The Budgetary Review and Recommendation Report of the Portfolio Committee on Tourism, dated 26 October 2010

The Portfolio Committee on Tourism, having assessed the performance of Programme 4 under Budget Vote 25, of the Department of Environmental Affairs and Tourism, reports as follows:

1. Introduction

During the 2008/2009 period and the beginning of the 2009/2010 financial year, tourism was a programme of the Department of Environmental Affairs and Tourism. The responsibility of this programme was to create amicable conditions for sustainable tourism growth and development for the benefit of all South Africans. This set up did not make it easy for the department to efficiently and effectively improve the tourism profile of the country. The decision to establish tourism as a stand alone department not only gave hope to businesses in the sector but it also created a platform for the growth, development and transformation of the sector. 

With South Africa hosting the 2010 FIFA World Cup, the department had the task of strengthening South Africa’s reputation as one of the best tourist destinations.  This department had the responsibility of establishing a broader tourism product base and assuring service excellence by producing adequate capacity to service the needs of the tourism industry. Tourism being an untransformed industry, the department had to further ensure that steps in realising the transformation of this economically important industry is carried out, mainly through implementation of the tourism Broad Based Black Economic Empowerment (BBBEE) Framework.
 

It is very important to highlight that the success of tourism in the country is not solely vested with the Department of Tourism, but it also requires the contributing departments to work together in creating synergies throughout the three spheres of government, which will propel the growth and development of tourism in the country. Tourism in the country is mostly private sector driven and the role of the private sector cannot be underestimated as it plays a crucial role in the growth and development of this sector.

This brief will seek to provide an analysis of the annual report of the Department of Tourism for the 2009/2010 financial year. The emphasis of this report will be based mostly on programme performance in comparison with the Strategic Plan in line with the 2009/2010 budget.

The committee, in undertaking the process of compiling this report and in exercising its oversight role, has interacted and engaged with the following source documents, and engagements with the department and its entity, South African Tourism:

· A strategic planning workshop was held with the department, South African Tourism, Ministry and senior managers.

· Through correspondence and briefings, the committee received progress reports on departmental programmes and projects on the ground.

· Departmental quarterly expenditure trends, to ascertain expenditure patterns. 

· Annual report briefings, in terms of Section 65 of the Public Finance Management Act (Act No. 1 of 1999), requires that Executive Authority must table the annual reports and audited financial statements for the department and public entities to Parliament.     

1.1 The mandate and role of the committee

The mandate of the committee is underpinned by provisions of the Constitution of the Republic of South Africa, 1996, Parliament’s vision and mission and the rules of Parliament. 

The mandate and role of the committee is therefore to:

· Consider all matters falling within its portfolio as referred to it in terms of the Constitution, legislation, Rules of the Assembly, the Joint Rules or any matter by resolution of the Assembly.

· Exercise and maintain oversight function on executive state organs falling within its portfolio to ensure compliance to relevant legislation.

· Monitor, investigate, enquire and make recommendations concerning any executive organ of state or institution.

· Perform any other responsibilities assigned to the committee in terms of the Constitution, legislation, Rules, the Joint Rules or resolution of the Assembly, including functions concerning parliamentary oversight of the executive organs of state or institutions. 

1.2 The mandate of the Department

The mandate and core business of the department is underpinned by the Constitution and all other relevant legislation and policies applicable to the government, including Batho Pele and the White Paper.  

The vision and mission of the department embodies the mandate of the department, as follows:

· A prosperous and equitable society living in harmony with our natural resources.

· Boldly growing responsible tourism together to deliver memorable experiences for all our tourists and sustainable benefits for all South Africans 

2.  Strategic and Measurable Objectives of the Department

In previous years, tourism remained a programme of the Department of Environmental Affairs and Tourism (DEAT) with the key policy priority being the development of sustainable tourism. The hosting of the 2010 FIFA World Cup meant that service excellence, quality product development and responsible tourism take precedence so as to generate economic benefits for local people and enhance living conditions for host communities.
 Outlined below are the strategic objectives of the department as stated in the 2009/2010 Strategic Plan:

· Creating conditions for sustainable tourism growth and development.

· Making the tourism industry more competitive.

· Promotion of international tourism.

· Promoting transformation.

· Supporting job creation.

· Supporting small town and rural tourism.

· Reviewing of existing legislation.

