The Budgetary Review and Recommendation Report of the Portfolio Committee on Economic Development on the performance of the Economic Development Department for the 2009/10 financial year, dated 02 November 2010.
The Portfolio Committee on Economic Development, having assessed the service delivery performance of the Economic Development Department, reports as follows:

1. Introduction

The Economic Development Department (EDD) was formally established on 7 July 2009, following the President of the Republic of South Africa’s, Mr Jacob Zuma, announcement of a new structure for national government. The President stated on 10 May 2009 that “Cabinet…has been re-organised to achieve better alignment between the structure, our electoral mandate…and the developmental challenges that need to receive immediate attention from government”.

During the Presidency Vote on 24 June 2009, the President stated: “The Economic Development portfolio will have a strong domestic focus and will address, amongst others, matters of macro and micro-economic development planning.” The new Department is, therefore, part of a new configuration of government that centres on the four inter-connected areas of policy-development, planning, effective implementation and continuous monitoring and evaluation.

The Department will be responsible to develop economic policy with a broad, cross-cutting focus so that macro and micro-economic policy reinforce each other and are both aligned to the electoral mandate. The Department will also be responsible for economic development planning and will work collegially with other departments to ensure coordination around a programme that places decent work at the centre of government’s economic policies in order to secure better employment outcomes.

1.1. The Mandate of the Committee, including the Provision of Section 5 of the Money Bills Amendment Procedures and Related Matters Act, No. 9 of 2009
According to Section 5 of the Money Bills Amendment Procedure and Related Matters Act, the National Assembly, through its committees, must annually assess the performance of each national department. Committees must submit an annual Budgetary Review and Recommendations Reports (BRRRs) for each national department that falls under its oversight responsibilities for tabling in the National Assembly.
These reports should be considered by the Committee on Appropriations when it is considering and reporting on the Medium Term Budget Policy Statement (MTBPS) to the House.
The Portfolio Committee on Economic Development (the Committee), in undertaking the process of compiling this report, has interacted and engaged with the Department and considered the following:

· Strategic Plan briefings, in terms of the Money Bills Procedures Act  by both the EDD and its entities;
· Annual Report briefings, in terms of Section 65 of the Public Finance Management Act, No. 1 of 1999, which requires that Ministers table the annual reports and financial statements for the department and public entities to Parliament; and
· First and Second Quarter Performance Report (2010/11) briefings by the EDD.
1.2. The Mandate and Aim of the Department

Following the pronouncement of responsibilities of the Economic Development Department by the President, the mandate of Economic Development includes economic policy development as well as economic planning functions.

The aim of the Economic Development Department is to promote economic development through participatory, coherent and coordinated economic policy and planning for the benefit of all South Africans. It will therefore:

· co-ordinate the economic development contributions of government departments, state entities and civil society;

· contribute to efforts that ensure coherence between the economic policies and plans of the state and state entities on the one hand, and the government’s political and economic objectives and mandate on the other; and

· promote government’s ability to achieve its goals of advancing economic development with decent work opportunities.
EDD will achieve its aim and mandate by promoting economic policy development, coordination, planning, coherence and alignment:

· on national economic policy development challenges and programmes;

· through spatial economic development programmes;

· through the mandates and work of state entities responsible for economic regulation and financing of economic development;

· in interactions with business and organised labour to develop social consensus on economic development challenges, policies and responses; 

· in policy work that maximizes the economic development impact in the domestic economy in its interface with the global economy
2. Department’s Strategic Priorities and Measurable Objectives

2.1. Strategic Priorities of the Department
Four critical programmes determine the work of the Department. Within each of the programmes, the Department identified a number of strategic priorities, which relate specifically to the purpose:

Programme 1: Administration

The purpose of this programme is to co-ordinate and renders an effective, efficient, strategic support and administrative service to the Minister, Deputy Minister, Director-General, the EDD and its agencies.

Programme 2: Economic Policy Development 

The overall functions of this programme are to:

· develop South Africa’s path for economic growth and the creation of decent work;

· undertake work to ensure macro and micro economic policies that are coherent and aligned to the broader economic objectives;

· co-ordinate the economic development programmes of government;

· draw the links between different policy and programme areas and economic development objectives;

· engage with civil society and manage their contributions to policies for economic development; and

· conduct economic policy research that informs the formulation of appropriate economic policies.
Programme 3: Economic Development – Planning and Coordination

The purpose of this programme is to develop economic planning proposals for consideration by Cabinet and for submission to the National Planning Commission to be incorporated in the wider national plan.

It will contribute the above-mentioned by:

· contributing to the coordination and coherence between macro and micro economic policies. This will be achieved through the development of these plans for the consideration of the Economic Sectors and Employment Cluster of Cabinet;
· providing oversight and strategic direction to certain development finance and related institutions and economic regulatory bodies; 

· contributing to the work of other departments that are participating in African and regional institutions, international economic agencies and multilateral institutions; and 

· building economic opportunities including the job creation potential of green economic activities.

