3. Budgetary Review and Recommendation Report of the Portfolio Committee on Public Enterprises, dated 4 November 2015
The Portfolio Committee on Public Enterprises (hereinafter referred to as the Committee), having considered the performance and expenditure for the 2014/15 financial year and submission to National Treasury for the medium term period of the Department of Public Enterprises and its Entities, reports as follows:
1. Introduction 
1.1
Mandate of Committee 
The mandate of the Committee is to consider legislation referred to it; exercise oversight over the Department and the six state-owned companies (SOCs); consider international agreements referred to it; consider the budget vote of the Department of Public Enterprises and its Entities; facilitate public participation in its processes; and to consider all other matters referred to it in terms of legislation and the rules of the National Assembly.
1.2
Description of core functions of the Department
The Department of Public Enterprises has a distinct mandate of shareholder management on behalf of the state. It has a responsibility to ensure that SOCs primary responsibility is to support and lead in strategic government-led developmental objectives within the realm of a clearly defined public mandate of pursuing an overarching industrialisation programme, drive investment, productivity and transformation of the sectors within which they operate. The Department also seeks to unlock growth, drive industrialisation, create jobs and develop skills.  
1.3
Purpose of the BRR Report 
Section 77(3) of the Constitution stipulates that an Act of Parliament must provide for a procedure to amend money bills before Parliament. The Money Bills Amendment Procedure and Related Matters Act (No. 9 of 2009) sets out the process that allows Parliament to make recommendations to the Minister of Finance to amend the budget of a national department.
The Money Bills Amendment Procedure and Related Matters Act therefore makes it obligatory for Parliament to assess the Department’s budgetary needs and shortfalls vis-à-vis the Department’s operational efficiency and performance. This is done taking into consideration the fact that the Department has oversight responsibilities over six state-owned companies, namely Alexkor, Denel, Eskom, South African Express Airways (SAX), South African Forestry SOC (Safcol) and Transnet.
1.4
Method
This report is the culmination of a very intense and thorough analysis and interaction with the Department and state-owned companies through briefings, oversight visits and interaction with relevant stakeholders. These included a briefing from the Department of Public Enterprises on its annual report, a briefing from the Office of the Auditor-General on the audit outcomes and a deliberation on the analysis done by the parliamentary support staff on the performance of the Department in terms of its service delivery targets and financial performance. The report incorporates inputs from the Internal Audit Committee of the Department of Enterprises. However, in as much as these issues are raised by the Internal Audit Committee they have been sufficiently addressed in the Auditor-General’s report. 
1.5
 Outline of the contents of the Report
The budgetary review and recommendation report of the Committee, in undertaking oversight over financial and non-financial performance of the Department of Public Enterprises and entities, contains the following:
· Overview of the key relevant policy focus areas.
· Summary of previous key financial performance recommendations of the Committee.
· Overview and assessment of financial performance.
· Overview and assessment of service delivery performance.
· Finance and service delivery performance assessment.
· Committee observations and responses. 
· Summary of reporting requests. 
· Committee recommendations.
2. Overview of the key relevant policy focus areas 
The mandate of the Department of Public Enterprises provides it with a distinct scope to contribute towards economic growth, and sustainable development outcomes. At its core is the Department’s contribution to employment, skills development, industrial development, transformation, community development, and environmental stewardship.

The Department is at the core of harmonisation and alignment of inter-sphere and inter-departmental planning through policy coordination implementation mechanism resonating in intergovernmental relations. It is through mechanisms such as these that impact is monitored at sites of delivery. Therefore, the Department should focus on enhancing its structure and systems of monitoring, evaluation and reporting. 
The Department provides oversight to entities established through different legislative mandates. This provides an opportunity for coordinating key major policies of government such the National Development Plan, Industrial Policy Action Plan and the Strategic Infrastructure Projects aimed at economic growth, industrial development and job creation.