· Improving tourism infrastructure.

These strategic objectives sought to reaffirm the shared vision of sustainable growth and development of the tourism industry through positioning tourism as a vehicle for job creation, potential infrastructure investment and a key source for foreign earnings.  In order to drive transformation of this sector the Department needs to invest more energy and resources in the development of Small Medium and Micro Enterprises (SMME), and also promote mentorship programmes by established businesses for emerging entrepreneurs.

Supporting product development in rural areas for tourist consumption would be a critical tool in tourism’s role in rural development. However, the committee notes the progress made by the Department of Tourism as a programme in the Department of Environmental affairs and Tourism. Their milestones include the exponential growth of foreign arrivals from 640 000 in 1994 to 9.6 million in 2008,
 in addition to this tourism is now one of the biggest role players in the economy of the country after manufacturing, contributing more than 7 per cent to the Gross Domestic Products (GDP).
 Moreover the listing of 8 sites as world heritage sites in South Africa must be applauded as it provides evidence that the department’s objective of ensuring sustainable tourism development is well underway.
3.  Analysis of the Department’s 2009/10 Strategic and Operational Plan

The department alludes to the 2.7 per cent positive growth experienced with respect to direct and indirect tourism contribution to the Gross Domestic Product (GDP), which puts the total tourism GDP contribution to 7.4 per cent.
 Overall the achievements of the tourism programme include the following:

· The 3.6 percent positive growth experienced for foreign arrivals.

· The growing popularity of domestic tourism among South African adults, with about 48 percent of the country’s population actively participating in domestic tourism.

· The successful hosting of the 2009 National Tourism Careers Expo (NTCE) with more than 12 000 participants ranging from exhibitors from the different sectors in the tourism industry, learners and educators.

· The completion of the Tourism Service Excellence Strategy (TSES) and the Strategy for Professional Tourist Guiding.

· The successful hosting of the Imvelo Awards and the Hospitality Investment Conference for Africa (HICA), this was achieved in partnership with the Federated Hospitality Association of Southern Africa (FEDHASA) and the Tourism Business Council of South Africa (TBCSA) respectively.
· The increased number of graded accommodation establishments.

· Tourism Enterprise Partnership (TEP) assistance for the grading of SMME establishments and increasing the marketability of these businesses.

· Skills availability in the sector has been a challenge but the department managed to meet about 60 percent of their targets with respect to skills development.

· The department has registered significant milestones in their agenda to promote responsible tourism. This was evident in the interest generated for the Imvelo Awards and the launch of the National Minimum Standards for Responsible Tourism (NMSRT) Framework.

· The department also successfully ensured that 1 197 annual transactional linkages between SMMEs and established tourism enterprises were created.

· The achievements acquired with regard to product development in the sector, and the support of SMMEs through programmes such as the Emerging Tourism Entrepreneur of the Year Awards (ETEYA), and Identity Development funding (IDF) and business workshops are impressive and a step towards the expansion of the tourism sector in the country.

Whilst the department has managed to register a number of successes, there were some challenges that must be addressed for the industry to realise its main potential. These challenges include:

· Inconsistencies observed in of recording of tourist arrivals, the real impact of tourism or its contribution to the GDP of the country.

· The decline in the number of domestic trips taken, as well as the cost per trip, which may have resulted from the economic downturn experienced in the 2009/2010 financial year.

· Although a number of SMMEs have been graded with the assistance of TEP, the standards are not true reflection of grading process. This raises questions about the quality of the grading process. 

· The minimal and delayed progress made by the Department with respect to the quality of tourism product and services is of concern, as the Department has also decided to defer other responsibilities to the 2010/2011 financial year.

4. Analysis of Section 32 Expenditure Reports 

The Department of Environmental Affairs and Tourism was allocated an amount of R3.51 billion in the 2009/10 financial year which is 0.8 per cent of the main budget (of which R812.5 million was allocated to tourism and this only constituted about 0.1 percent of the total budget of the country). This takes into account the adjustment made by the department during the adjustment period in the same year. During the adjustment the department received about R29.8 million as additional budget in the 2009/10 financial year. This has increased the final appropriation of the department from R3.48 billion to R3.510 billion respectively. The department had spent R3.50 billion or 99.8 per cent at the end of 2009/10 which is R7.3 million or 0.2 per cent under-spending. This under-spending has emanated from the following programmes.     