Programme 4: Economic Development and Dialogue

The purpose of this programme is to promote social dialogue in order to foster economic development. The Department envisage to:

· lead government in its dialogue with the social partners on matters pertaining to economic development and attempt to build consensus with, and acquire the active support of Labour, Business and the Community on government’s economic development policies, plans, goals and growth path for economic development;

· represent government in the discussions about the implementation of the Framework Agreement on South Africa’s Response to the Economic Crisis:

· develop the capacity of the social partners to engage in social dialogue, including at sectoral and workplace level; and

· enhance productivity, entrepreneurship and innovation.
2.2. Measurable objectives of the Department

· Administration - The purpose of this programme is to co-ordinate and render an effective, efficient, strategic support and administrative service to the Minister, Deputy Minister, Director-General, the EDD and its agencies.
Key activities from the operational plan include:

· Implementation of the recruitment plan

· Accommodation, furniture and equipment

· Planning and reporting

· Economic Development Policy - to develop economic policies that (a) transform the structural economic problems in pursuit of decent work and green economy outcomes; and (b) address the negative growth and employment impact of the global economic crisis

Key activities from the operational plan include:

· Development of a paper on the Growth Path and consultation thereon

· Policy/analytical papers on economic policy challenges

· Policy platforms on economic policy challenges

· Development of an economic model

· Establishment of an economic development index
· Establishment of database on the real economy
· Proposal for the establishment of the Economic Development Institute
· Economic Development: Planning and Coordination - The purpose of this programme is to develop economic planning proposals for consideration by Cabinet and for submission to the National Planning Commission to be incorporated in the wider national plan.
Key activities from the operational plan include:

· Strategic engagements with DFIs and ERBs

· Strategy to enhance investment for economic development

· Oversight of special financing for small businesses, targeted growth sectors and companies in distress

· Interventions to leverage state expenditure and procurement

· Engagements with international agencies and multilateral institutions

· Submission of economic planning proposals

· Engagements with provincial and local government

· Production and review of sector plans
· Production and review of spatial plans
· Economic Development and Dialogue - The purpose of this programme is to promote social dialogue in order to foster economic development. 

Key activities from the operational plan include:

· Implementation of and reporting on the Framework for SA’s Response to International Economic Crisis 

· Social dialogue engagements

· Capacity building engagements

· Sectoral/workplace/national agreements facilitated with partners

· Establishment of Advisory Panel on Economic Development

· Annual Conference on Economic Development
3. Departmental Allocations and Expenditure 2009/10
As an entirely new department formed after the 2009 elections, there was no budget in place for EDD in May 2009 and the DTI established a division within their financial systems for EDD. This division within the DTI, was allocated a budget of R29 million for the remainder of the financial year and the DTI was reimbursed for the expenditure it has already incurred. It was agreed with National Treasury that the DTI Director-General be the Accounting Officer for these funds for the 2009/10 financial year. EDD’s transactions are reflected in the DTI’s Annual Financial Statements.

In addition to expenditure of R16.654 million incurred and paid for during the 2009/10 financial year, commitments were made for expenditure on capital assets amounting to R1.107 million. The total of expenditure and commitments for 2009/10 was R17.761 million or 61.24% of the adjusted budget allocation.

Commitments represent goods and services that have been ordered, but not delivered and paid for at the reporting date. This amount of R1.107 million was not recognised in the statement of financial position as a liability or as expenditure for 2009/10 because the annual financial statements are prepared on a cash basis of accounting, but are however included as part of the disclosure notes.
Table 1:  Management accounts for EDD for 2009/10

	Economic Classification
	Adjusted Budget 2009/10
	Expenditure and variance 2009/10

	
	
	Budget
	Expenditure
	Variance
	% Variance

	
	R’000
	R’000
	R’000
	R’000
	R’000

	Compensation of employees
	12.644
	12.644
	7.865
	4.779
	37.79%

	Goods and services
	10.355
	10.355
	6.349
	4.006
	38.69%

	Capital Assets
	6.001
	6.001
	2.439
	3.562
	59.35%

	Total budget
	29.000
	29.000
	16.654
	12.346
	42.57%


4. Analysis of the Department’s Annual Report 2009/10
The Minister of Economic Development, Mr Ebrahim Patel, presented the Annual Report 2009/10 to the committee, which is the first Annual Report of the Department, since its establishment in May 2009. The Annual Report 2009/10 outlines the setting up of a new department of government, the work and activities it undertook between May 2009 and March 2010. 

EDD was accounted for as a division within the Department of Trade & Industry (DTI), with an allocated budget of R29m.
The Annual Report 2009/10 included the following work and activities undertaken by the EDD from May 2009 to March 2010. The Annual Report 2009/10 reported the following:

Establishment of the Department   
· As it was a new Ministry, it was necessary for the Ministry to establish a basic infrastructure and staff support immediately after taking office. Accommodation was secured on the DTI Campus, Pretoria. A process of rapidly procuring furniture, telephones and office equipment was undertaken. Basic office supplies were also purchased for the new Ministry.

Office accommodation was also secured in the Parliamentary precinct at 120 Plein Street. The Ministry appointed an Establishment Manager for the remainder of the financial year.