There is a reaffirmation on how Government’s infrastructure programme will support the growth of supply sectors, unlock key bottlenecks in the economy and underpin structural transformation. The Strategic Infrastructure Projects (SIPs) identified in the Presidential Infrastructure Coordinating Council (PICC) which state-owned companies are leading will have a catalytic impact on job creation, unlocking resources developing the poorest regions of our country and overcoming spatial inequalities. Entities have a regional outlook informed by government’s commitment to the African Union on the key Strategic Infrastructure Projects. The Department provides oversight to entities that while having the responsibility of driving the developmental objectives of government and remaining commercially viable, they drive continental developmental objectives of government as part of government’s commitment to the AU’s Agenda 2063.

The strategy is also aligned to and supports the many regional initiatives that seek to improve regional integration. These include:

· The Department of Public Enterprises’ Africa Strategy;
· The SADC Regional Infrastructure Development Plan;
· The AU/NEPAD’s Programme for Infrastructure Development in Africa (PIDA);
· PIDA’s Presidential Infrastructure Champions Initiative, which includes the North-South Corridor as one of the eight cross border projects; and
· South Africa’s Presidential Infrastructure Coordinating Commission, with specific reference to Strategic Integrated Project (SIP) 17: Regional Integration for African cooperation and development.
The Department of Public Enterprises should be able to monitor key policy developments at the development stage and include in its planning framework key programmes to support policy implementation. This should be practiced in different spheres of government in line with the implementation of the Medium Term Strategic Framework, 2014-2019.
The President’s state-of-the-nation address in 2015 highlighted the nine point plan to ignite growth and create jobs; these are:
1. Resolving the energy challenge.

2. Revitalising agriculture and the agro-processing value chain.

3. Advancing beneficiation or adding value to our mineral wealth.

4. More effective implementation of a higher impact Industrial Policy Action Plan.

5. Encouraging private sector investment.

6. Moderating workplace conflict.

7. Unlocking the potential of small, medium and micro enterprises (SMMEs), cooperatives, township and rural enterprises.

8. State reform and boosting the role of state owned companies, information and communications technology (ICT) infrastructure or broadband roll-out, water, sanitation and transport infrastructure.

9. Operation Phakisa aimed at growing the ocean economy and other sectors.

SOCs reporting to the Department support the entire nine point plan as outlined in SONA. They have a role in sustainable development outcomes, capacity creation and maintenance, market segment competitiveness and operational performance. In its annual report, the Department does not point out how it factors in the nine point plan. The inputs of the Department focus on reporting on key major policies without specific reference of the link with the nine-point plan. It is imperative that SONA inputs are carried out in the reporting. This points out to lack of coherence in policy articulation and implementation.
In his budget speech of 2015, the Minister of Finance emphasized that Government remains committed to the strategic priorities to be pursued in the 2015/16 financial year in line with the nine-point plan.  
The National Development Plan (NDP) identifies infrastructure as the foundation for social and economic development. It identifies key points to realise this objective, critical among these are the following:

· South Africa needs to maintain and expand its electricity, water, transport and telecommunications infrastructure in order to facilitate economic growth and social development goals. Given the government’s finances, private funding will need to be sourced for some of these investments.
· The role and effectiveness of sector regulators needs to be reviewed. In addition to issuing licenses and setting tariffs, regulators need to place more emphasis on stimulating market competition and promoting affordable access to quality services. This will require capacity-building in regulatory institutions.
· Policy planning and decision-making often requires trade-offs between competing national goals. For instance, the need to diversify South Africa's energy mix to include more renewable energy sources, which tend to be variable in terms of production, should be balanced against the need to provide a reliable, more affordable electricity supply. 
The Department is responsible for realizing the desired objectives of the NDP as they relate to infrastructure development. There is a need for ensuring that appropriate skills are sourced by the department in order for the objectives of the NDP to be realized.
The Department in its work is also informed by the findings and recommendations of the Presidential Review Commission into State Owned Enterprises.  