A breakdown of the spending trends for each of the programmes reflects the following: 

Programme 1:  Administration was allocated a total budget of R273.1 million for the 2009/10 financial year after the adjustment budget. The programme spent exactly R273.1 million or 100 per cent of this budget.  The department spent according to its projections in this programme. Although the budget is well spent in this programme, there was an amount of R50 million, which was shifted from other programmes to this programme. This was, as a result of, increased office accommodation space, which includes municipal costs and leases of the building. This increased the balance of the budget in this programme. The movement of funds was done during the adjustment period, within the scope of Section 43 of the Public Finance Management Act.

Programme 2: Environmental Quality and Protection was allocated a total amount of R624.6 million for the 2009/10 financial year after the adjustments period. The department had spent R285.8 million or 99.8 per cent of this budget. The reasons for lower than expected expenditure was due to the under expenditure on Buyisa-e-Bag sub programme which did not spend the entire budget of R30 million but only about R28 million or 98 per cent of its allocation.  The committee notes that an amount of R9.1 million was still shifted from this programme to other programmes in the same period. 

Programme 3: Marine and Coastal Management was allocated a total amount of R624.6 million for the 2009/10 financial year. The programme spent R621.6 million or 99.5 per cent at the end of the financial year. The reasons for the unspent funds were due to compensation of employee costs related to overtime and filling of vacancies. An amount of R34.8 million was shifted from other programmes to this programme during the adjustment period.    

Programme 5: Biodiversity and Conservation was allocated a total amount of R387.6 million for the 2009/10 financial year. Of this amount, the department spent up to R386.8 million or 99.8 per cent of the entire budget of this programme. An amount of R13.4 million was moved from this programme to other programmes during the adjustment period in the same year. 

Programme 6: Sector Services and International Relations was allocated a total amount of R1.126 billion for the 2009/10 financial year. Of this amount, the department spent up to R1.123 billion or 99.7 per cent of the entire budget of this programmme. An amount of R88.6 million, R81.6 million and R14.1 million was moved away from this programme to other programmes during the adjustment period in the same year. 

According to some analysts, this movement of funds could result in un-intended consequences.  When a department moves funds from one programme to the other, the funds do not move with the programme. This could defeat the intended goal of a particular programme.  Personnel in department often move funds precisely because of poor financial planning for a particular year.  This may also indicate that personnel do not make use of the medium term expenditure framework correctly, which provides clear three year projections.

5. Analysis of the Department’s Annual Report and Financial Statements

The Department of Environmental Affairs and Tourism remained focused on ensuring that they jointly deliver on the commitments made in the Strategic Plan during the period under consideration, although the Department of Tourism had been established as a stand-alone department.  Vote 25 of 2009/10 combined environmental affairs and tourism.  As of April 2010, Vote 34 came into effect and encompassed only tourism.

The department managed to spend 98% of its budget and much of the remainder was related to capital expenditure that would be effected in 2010/11.  

5.1 Financial management

The department’s audit committee indicated that internal controls had operated as intended in some areas, while others needed attention.  In instances where control weaknesses were detected, the Audit Committee has considered and evaluated management responses and action plans to facilitate corrective measures.  The implementation of such corrective measures is monitored through issue tracking reports and follow-up review reports submitted regularly to the committee.

5.2 Report of the Auditor-General

The Auditor-General expressed unqualified audit opinion on the performance of the department, with emphasis of matter on the following:

· Unqualified Audit

· Unauthorised and irregular expenditure: No unauthorised or irregular expenditure was incurred in the current year.

· Disclosure items in the Financial Statement: The department complied with all disclosure requirements, classifications and policy framework as prescribed by Treasury.

· Transfer to Agencies and other organizations: All transfers made were per prior Management approval, Treasury approval and disclosure requirements.

· Delays in submission of performance information.  

5.3 Consideration of reports of Committee on Public Accounts

For the year under review, the department was invited to appear before the Committee on Public Accounts twice. However, the appearance was on matters related to environmental affairs. 