Work on the Strategic Plan of the department started in June 2009. The final draft was completed in September 2009. The draft informed the organisational structure and the medium term expenditure framework (MTEF) budget of the Department. The Strategic Plan was tabled in Parliament on 03 March 2010 as required by Parliament in accordance with the Money Bills Amendment Procedure and Related Matters Act, 2009.
The Minister held consultations with colleagues regarding the agencies that should report to EDD in view of its mandate. It was subsequently agreed that six (6) agencies should be transferred from the DTI to the EDD: three regulatory bodies (The Competition Commission, the Competition Tribunal and the International Trade and Administration Commission (ITAC) and three development finance institutions (the Industrial Development Corporation (IDC), Khula Enterprise Finance Limited (Khula) and the South African Micro-finance Apex Fund (Samaf)).

On 10 December 2009, the Minister for Public Service and Administration determined, in terms of section 3(4) (b) of the Public Service Act, 1994, that the oversight functions relating to these entities be transferred from the DTI to EDD with effect from April 2010, subject to the transfer of the relevant legislation from the Minister of Trade & Industry to the Minister of Economic Development in terms of section 97 of the Constitution of the RSA, 1996.

Responding to the recession

· Much of the EDD’s work during the period under review was addressing South Africa’s response to the global economic crisis. In July 2009, the Minister of Economic Development was requested to convene and chair the Leadership Team of business, labour, community and government representatives that was created in the Framework. 

· One of the instruments to deal with the challenges of the recession was the National Jobs Fund, which is utilized to finance a Training Layoff scheme to support companies experiencing weakening demand for their products, by providing an alternative to retrenchments. A sum of R2, 4b was drawn from the Unemployment Insurance Fund (UIF) and the National Skills Fund to pay allowances to workers on special training schemes. A further R500 million was committed by a consortium of SETAs to pay for the costs of funding the training offered under the scheme.

· The second instrument was a Fund for companies in distress as result of the crisis. The money was made available through the Industrial Development Corporation.

· The third instrument was a development bond placed by the IDC with the UIF, of R2b.

· A range of measures to combat customs fraud were also introduced.

· The Competition Commission launched investigations into collusive practices on food prices.

Developing dialogue

· This Chapter set out seven workstreams, which included: The Leadership Team’s work in response to the recession; Policy Platform of the global economic crisis; KwaZulu-Ntal Platform on Rural Development; Policy Platform on income inequality; Next Economy National Dialogue; Engagement in Nedlac and the Ministerial roundtable with the pharmaceutical industry.

The New Growth Path

 EDD has coordinated government work on a new growth path. The following three workstreams sum up the work to date.
· Research and policy work – Research towards the new growth path commenced in 2009. A framework for the growth path was developed, the approach was adopted of identifying key “job drivers” in the economy, i.e. sectors with a high employment potential. Research was undertaken in these areas and initial estimates on the numbers of jobs that could be realised were made. EDD consolidated this research into a draft Growth Path document.
· Workshops and policy sessions – Following the broad conceptual work on the growth path, EDD hosted a number of Departmental workshops and consultations to draw in external expertise and tap into the work that has been done elsewhere. A workshop focusing on the exchange rate was held on 7 December, which identified a range of interventions used by governments across the world to address exchange-range competitiveness challenges. The EDD also conducted workshops with the IDC on the Growth Path, which identified areas of data and research, and considered the outcome of IDC work sources of new job growth.

· Processes in the Economic Cluster and within government – the EDD worked closely with the Economic Cluster in developing key issues in the growth path.

Provincial Coordination
· Economic Development MinMEC - On 11 August 2009, the first Economic Development MinMEC was held with 6 provincial MECs and their Head of Departments. The MECs tabled their provincial priorities, challenges and opportunities. The meeting agreed to convene an economic development symposium. 

· The Economic Cluster Research Forum – EDD co-hosted a research forum on 30 September 2009 to encourage greater research cooperation amongst provincial and national economic development departments.

· MinMEC Symposuim – A MinMEC economic development symposium was held over 16-17 November 2009 in Pretoria.

Parliament

· Presidency Budget Vote – the Minister participated in the Presidency Budget Vote debate on 24 June 2009 and spoke on international economic relations.

· Global economic crisis – Due to the keen interest in the progress in responding to the international economic crisis, the Minister addressed the National Assembly on 20 August 2009.

· Budget Vote No. 27 – Minister Patel made his first Budget Vote address to the National Assembly on 23 March 2010.

International work
· During the period under review, the Department’s work on international matters largely focused on policy development, particularly on regional economic integration. In addition, bilateral meetings were held with Ministerial counterparts on bilateral visits to SA, ambassadors from a number of countries and representatives of international economic institutions and organizations. The Minister launched the Employment Creation Fund during the European Union/South African bilateral Summit.
5. First and Second Quarter Performance Reports of the Department for the 2010/11 Financial Year
Expenditure in the first six months of 2010/11 is R 171.003 million or 40.9% of the main appropriation of R 418 million for the year as a whole. Spending is marginally below the norm due to the high vacancy rate associated with the start up and initiation of operations in the new department.