2.1
Key policy developments and legislative changes

Work on the Shareholder Management Bill as a key policy expression of government is almost concluded, and the Bill will be introduced in Parliament in 2016. In addition, policy on an SOC Board Appointment Framework and on SOC Remuneration is at an advanced stage.      
The Department exercises shareholder oversight on six SOCs. All the SOCs are incorporated as companies in accordance with the provisions of the Companies Act, 2008. Except for Denel, all the SOCs are established in terms of their own enabling legislation which sets out the purpose, mandate and objectives for which they are founded. The Department is the administrator and custodian of all legislation relating to the establishment of SOCs. In terms of section 63(2) of the Public Finance Management Act (No. 1 of 1999), as amended (the PFMA), the Minister of Public Enterprises has, inter alia, the responsibility of ensuring that SOCs comply with the PFMA.

The Department has been tasked by Cabinet to play a leading role in the development of a Governance Framework that will ensure optimal management of SOCs. The outcome of this work will be the Government Shareholder Management Bill, an SOCs Board Appointment Framework, and SOCs Remuneration Standards. This work will require that the Department re-aligns the policy framework to allow inputs from other institutions. A strong stakeholder engagement mechanism is required from the Department, whilst also strengthening shareholder management. 

2.1.1
Organisational Environment

Successive annual reports of the Department have stated that the assessment of the Department’s capacity to deliver on the new Strategic Plan shows that there is a need to boost the capacity of the Department. In this regard, the following have been prioritised:

· Rationalisation of the Corporate Management programme and re-allocation of capacity to portfolio management and strategic partnerships programme as a strategic driver of the Department;
· Enhancement of training programmes that will ensure improvement of skills for the levels below senior management;
· Continued marketing of the Department as an employer of choice for young talent management strategy; 
· Development and implementation of talent management strategy; and
· Review of the Department’s structure and identification of DPE capabilities.
In order to improve organisational efficiency, the Department undertook a comprehensive business mapping process. This will ensure that the current processes within the Department are streamlined to improve productivity and efficiency. The focus is on eliminating duplication, streamlining approval processes within the organisation, the identification of a strategic process crucial for oversight and leveraging technology to simplify these processes.

The Auditor-General in its reporting during 2014-2015 notes that instability or vacancies in key positions is at 33%, and that the existing vacancies should be filled with qualified individuals who are held accountable for their responsibilities. The Auditor-General also rates the Department at 33% for lack of consequences for poor performance and transgressions. The report stresses that the leadership of the Department did not always hold staff accountable for poor performance and transgressions, and this creates a perception that these results are acceptable and tolerated. 
The Auditor-General further recommended that:

· The leadership within entities must fully enforce the requirements of their supply chain management (SCM) policies and procedures. These should be continuously aligned to all applicable legislation while maintaining the ability of the entities to profitable businesses.
· DPE should monitor on a quarterly basis the status of the implementation of action plans by SOCs.
· Key finance and procurement divisions need to be filled by staff members with requisite skills in order to ensure that all legislation is adhered to at all times.
· Officials who contravene relevant legislation and policies should be subjected to the appropriate consequence. Daily and monthly oversight processes and sign-offs by senior management should also include key monitoring and evaluation of compliance with legislation with specific a focus on SCM which tends to be a weakness within the portfolio.
The Department needs to strengthen its capacity in line with the demands in its portfolio. The performance indicators demonstrate that the business process mapping objective has not been achieved. The Department further needs to enhance the areas highlighted by the Auditor-General and factor in its recommendations.

2.1.2
Strategic Outcome Oriented Goals

The Medium Term Strategic Framework 2014-2019 is government’s strategic plan for the electoral term. The framework reflects the commitments made in the election manifesto of the governing party and sets out actions government will take and targets to be achieved. It highlights Governments support for creation of decent work opportunities and encouragement of investment.  It is this MTSF that guides the Department, and performance assessments should be looked at against the relevant priority outcomes for DPE.     
The annual report states that the Minister of Public Enterprises entered into a performance agreement with the President, which outlines her commitments to contribute to the achievement of these outcomes. The Minister’s performance agreement forms part of the Delivery Agreement on Outcome 6 which seeks to achieve an efficient, competitive and responsive infrastructure network. This forms the core mandate of the Department in the current administration. The key objectives of Outcome 6 are:

