance project was subsequently initiated by the
GSM and a submission to the BAC was made on 7 November 2016.
This project pertained to the GSM Office Revamp, which was
triggered by findings of Internal Audit that the GSM offices was at
risk due to the unsafe keeping of tenders and easy access to the
GSM Department.
6.3.91.13. The GSM therefore requested the BAC to approve the confinement
and award of the work for the GSM Office Revamp to the SFU
Engineering joint venture and Arcus FM Solutions respectively for
an estimated amount of R1,782,215.76 (SFU) and R732,146.41
(Arcus).
6.3.91.14. The abovementioned confinement and award of the GSM Office
Revamp was approved and awarded by the BAC on 11 November
2016.
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6.3.92.

Detailed Findings
6.3.92.1.

The initial contracts with SFU Engineering and UTS Services
expired on 30 November 2010. Subsequently, ten extensions over a
period of three-years and eleven-months were made before a new
service provider was appointed.

6.3.92.2.

The continued extension of contracts limits fair competition amongst
service providers and does not ensure that SAA obtains the best
solution for their service needs.

6.3.92.3.

During the past twenty-six-month period (1 October 2014 to 30
November 2016), payments to the value of R32,204,156.68 were
made to the service provider. This means that the budget for all the
maintenance services had already been exceeded. Bearing in mind
that the contract expires on 31 October 2017, a substantial
overspend is likely to be incurred.

6.3.92.4.

Irregular expenditure amounting to R23,251,606.81 for the period 1
October 2014 to 19 October 2015 was identified due to the contract
being signed late. The late signing of the contract has resulted in
SAA being placed in a precarious and vulnerable position.

6.3.92.5.

No evidence could be found that the extension of scope for the
inclusion of the Call Centre Management and the provision of
AutoCAD services were incorporated as part of the contract
between the parties. This places SAA at risk and may result in
additional irregular expenditure.

6.3.92.6.

The GSM faced several non-performance issues with SFU
Engineering since 2015. Numerous communications including three
letters relating to non-performance and a final letter dated 23
November 2015 forced the GSM, Legal and Facilities to agree on
terminating the agreement with SFU Engineering.

6.3.92.7.

As a contingency plan, the GSM made a submission to the BAC on
27 January 2016 to request the BAC to approve the award of the
Building and Civil Maintenance services for SAA Group (excluding
Mango) to Ba-Phalaborwa 72 Construction and Engineering CC for
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a period of six-months after the termination process of the current
service provider has been completed.
6.3.92.8.

This contingency plan was apparently stopped by the BAC and the
GSM was requested to manage the non-performance issues of SFU
Engineering.

6.3.93.

The following recommendations are made:
6.3.93.1.

The SAA Board exercises its authority in terms of Section 51 of the
Public

Finance

Management

Act

by

providing

Executives

responsible for Global Supply Chain Management, Legal, Finance
and Operations with an opportunity to:
6.3.93.1.1.

Provide an explanation as to why the procurement
process for Buildings, Civil and Maintenance
services took 3 years and 11 months to conclude.

6.3.93.1.2.

Provide an explanation as to why it took 12 months
to conclude a contract between SAA and Arcus
Facilities Management.

6.3.93.1.3.

Account for contravening Section 25.1.3.5 of the
SCM Policy and Section 57 (a) and (c) of the PFMA
by

incurring

the

irregular

expenditure

of

R23,251,606.81.
6.3.93.1.4.

Account for exceeding the approved budget by R4
994 042.03 which should be classified as irregular
expenditure.

6.3.93.2.

Failure

to

provide

satisfactory responses

should

result

in

appropriate steps taken against responsible officials in line with
Section 51 (e).
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Annexure A – General Limitations
The procedures followed in this investigation do not constitute an audit in accordance with Generally
Accepted Auditing Standards and we did not express an audit opinion. The findings of the investigation do
not form part of any audit report.
Although we endeavour to be as comprehensive as possible in gathering information, we cannot guarantee
the accuracy or completeness of information obtained from external sources.
Although we have taken reasonable steps to ensure that the information obtained is authentic, we cannot
guarantee the authenticity of the information. Our findings are based on information at hand to date of the
draft report; as such we cannot conclude that we have had sight of all relevant information.
The draft report is based on the facts established from documentation reviewed and information obtained
during the course of the investigation. Should we receive any additional information after date of issuing this
draft report, our findings and recommendations may change.
This draft report is to be used solely for the purposes and subject to the limitations as set out in this
paragraph. This draft report may not be used for any other purpose, without our prior consent.
Information is provided to you on the basis that it will remain confidential and will not be disclosed to any
third party, unless agreed to in writing