6. Analysis of the Department’s Current Strategic, Operational and Financial Framework (Overall Programme Performance) 

In the 2010/11 financial year, the Department of Tourism was allocated a total budget of R1.151 billion for the 2010/11 financial year before the adjustment period.
 In the first quarter, the department has only managed to spend about R404.4 million or 35.1 per cent of the allocated budget in 2010/11.  In the beginning of the financial year, the department had projected to spend about R437 million or 37 per cent in the first quarter. While this is way above the 25 per cent benchmark which is expected to be spent by all departments in each quarter it is below the projected amount of R437 million in the first quarter. According to the Department, this over or under-expenditure was due to the following reasons:  

The department has spent most of its transfer payments budget during the first quarter of 2010/11 financial year. The transfer payment were allocated a total amount of R953 million of the total budget but the Department has managed to spend up to R367.2 million or 38 per cent of this first quarter. This high level of expenditure in the first quarter was mainly due to the R279 million or 60 per cent of transfer payment made to the International Marketing Grant and the remaining 40 per cent will be transferred in September 2010/11. The increase in the performance bonuses of staff members of the department was also a contributing factor in the increased expenditure. 

Programme 1: Administration was allocated a total amount of R124.2 million for the 2010/11 financial year before the adjustment budget. The department spent approximately R26.2 million or 21.1 per cent during the first quarter. The slower than expected expenditure was due to the delays of payments for auditors and SITA. 

Programme 2: Tourism Development was allocated a total amount or R360.9 million for the 2010/11 financial year before the adjustment budget. The department has spent up to R45.9 million or 13 per cent of the allocation in the first quarter of 2010/11. According to the department, the slower than expected expenditure was due to the slow spending of funds relating to the Expanded Public Works Programme (EPWP). While the bulk of the departmental budget is dominated by the EPWP budget which is then divided into two components, namely the EPWP programme and the EPWP Incentive Grant and has under spent in this regard. Of the EPWP programme budget only R238 million or 8 per cent of this budget was spent in the first quarter of 2010/11.          

Programme 3: Tourism Growth was allocated an amount of R655.6 million for the 2010/11 financial year before the adjustment budget. Of this amount an amount of R329 million or 50 per cent was spent in the first quarter of 2010/11. The higher level of expenditure on this programme was due to the fact that the large portion of the budget was a transfer payment to South African Tourism.     

7. Committee’s Observations

For the year under review, the committee interacted with a number of government departments, public entities and tourism industry stakeholders. In all these engagements throughout, the committee made the following observations:

· Institutional arrangements: The implementation of the Tourism Growth Strategy requires substantial institutional support, as the Constitution defines tourism as a Schedule 4 competence. This therefore, means that national and provincial governments jointly have authority over tourism activities. This implies that national and provincial governments have the power to structure and arrange tourism at national and provincial levels, while adhering to the principles of cooperative governance. Tourism should be institutionalized at local government level.

· Tourism and Local Government: Local government does not have a legislature and/or regulatory powers pertaining to tourism, but local tourism is a local authority function. Local authorities are important contributors to the success of tourism activities in terms of community driven tourism philosophy. Their efforts should be coordinated within the provincial tourism strategy.

· Provincial and Local Tourism Authorities: Like in most other countries, South Africa needs to create a culture of more domestic travel as that is the biggest contributor to sustainable businesses and jobs in the tourism industry.  

· Tourism Budgets: The successful implementation of the tourism growth strategy requires substantial financial resources. The current national and provincial tourism budgets are extremely limited and do not allow for the successful implementation of the tourism strategy. It also does not compare favourably with the budgets of other countries, such as Spain, Australia etc. Innovative models will have to be found to supplement the current budget.

· Domestic tourism growth strategy: The domestic tourism focus had been on the upper-middle class of society in the past, therefore the department’s strategy should be finalized as soon as it is practically possible so that domestic tourism should form the backbone of tourism in South Africa.

· Inconsistency on tourism data reporting: The committee called for the standardization of data as it has been understood that tourism’s contribution to the GDP was greater than that of mining. What was being referred to previously was the rate of growth of tourism over the rate of growth of mining. At that point in time, the rate of growth of tourism was greater than that of mining.
· Marketing: The committee found that using the existing or limited marketing budget allocated for tourism, posed various challenges to the ability of the provinces and municipalities to optimize on the opportunities. 

· Safety and Security of tourists: Research confirms that this represents the biggest deterrent to aggressively growing tourist arrivals to South Africa over the next 5 years. To continue the work with stakeholders in government and private sector to address these challenges. 