· Increasing the electricity reserve margins;
· Increasing investment by 25% of GDP;
· Increasing rail investment to 25% of GDP;
· Increasing rail volume by 330 mt; and
· Increasing port productivity.
The Department continues to re-organise and focus the operations of SOCs to support the development priorities of Government as part of Government’s industrialisation programme.

a) Funding of the Build Programme up to 2018

The Department’s annual report shows that Eskom continues with the execution of the Build Programme of Medupi, Kusile and Ingula. To date, there has been good progress registered in Kusile and Ingula. Despite many challenges, the first synchronisation of the Medupi Unit 6 was achieved and the commercial operation anticipated in the second quarter of the execution of the transmission programme was well above the target. Eskom contracted to execute 315 kilometres of transmission lines and achieved 318 kilometres.

Funding remains one of the major challenges with roll-out of the Build Programme in the electricity sector and this has been worsened by the downgrading of Eskom’s credit rating to sub-investment grade. This is a result of the leadership challenges at the entity, increasing cost of delivering the Build Programme, higher primary costs, low revenue collection and tariff determination. 

Government continues to support Eskom to remain financially sustainable and has provided R350 billion in guarantees to continue borrowing from markets to fund the Build Programme. To address the funding challenges. Government further approved the Eskom support package to address the current funding gap. The support package included a R23 billion equity injection conversion of the subordinated loan of R60 billion and increasing borrowing, and Eskom achieving its full savings plan. Eskom will also have to demonstrate fiscal discipline to optimise business productivity and reduce its costs base. As at 31 March 2015, R271.6 billion (90.5%) of the R300 billion funding required was secured. The R300 billion borrowing programme is based on the original funding requirements as at April 2010, and covers the period 1 April 2010 to 31 March 2017.

b) Ports productivity

i) Durban

During the period under review ship turnaround times were slightly below the target of 59 hours, largely due to inclement weather and equipment failure. The gross crane move per hour (GCH) on Pier 1 and Pier 2 are below target, with Pier 1 at 24 moves (target is 28) and Pier 2 at 25 moves (target 30). Anchorage waiting time was also below target at 57 hours (target is 46 hours). Infrastructure upgrades are being implemented to improve functioning ports. The productivity improvements at ports remain the key focus area of Government, particularly at the Port of Durban. The Port of Durban improved anchorage waiting time since the previous year, which is important for customer satisfaction.

ii) Cape Town

The ship turnaround time was at 29.6 hours, better than the set target of 30 hours. The gross crane moves per hour were better at 34 moves against a target of 32. Anchorage waiting time was below target at 57 hours (target was 46 hours). Average ship turnaround time in Cape Town and Durban improved from the previous year. Cape Town’s performance was marginally lower in the previous year.
c) Localisation and Transformation

The Department has continued to monitor the implementation of the Supplier Development Plans of both Eskom and Transnet. Furthermore, the Department has incorporated localisation targets into the shareholder compacts of these entities to ensure that their procurement expenditures advance the industrialisation programme of Government. The proportion of both components and services sourced locally by these SOCs has gradually increased since the introduction of the Competitive Supplier Development Programme (CSDP). This will support local suppliers and the development of new industrial capabilities in the long-term plans. 

In the 2014/15 financial year, Transnet achieved 92% local content procurement as a percentage of total expenditure. This is an exceptionally good performance for the year, especially if one takes into consideration that the local content target was only 70% of total expenditure. Transnet also exceeded the supplier development target by achieving 37% commitment of contract value to be invested in the country; the target was 35%. Transnet’s performance with regard to supplier development would have been significantly been higher if the current legislation was flexible and accommodating of the increased localisation requirements.  Engagement with National Treasury on the Preferential Procurement Policy Framework Act is ongoing in order to find a solution that will allow SOCs to maximise the impact of their procurement expenditure in the economy. BBBEE expenditure amounted to 94% of Total Measurement Procurement Spend (TMPS). This was a target of 70%. Expenditure on Black Women and Black Youth Owned remains low. The Department is continuing to engage Transnet to find ways to improve its support in these areas.
Contribution to other outcomes 
Outcome 5: A skilled and capable workforce to support an inclusive growth path