Table 2: Programme 1 (Administration)
	YTD EXPENDITURE

	Per Sub-programme
	Q1
	Q2
	YTD
	% Spent
	Main Appropriation

	Ministry
	5, 807
	5,539
	11,346
	69,64%
	16,292

	Office of the DG
	615
	942
	1,556
	33.54%
	4,640

	General Management Services
	198
	1389
	1,587
	6.65%
	23,870

	
	6,620
	7,870
	14,490
	32.34%
	44,802


Table 2 above indicates Programme 1 (Administration), from a budget of R 44,802 million, Year to Date (YTD) expenditure as at 30 September is at R 14.490 or 32.3% of the budget. The spending is below the 50% norm by 17.7% due to slow spending arising out of the current vacancy rate.

Table 3: Programme 2 (Economic Policy Development)
	YTD EXPENDITURE

	Per Sub-programme
	Q1
	Q2
	YTD
	% Spent
	Main Appropriation

	Growth Path
	-
	168
	168
	3.52%
	4,789

	Economic Policy
	64
	468
	533
	8.12%
	6,555

	BBBEE
	-
	-
	-
	0.00%
	4,738

	2nd Economy
	-
	-
	-
	0.00%
	2,068

	
	64
	637
	701
	3.86%
	18,150


The expenditure of programme 2 (Economic Policy Development) (Table 3, above) amounts to R700 000 or 3.9% of the budget of R 18.150 million, which is much less than the main appropriation budget. Slow spending in this Programme is largely informed by the rate at which posts are filled because EDD is in its first year of operation.

Table 4: Programme 3 (Economic Planning and Coordination)

	YTD EXPENDITURE

	Per Sub-programme
	Q1
	Q2
	YTD
	% Spent
	Main Appropriation

	Spatial, Sector and Planning
	-
	195
	195
	1.57%
	12,409

	Economic Development, Financing and Procurement
	-
	-
	-
	0.00%
	3,806

	Investment for ED
	32,432
	39.792
	72,224
	46.11%
	156,634

	Competitiveness and Trade for decent work
	60,085
	23,309
	83,394
	48.61%
	171,552

	
	92,517
	63,296
	155,813
	45.24%
	344,401


The actual spending of programme 3 (Economic Planning and Coordination) (Table 4, above) indicates that from a budget of R 344.401 million, a year to date expenditure for programme 3 is R 155.813 million or 45.2% of the budget.

Table 5: Programme 4 (Economic Development and Dialogue)

	YTD EXPENDITURE

	Per Sub-programme
	Q1
	Q2
	YTD
	% Spent
	Main Appropriation

	National Social Dialogue
	-
	-
	-
	0.00%
	7,862

	Sector and workplace social dialogue
	-
	-
	-
	0.00%
	400

	Capacity building for ED
	-
	-
	-
	0.00%
	1,710

	Productivity, Entrepreneurship and Innovation
	-
	-
	-
	0.00%
	1,451

	
	-
	-
	-
	0.00%
	11,243


There is no spending to date for programme 4 (Economic Development and Dialogue) (Table 5) from a budget of R 11.243 million. The under spending here is also caused by reasons that officials in the Branch of Economic Development and Dialogue have been erroneously paid under Programme 1. This will be corrected by correcting Persal allocations and effecting journals.

Overview of Revenue

The departmental revenue collection in the first six months of 2010/11 is R 67.659 million or 29% of the estimated revenue of R 230 million for the year as a whole. There is no comparison with mid-year revenue collections in 2009/10 since EDD is currently in its first financial year of operation as a budget vote. The main revenue generator for the department is fines from penalties from the Competition Commission.

6. Auditor-General’s Report
EDD was accounted for as a division within the Department of Trade & Industry (DTI), with an allocated budget of R29m. The Auditor-General’s Report, on these funds was thus included in the financial statements of the DTI.

7. Consideration of reports of the Committee on Public Accounts

The Department did not appear before the Committee on Public Accounts.

8. Entities reporting to the committee

The committee interacted with the entities on their Annual Reports 2009/10. Some of the highlights of these interactions include the following:

8.1. Competition Commission
The Competition Commission is a statutory body constituted in terms of the Competition Act, No 89 of 1998 by the Government of South Africa empowered to investigate, control and evaluate restrictive business practices, abuse of dominant positions and mergers in order to achieve equity and efficiency in the South African economy.
Committee observations:

· AG’s Report - The Competition Commission received an unqualified Auditor-General’s Report for the 5th consecutive year.
· Investigating cases brought by the public - Members of the public may approach the Competition Commission if they suspect that there might be collusion in any sector, where the Commission will investigate and a decision have to be made whether to pursue with the case or not. The Commissioner can also initiate cases (pro-actively).