· Strengthen partnerships: Within the provincial tourism industry, a number of important interventions to enable tourism growth. A provincial structure to enhance this partnership, and to create an effective communication channel between the different tourism structures in the province, is proposed to enhance the provincial growth strategy and local government assistance where applicable.

· Land Reform / Restitution processes: The prolonged land reform processes, linked to inadequate after care programmes in the wildlife and tourism business sector hampers investment opportunities in tourism sector. 

· Lack of adequate integrated land use planning: At provincial level, this has contributed to and resulted in uncoordinated development that directly impacts on provincial tourism icons and therefore on tourism growth.

· Signage: Poor secondary road infrastructure and proper signage impacts on the access to tourism products based in rural areas. 
· Skills Development: The committee found that there is a need for dedicated resources to be set aside to recapitalize FET colleges. This is to ensure that they develop and offer appropriate training programmes to support rural economies with tourism being at the centre of development. There is a need to support FET colleges and Sector Education and Training Authorities to be linked to business, industry and other advanced education and training programmes.

· Small, Micro and Medium – sized Enterprises (SMMEs): All spheres of government should work towards strengthening competitiveness and promotion of SMMEs and cooperatives as they remain the cornerstone for growth of the economy and the creation of decent work opportunities. Government to facilitate market access and entry into value chain by small business and cooperatives and reduce the regulatory burden on small businesses.

· Provincial and Local Government capacity: There is a need for improvement of provincial and local government capacity to plan for and maintain infrastructure to ensure continued efficient delivery of economic and social services.

8. Conclusion 

This brief report is an attempt to provide an overall analysis of the progress of the department on its pre-determined measurable objectives. In this analysis, it is important to note that despite a number of challenges that occurred during the 2009/2010 financial year, the department managed to keep abreast with developments and also managed to deliver on a number of its strategic objectives.  

The fact that the department had been granted an unqualified audit as well is an indication of the hard work that the department carried out in the 2009/2010 financial year. However, the committee notes that clean audits are not the only indicators of good performance by the department, as a number of other aspects need to be taken into account as well.

In line with optimising the legacy of the 2010 FIFA World Cup, the committee has noted with keen interest the process undertaken by South African Tourism of studying the impact of the 2010 FIFA World Cup on ’Brand South Africa”, international tourism and domestic tourism.

9. Recommendations

9.1 Budget

It is recommended that:

· The Department of Tourism and South African Tourism should receive a higher budgetary allocation, given the legacy and profile of the 2010 FIFA World Cup. The South African tourism sector was relatively less impacted by international fluctuations, and other major health or environmental catastrophes. However, it needs to enhance its profile and image to attract more of its citizens to undertake domestic travel, as well as profile South Africa as a major tourism destination to new markets such as Brazil, India and China.  Therefore, the request for an additional allocation to the Department of Tourism and South African Tourism is to work on major marketing campaigns to attract domestic and international tourists. The establishment of a fully-fledged Department of Tourism reflects the enormous contribution that the tourism sector has had in South Africa. These increases in the expenditure will be offset by revenue that will be generated by the increase in tourism.

9.2 Local government  

For the municipalities to be able to deliver on tourism targets, the committee recommends the   following:

· The intensification of effective tourism planning and capacity on tourism planning is critical and should be prioritised.

· The integration of local initiatives (IDPs) with provincial and national strategic frameworks.

· The provision of tourism support services, such as human capital, to increase the development for the sector at local level.

· Synergic linkages should be developed at all spheres of government so as to promote local tourism activities, organizations and strategic partnerships.

9.3 Job creation at local level        

Tourism is a demand-driven sector; therefore the volume and value of demand inform investment in supply and job creation. Therefore, it is recommended that:

· The maintenance and development of public tourist attractions should be prioritised.

· Provision of public infrastructure supporting local economic development and tourism is improved.

· Provision of public amenities such as parking, ablution facilities, and public transportation are made when and where necessary.

· Local and district municipalities maintain the general safety, cleanliness and beautification of the local area.  

9.4 Intergovernmental relations

Tourism is a concurrent competence, and requires good coordination and mutual support between the three spheres of government, particularly in view of the diverse nature of tourism.

The committee therefore recommends that:

· The national, provincial and local governments should place more emphasis on the important role of municipalities in developing tourism, and the extra-ordinary contribution this sector would make to socio-economic development.

· An integrated approach should be established by the three spheres of government to enhance their relationship and coordination. 
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