SOCs with the DPE portfolio committed to support the National Skills Agenda through implementation of various skills initiatives, with specific focus on scarce and critical skills. These initiatives include alignment of skills development programmes to the NSDS and National Skills Accord in support of the NGP and the NDP. To ensure alignment of these interventions, the Department has established partnerships with DHET, the Department of Economic Development (EDD) and the Department of Trade and Industry (DTI). This is crucial to ensure that the skills development capacity of SOCs is leveraged to develop core skills to meet the growth of the economy’s requirements.
Outcome 4 
Decent employment through inclusive growth
Reindustrialisation of the economy is crucial to respond to the challenges of unemployment and accelerating growth. In this regard, the infrastructure spend by SOCs has been leveraged to enhance capabilities of existing industries and create new industrial capabilities to increase local content in the build programme. Further, the Department has worked with its SOCs to improve the participation of the previously disadvantaged in the value chains.

Outcome 7 Vibrant, equitable and sustainable Rural Communities 
Creation of dynamism in the rural economy that builds on the latent potential of rural economies is crucial for a vibrant, equitable, and sustainable rural communities and food security for all. DPE has two SOCs whose activities are primarily in rural areas of the country i.e. SAFCOL and Alexkor.

SAFCOL operations are located in the rural regions of Mpumalanga, Limpopo, Western Cape and Northern KwaZulu-Natal. In order to identify socio-economic intervention required for upliftment of the communities, the SOC has concluded social compacts with all the communities surrounding its eighteen plantations. The primary deliverable has been the provision of classrooms, school administration blocks, and clinics. Since the 2009/10 financial year, when the social compacts were signed, SAFCOL has spent R21 million on initiatives flowing from the compact.

Alexkor, which is located in the Richtersveld region of the Northern Cape Province, has completed the infrastructure upgrade of Alexander Bay as part of the Deed of Settlement (DoS) obligations. The construction of road network storm water and waste water treatment facilities, installation of water and electricity reticulation system and street lighting, are of the infrastructure programme carried out successfully. The programme has been undertaken at a cost of R142 million, which is part of a total allocation of R559 million for settling DoS obligations.
These outcomes were not reported on in the current financial year. The Department should include key the progress made on these outcomes in its annual reporting.
2.2
Overview of revised Strategic Plan and Annual Performance Plans including key changes from 2012/13 and 2013/14 Plans

In the previous annual report the Department reported that in the 2012/13 financial year, the Department reviewed and refined the targets in its annual performance plan and ensured that they adhered to the SMART principle.  The targets for Energy and Broadband Enterprises were not changed but the Department did refine them to ensure that they were clear and in line with its strategic focus.

With regard to the sub-programme on Manufacturing Enterprises, during the revision of the annual performance plan the target regarding approval of the investment in new mining was removed.

In the sub-programme on Transport Enterprises, the complexity of the process to concession of the branch lines to private operators and absence of an overarching rail policy, required the Department and Transnet to refine the existing model to address some of the challenges that had been identified. Given the absence of fiscal support for private operators, new mechanisms need to be explored to ensure the financial sustainability of the branch lines. The new process will be completed in the 2015/16 financial year.

The scale of the capital expenditure programme will require private sector involvement to augment the SOCs balance sheet. In this regard the Department has started to develop an overarching framework for private sector participation in the current build programme. The first draft will be completed in the 2013/14 financial year.

In the 2012/13 financial year, the Department has committed to complete the Africa Aviation Strategy. However, the need to review and streamline government assets in the in the aviation sector and define the strategy for the airlines meant that the Africa Aviation Strategy could not be completed. The objective to link South Africa to other fast growing African states has been incorporated into the Long-Term Turnaround Strategy (LTTS). 
In the sub-programme on Economic Impact and Policy Alignment, in the 2012/13 APP two indicators were included subject to the availability of resources to implement the project. As the project was not implemented, the indicators were eventually excluded from the Department’s plan for the year. They have been included in the 2013/14 financial year.