· Processes of Appeal against the decision of the Tribunal - There are 3 processes of Appeal against the decision of the Tribunal: First the Tribunal Appeal Court, then the Supreme Court of Appeal and then the Constitutional Court.
· Budgets of the Commission (2009 and 2010) - In 2009, the Commission received a government grant of R44m and in 2010, R80m. 
· Fines/penalties paid by companies - The fines/penalties which the companies pay are not reflected in the financial statements of the Commission. The fines/penalties go to the national fiscus.
· Fee income amounts - Fee income amounted to R50m in 2009, and R30m in 2010. 
· Financial planning by the Commission: The Commission were initially ambitious in their planning, where more funding was requested from Treasury, but the result was that they received less than what they requested.
8.2. Competition Tribunal

The Competition Tribunal has jurisdiction throughout South Africa and adjudicates competition matters in accordance with the Competition Act (Act 89 of 1998).   It is subject to the Constitution and the law and acts independently. When a matter is referred to it the Tribunal may: 

· grant an exemption from a relevant provision of the Act 

· authorise a merger, with or without conditions, or prohibit a merger 

· adjudicate in relation to any conduct prohibited in terms of the Act by determining whether prohibited conduct has occurred, and if so, impose a remedy provided for in the Act 

· grant an order for costs. 

Committee observations:

· Disabled employees: The Tribunal does not currently employ any person with disability.

· Staff promotion – there have been instances where staff (especially Case Managers) was successful in applying for higher positions at for example the Competition Commission. Staff generally gain initial experience at the Tribunal and then they move on to more senior positions at the Commission.
· Job losses of possible mergers – All stakeholders are involved if there are any job losses due to mergers especially the trade unions
· Fruitless and wasteful expenditure of R3 368 – according to the Tribunal, the South African Revenue Service (SARS) indicated that the Tribunal owed them the amount for a PAYE shortfall in March 2007. According to the Tribunal they paid this amount in April 2007 and therefore disputed the liability. The Tribunal expects this liability to be reversed.
8.3. International Trade Administration Commission of South Africa

International Trade Administration Commission of South Africa (ITAC) was established through an Act of Parliament, the International Trade Administration Act 71 of 2002, which came into force on 1 June 2003. 

The aim of ITAC, as stated in the Act, is to foster economic growth and development in order to raise incomes and promote investment and employment in South Africa and within the Common Customs Union Area by establishing an efficient and effective system for the administration of international trade subject to this Act and the Southern African Customs Union (SACU) Agreement. The core functions are: customs tariff investigations; trade remedies; and import and export control. 

Committee observations:

· Aluminium investigations – It is a review of tariffs, which has arisen from IPAP 1, who identified intermediate inputs which included aluminium with regard to a review by ITAC, with a view of reducing the costs for downstream value added goods. A recommendation was made to the Minister and the duties were reduced. After this, producers came back to ITAC indicating that some of the raw materials had to be imported, which has then increased their input costs. The investigation had to be reviewed and ITAC is at an advance stage to make a recommendation to the Minister. 
· Import permit for vehicles – Import permits are for second hand vehicles and no permits is issued for new vehicles. Permits are also issued for vehicles which are utilized by people with disabilities.
· Struggling Textile and Clothing industry – one of the problems is the under valuation of imported clothing and textiles, which erodes the tariff protection. Tariff protection for clothing has recently been increased from 40 – 45%, fabrics extended to 22%. There is a unit within SARS that deals with under-invoicing.
· Replacement of the Textile and Clothing Incentive Development Plan (TCIDP) – the TCIDP has been replaced by the Production Incentive Scheme, which is part of the DTI strategy, which is in full implementation including skilling and upgrading.
· Promotion of local goods produced – where there is domestic production, especially downstream there are tariffs. Domestic production is supported with tariffs.

· Relationship with SARS – Once a recommendation is made by ITAC to the Minister of Trade and Industry, the Minister requests the Minister of Finance to implement. The implementation is performed by SARS. SARS and ITAC also work very closely on import and export permits.

· Skills of employees – in order to perform the functions at ITAC you need to gain the necessary experience within ITAC itself, and the tertiary institutions will not be in a position to offer this.

· Investigation on wheat and sugar – An investigation was performed which resulted in the protection of domestic producers, especially the farmers. 

· ITAC’s link with IPAP II – IPAP II states that ITAC must continue to conduct applications for selective tariff increases or decreases. ITAC therefore takes a developmental approach to tariffs. Where the focus is on the outcomes e.g. domestic production, employment, international competitiveness etc. 

· Investigation on tyres from China – ITAC did undertake an investigation into the issue of tyres from China. No evidence was found of dumping and injury. ITAC was challenged by tyre manufacturers in the High Court, where the manufacturers were successful, but ITAC appealed which was granted.

· Exceeding targets for export and import permits – the reason for exceeding the target is because it is based on historical data. ITAC under estimated, because there were more applications then expected.

· Irregular expenditure – The irregular expenditure amount is R155 000 and the amount (loss to fraud) directly related to the official, is R12 000. The official was on suspension for 6 months while the investigation was conducted.

· Surplus of R4.3m in 2008/9 – Interest received was initially budgeted conservatively, but R1.5m was received as interest and another big driver of this surplus was the fact that at the start of that financial year there was a staff compliment of 130 and at the end of the financial year 114.      