In the sub-programme on Strategic Partnerships, there were no changes to the planned outputs. The launch of the SIPs, in particular SIP1 and 2, required the Department to design a new institutional structure to oversee their coordination. This work has been located under the Strategic Partnerships programme.

This section was not included in its current year annual reporting. It is therefore difficult to measure the Department’s performance with regard to this section.
2.3 
Presidential Review Commission (PRC)

The PRC identifies four key areas that contribute towards a well-run and successful SOE. The Department of Public Enterprises has a responsibility in the implementation of the recommendations of the PRC.

The Department has a responsibility to ensure that the four areas raised in the PRC are addressed. Whilst the investigation of SOCs conducted by the PRC was not confined to SOCs within the Department’s portfolio, it is important for the Department to develop a mechanism in which these will find expression in the SOCs mandate. In this regard, there is a need for the Department to institutionalise the PRC recommendations. There is also a need for the Department to ensure that as part its Annual Performance Plan development process a mechanism should be spelt out on how it will contribute to the PRC recommendations. This process should be aligned to programme implementation within the Department’s organisation structure.

The Shareholder Management Bill seeks to address the issues highlighted by the PRC, and the Department is currently in the process of developing the Bill. It is important that the Department integrate the PRC recommendations and its progress in its annual reporting.

3. Summary of PREVIOUS BRRR recommendations of the Committee
Based on the analysis of the department’s budget for the year 2012/13, the following recommendations were made:
3.1
The Minister of Public Enterprises should:
3.1.1
review the annual performance plan of the Department to ensure that the pre-determined objectives are measurable and quantified;

3.1.2
ensure that there is a direct correlation and alignment between the annual performance plan and the annual reporting format;

3.1.3
capacitate the internal audit function in the Department to ensure an improved record keeping and compliance with the legislative framework;

3.1.4
consider introducing relevant systems as well as considering evidential requirements during the annual strategic planning process in order to ensure that all predetermined targets are achieved;

3.1.5
increase and strengthen oversight over state-owned companies through robust and regular interaction with CEOs, Board Members, Audit Committees, regular visits to the construction sites of major infrastructure projects as well as to offices and sites of the entities;

3.1.6 
ensure that emphasis is placed on monitoring that the SOCs’ implementation of Government’s policy objectives is realised, especially their outcomes as they have an impact on peoples’ lives;

3.1.7
consider introducing the Shareholder Management Bill which will empower the department to carry out its oversight responsibilities over state-owned companies more effectively, especially in providing guidance on how to align SOCs’ strategic priorities with government policies;

3.1.8
consider providing the Committee with shareholder compacts signed with state-owned companies in order to enhance the oversight role of the Committee;

3.1.9 
consider institutionalisation of the recommendations of the Presidential Review Committee on SOCs;

3.1.10
ensure that there are improvements in integration, harmonisation and alignment of planning and implementation across all three spheres of government and state-owned companies;

3.1.11
ensure that the guiding frameworks for SOCs are completed timeously and implemented so as to provide a stable working environment. The Department should ensure that the SOCs comply with these frameworks;

3.1.12
ensure that there are punitive measures in place for under performance against targets for board members, executives and contractors of SOCs;
3.1.13
ensure that emphasis is placed on monitoring that the SOCs’ implementation of Government’s policy objectives is realised, especially their outcomes as they have an impact on peoples’ lives;
3.1.14
give urgent attention and intervention to SOCs such as South African Airways, South African Express Airways and Safcol to ensure that they are stable and financially sustainable;
3.1.15
ensure that measures are put in place to ensure that the care and maintenance of the PBMR complies with all relevant legislation and that the care and maintenance agreement is adhered to; 
3.1.16
ensure that measures are put in place to ensure that Infraco and Alexkor adhere to relevant legislation.
3.2
The Committee recommended that the Minister of Finance should consider:
3.2.1
allocating additional funding to capacitate the Department and address the human resource constraints that the Department still experiences, considering the distinct shareholder management responsibility of the Department; and