8.4. Industrial Development Corporation

The Industrial Development Corporation of South Africa Ltd (IDC) is a self-financing, national Development Finance Institution (DFI). It was established in 1940 to promote economic growth and industrial development in South Africa. The mandate of the IDC, includes the rest of the African continent and they are active throughout the entire region. They operate in a broad spectrum of industries and with their specialized knowledge and experience; they are able to offer valid and appropriate financial assistance to a wide variety of individuals and companies.
Committee observations:

· People’s reluctance to invest – people are reluctant to invest in businesses during the recession. If the country wants to be competitive, it would need to invest on best practices and bet processes.
· UIF Development Bond – The IDC borrows money from various sources of which the UIF is one and the rates that the IDC is paying in relation to these loans is lower than the markets.
· Progress on the Joulle project – The Joulle project is still in its development phase, where the prototype has been produced. The IDC has however not taken a decision to invest on a commercial scale. The IDC is still in the process of assessing the risks and exploring the possibilities of partnerships. If the IDC finds that the project is not viable, that it would “walk away” from the project.
· Investments in bio-fuel – The IDC’s approach are one that underlines non-competitiveness with the food industry.  
· IDC’s role in steel pricing – The IDC is a minority shareholder in ArcellorMittal, with the result that it has little influence as these decisions are taken by the majority shareholder.
· Automotive components – last year the main focus on components was on survival. There are however signs that the in terms of motor assembly plants are moving in the direct direction, where there is an upswing and where the IDC is in the process of funding a number of local manufacturers.
· Developments at Coega – Coega did not develop as expected. The IDC does not deal with industrial development zones (IDZs). One of the core projects of Coega was the Aluminium Smelter, but due to the electricity crisis the project had to be canned. The IDC is however looking at other investments in the region. Coega would need more critical mass in order to be successful as an IDZ.
· Funding to companies in distress – The uptake of the funding is below the expectations of the IDC, with R1.4 billion approved of the R6.1 billion allocated for the period to March 2011. Twenty eight (28) companies in distress has been assisted by the IDC. 
· Advocacy campaign regarding funding to companies in distress – The IDC had several interviews in a variety of media; it also had a number of workshops, and 20 of these were held with the relevant sectors.
· Investments in the rest of Africa – according to the IDC there is an increased demand and the target was exceeded due to the projects, which required large capital investments, for example the sugar plant in Tanzania.
· IDC’s percentage of the 500 000 jobs to be created -  The IDC was responsible for 8% of the 500 000 jobs to be created. Within this number the IDC only focused on long term employment and not on short term employment.
· Bonuses to staff – Bonus offered to staff costs in 2009/10 is much lower than what was expected and this affected the figures.

· The committee noted that more time to scrutinize the Annual Report of the IDC should be made as there are still outstanding issues to be discussed with them. A follow-up meeting need to be scheduled with IDC.
8.5. Khula Enterprise Finance Limited

Khula Enterprise Finance Ltd (Khula) is dedicated to the development and sustainability of small businesses in South Africa.  A leader in its field, it has a proud history of more than 13 years' service of involvement in the rapidly growing and economically vital, small and medium enterprise (SME) sector.

The company is a wholesale finance institution which operates across the public and private sectors, through a network of channels to supply much-needed funding to small business.  Khula's channels include South Africa's leading commercial banks, retail financial institutions, specialist funds and joint ventures.  Its primary aim is to bridge the "funding gap" in the SME market not addressed by commercial financial institutions.

Committee observations:

· Khula’s existence since being established – since Khula’s inception it disbursed R2,5 billion. In 2002 the loan book was R34m and in 2010 it grew to R640m. Bad debt stood at R40% in 2002 and in 2002 it declined to 12%. The institution grew but maintained risk at an acceptable level. 
· Mentorship provided by Khula – Khula emphasised that the mentorship provided will be intensified, where mentorship will become critical with the loans provided. Khula has an agreement with Seda, with regard to pre-loans and once these loans are approved Khula will assist.
· Footprint of Khula – A Memorandum of Understanding has been signed with Seda, since they have a bigger footprint than Khula. The Post Office is also a possible partner in order to extend Khula’s footprint throughout the country.

· Implementation of Khula Direct – The Business Plan for Khula Direct was approved in 2008 and in 2009, the modelling and design was developed as well as the implementation plan. It is envisaged that Khula Direct will be rolled-out at the beginning of next year. 

· Recovery of debts (‘Bad debts”) – According to Khula, “bad debts” is a market wide challenge, and the global economic crisis contributed to this and when making loans available, it is a systemic risk that Khula have to take.

· Khula’s relationship with Retail Financial Institutions (RFIs) – Khula acknowledged that the relationship with RFIs need to be reinforced. Khula have developed a booklet which have been distributed country wide, which informs members of the public on how to access funds for SMEs. Khula reiterated that it was established as a wholesale financier, which means it does not lend directly but where it lends money to intermediaries, who in turn lend money to businesses. It is exactly for this reason that the implementation of Khula Direct is fundamental, where they will have a greater impact on SME development in the country.
· Meetings of the audit committee – the committee met four (4) times during the period under review (in accordance with the PFMA).

8.5. South African Micro-finance Apex Fund

The South African Micro-finance Apex Fund (Samaf) is a wholesale fund that distributes its funds through Retail Financial Intermediaries (RFIs).  The term “financial intermediary” refers to a wide range of Financial Institutions dedicated to the provision of small scale financial services to the Enterprising and working poor households. It includes Non Governmental Organizations (NGOs), Savings and Credit Cooperatives (SACCOs), Financial Services Co-operatives (FSCs), Co-operative Banks, private commercial banks, and non-bank financial institutions (MFIs). 

Committee observations:

· Report of the Auditor-General – Samaf received a qualified report from the Auditor-General. The basis for the qualified report referred to: A number of journals were passed during the system implementation process; and. Management failed to provide sufficient and appropriate explanation to substantiate journals.
· Credibility of the information provided – Samaf acknowledged that certain information needed a survey mechanism, which was lacking, and that certain information was not credible, but they noted that they are in the process of putting systems in place to rectify and address these issues. 

· Comments by the Auditor-General’s report – On the Management letter, Samaf created a matrix where employees are responsible for their actions on a monthly basis. They expect improvements after this intervention and assured members that they will have an unqualified report. 
· Irregular expenditure by employee – the irregular expenditure occurred when an employee went outside of the tender processes to procure, but highlighted that the specific employee was unaware of the correct procedures to be followed. 
· Material impairments as a write-off – The material impairments were a provision and not a write-off.
· Capacity building of institutions – Capacity building of institutions, by Samaf, will be fundamental in the sustainability and viability of these institutions.
· Appointment of 14 interns – Samaf intends employing 14 interns who will assist with administration work. 
· Revised Human Resource structure proposed – Samaf have reviewed their current structure and new one has been developed which is awaiting approval and one of the reason for the reviewing of the structure is because provinces need additional staff.
· Legal action against intermediaries to recover debt – Legal action has been taken by Samaf against intermediaries to recover debt owed to Samaf, but Samaf acknowledged that if they do go the legal route to recover money owed, that it will certainly be to the disadvantage of institutions, as this will lead to the closing down of some of them.

· Information gathering from Financial Intermediaries (FIs) – Gathering the necessary information from FIs remains a challenge for Samaf.
· Risk Management Audit – The Risk Management Audit function is management by an external service provider, whose services has been terminated and this function now resides in the office of the CEO. 

· Skills and competencies of the Samaf staff – the initial staffing of the agency was people who had good social skills but lacked the necessary financial and developmental skills. Samaf is in the process of implementing Project Bokomoto to improve the competencies of staff.   
· Lack of support to institutions in the poorer provinces – Some of the institutions might be in a particular province, they had distribution channels in the other provinces e.g. Marang, which is based in Gauteng is also present in 6 other provinces.
· Committee’s view on the presentation document – The committee felt that the report had to interpretable, supported by reliable evidence, that there should be no incongruent information, and that Samaf must go back and rework the document, where a follow-up meeting will be scheduled.

9. Findings of the Committee 

· Public awareness of the mechanisms implemented, as agreed to in the “Framework agreement” remains a concern.

· Many companies and businesses are unaware of the existence of the Training labour lay-off scheme and the funding to companies in distress provided for by the IDC.

· While conducting its oversight visits the committee noted that there was little or no coordination between the funding to companies in distress (as provided by the IDC) and the labour lay-off scheme.
· Members of the public (especially the poorer provinces) are unaware of the existence of Khula and Samaf as development finance institutions.

· There is a lack of monitoring and evaluation by the IDC, Khula and Samaf to institutions/companies it provided funding to.

· Capacity building initiatives by Samaf and Khula will be imperative for the sustainability and viability of SMMEs.

· The Competition Commission still relies to heavily on applications received by the public and other stakeholders to investigate issues of possible collusion.

· The Competition Commission lacks the necessary capacity to perform its mandate optimally.

· Members of the public are unaware of the work and outcomes of cases by the Competition Commission.

· Cooperation and coordination between the Competition Commission and the Competition Tribunal and other stakeholders will be critical if the Commission is to work efficiently.

· The cumbersome process of applying for funding from the DFIs, remains an obstacle for funding to broader communities.

· The public lacks the necessary information relating to the activities of the Competition Commission and the International Trade Administration Commission of SA (ITAC).

· Tender-rigging remains a challenge.

· There are signs that provinces are endeavouring to align their Provincial Growth and Development Strategies (PGDSs) with that of the national plans. 

· There is a lack of coordination and cooperation between the Provincial Department of Economic Development and municipalities on the development of the Provincial Growth and Development Strategies (PGDSs) and the Local Economic Development plans (LEDs), respectively.
· The establishment and creation of viable cooperatives will be fundamental in eradicating poverty and creating jobs.
· Khula’s impact will be greater once Khula Direct is implemented.
· The recapitalisation of Khula Direct will be critical.

· Coordination and cooperation between the different DFIs is imperative for poverty alleviation.

· The presence and existence of Khula and Samaf in the local areas is vital for economic development.

· Khula Direct will be implemented initially as a pilot.

· The EDD is experiencing challenges with regard to the roll-out of their official website.

· It takes the EDD 3-4 months to fill a position. The committee is of the view that this period is too long.

· The financial performance of the department (for the 1st and 2nd quarter) is a concern to the committee.

· The Green Economy is a sector which will provide jobs to the poorest of the poor, e.g. waste recycling.

· The EDD is working with the National Treasury on the revision of the Preferential Procurement Policy Framework Act.
· EDD will underspend this financial year.

· EDD will lead policy issues on e.g. the Green Economy and the Second Economy.

· A media statement was made on Tuesday, 26 October 2010 on the Framework for the New Growth Path.

· Information between the EDD and IDC are skewed. Members are concerned that there might be a communication gap between the two as information between them does not correlate.

· Working relations with the MECs and Provincial Departments of Economic Development is unfolding very positively.

· With regard to agricultural and rural development, the EDD is working closely with the Department of Rural Development, where many jobs to be created in this sector will be in the second economy, according to the EDD.

· The committee commended the EDD for not utilizing consultants on a large scale.  

· The EDD has developed a dashboard of indicators for measuring the performance of entities.
· Initial research was undertaken by the EDD on a Cooperatives strategy, where engagements were held with National Treasury and further consultations with the DTI and the International Labour Organisation (ILO).

· A MOU was drafted with an academic institution to develop a policy and monitoring tool relating to the Cooperatives strategy.     

10. Conclusion

The Committee is mindful that the department did not have Strategic Plan and Budget Vote for the period under review. The first Strategic Plan and Budget Vote of the newly established Department of Economic were tabled in Parliament during March 2010. 

The Committee is however satisfied with the progress and development to date regarding the work and activities of the EDD during this period, taking into consideration the lack of human resources within the department. The committee is of the view that the staffing of the department must be priority area for the department.

The committee is concerned about underspending in the 1st and 2nd Quarterly Performance Reports, due to the non-filling of vacancies, which resulted in some of the programmes not spending at all. 
11. Recommendations of the Committee in respect of the Department

The Committee recommends the following to the Department:

With regard to the Green Economy

· The possible expansion of the Green Economy should not unnecessary impact negatively on jobs in the sectors of the economy that can be categorised as carbon intensive.
· Focus should not only be on the impact by individuals and households, but on big industry that have a major impact on the carbon emissions.
· A major focus of the Green Economy should be towards development and job creation whilst preserving the economy.

· The role of Research and Development (R&D) should be to develop technology that will enable/gear towards accelerated economic growth, employment creation and development of our people especially the working class and the poor.

· Emphasis should be placed on incentivised usage of green products and services

Lack of information

· There is a necessity for the Economic Development Department (EDD) and the entities to ensure that information flows to the various levels of society and stakeholders.  

· The advocacy campaign of the IDC, relating to its funding to companies in distress should be strengthened and reinforced in all provinces.

· There is a necessity for Khula and Samaf to be located in all areas, especially rural areas.

Capacity building

· The Department and its entities should fill vacancies as a matter of urgency in order to fulfil their mandate as required.
· The recruitment processes (3-4 months) of the department are too time consuming, and should be reduced to be able to meet indicative timeframes. 
Coordination and Cooperation

· The department must ensure that coordination and cooperation among the three spheres of government to be prioritised relating to the alignment of the national plans with that of the Provincial Growth and Development Strategies (PGDSs) and the Local Economic Development plans (LEDs).

· The department should ensure the integration of its programmes is prioritised.

· Better coordination and cooperation must be fostered among all the entities of EDD.
· The department should ensure that interdepartmental cooperation and coordination is addressed, as this will be critical relating to the achievement of the Competition Commission’s mandate.
· The department should ensure that the activities performed by the DFIs are duplicated, in other words activities must be streamlined on their specific areas of focus.
Finance

· The department should ensure that appropriate measures are put in place to ensure that there is no underspending by the end of financial year 2010/11.

· Development Finance Institutions should allocate more funds to focus on the establishment of cooperatives in the various provinces.

· The department, in conjunction with the IDC should examine lowering the cost of funding, specifically the interest rates charged to companies.

· The department should ensure that programmes, as set out in its Strategic Plan, be adequately funded.

· The department should assist and guide Khula with regard to the recapitalisation of the Khula Direct model.

· The department should ensure that transfers to entities are fully spent towards its allocated purpose. 

· Development Finance Institutions should ensure that the disbursement of funds is biased towards the poorer provinces in order to ensure equity in the distribution thereof (balance should be struck between the richer and poorer provinces).

General

· Those companies funded should be monitored and assisted with mentoring and coaching programmes.

· The dashboard of indicators developed by the EDD should be simplified.
· DFIs should relax the bureaucratic processes associated with funding application criteria in order to enable broader access.
· The EDD with the DTI, through the IDC, should address the high steel prices.
· The EDD should assist in ensuring that the IDC remain within its primary mandate, i.e. industrial development with a major focus on rural and urban areas.

Report to be considered.[image: image1.png]
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