3.2.2
developing a framework for funding SOCs’ rural development programmes.
3.3
Minister of Finance’s response:
3.3.1
Allocated funding for the creation of 12 posts to the Department.
3.4
Minister of Public Enterprises’ responses: 
Development of the overarching legislation on the state’s shareholding in the economy. 
Based on our experience in SOC oversight, DPE strongly believe that most of the challenges faced by SOCs in South Africa (and not necessarily those within the DPE portfolio) are also as a result of plethora of legislation and regulatory burden imposed on SOC. In addition to being subject to the PFMA, own founding legislation and companies Act of 2008, SOCs are also required to comply with sector legislation and various overarching policies. 

As part of the mandate bestowed upon the Department by Cabinet Lekgotla, the Department is developing principles for the appropriate shareholder management models. The outcome of the research will be codified into the Shareholder Management Bill and our target is to conclude the concept paper for the Bill in December 2015. DPE anticipates to complete the Draft Bill by the end of the 2015/16 financial year.
3.4.1
Introduced changes in the SOC investment planning framework based on the needs of the growing economy. This led to an investment 66% increase. SOCs under the Department invested under just under R90 billion in the economy.
3.4.2
Approved the appointment of boards of and CEOs SAA and SAX.
3.4.3
Introduced the Long Term Turnaround Strategy for airlines to bring stability to the airlines; and
3.4.4
Approved the appointment of CEO of SAFCOL and Alexcor to bring stability in the leadership and management of these SOCs.
3.5
2014/15 Portfolio Committee Budget Review Recommendations 
The Committee recommended that the Minister of Public Enterprises should ensure that the Department of Public Enterprises:
3.5.1
review the salaries of executives of state-owned companies in line with the recommendations of the presidential review committee; and 

3.5.2
consider introducing an overarching legislation to empower the Department to execute its shareholder management responsibility and oversight over state-owned companies.  
4. Overview and assessment of financial performance
The Department spent 92.4 per cent of its budget in the 2014/15 financial year, and received an unqualified audit report.
4.1. Table 1. Overview of Vote allocation and spending (2010/11 to 2014/15) R’million

	Department of Public Enterprises (R'm)
	Expenditure Performance For the Five Year Period Reviewed

	
	2010/11
	2011/12
	2012/13
	2013/14
	2014/15

	Allocation
	555.5
	353.3
	1 376.7
	294.1
	322.9

	Actual Expenditure
	540.0
	346.1
	1 367.0
	272.5
	298.5

	Percentage Spent
	97.2
	97.9
	99.3
	92.6
	92.4

	Percentage Unspent
	2.8
	2.1
	0.7
	7.4
	7.6


Source: Department of Public Enterprises Annual Reports

As shown in the table above, the DPE has consistently spent 97 per cent or more of its budget until 2012/13.  For the past two financial years, the Department has had unspent funds of more than 7 per cent of its final appropriation.  The reason given for the under spending in the 2013/14 financial year, was due to posts not being filled, given the scarcity of specialist skills in the market as well as the delayed or postponed implementation of some projects as a result of changes in the internal and external policy environment.  The under spending in 2014/15 is mainly due to delays in filling vacant posts and delays in projects that have not yet commenced and other projects that still need to be completed. 

The department was allocated R259.8 million for the 2014/15 financial year.  The budget allocation increased by R63.1 million during the Adjusted Estimates of National Expenditure (AENE), resulting in a total of R322.9 million in voted funds.  Of the allocated budget of R322.9 million, R298.5 million was spent, resulting in an amount of R24.5 million or 7.6 per cent not being spent.  The unspent balance of R24.4 million will be surrendered to the National Revenue Fund (NRF).
4.2. Financial performance 2014/15 

Table 2. Quarterly Expenditure for the 2014/15 financial year

	Programme (R'm)
	2014/15
	Final Appropriation

	
	1st Quarter
	2nd Quarter
	3rd Quarter
	4th Quarter
	

	Programme 1: Administration
	29.2
	62.7
	100.1
	145.2
	156.7

	Programme 2: Legal and Governance
	4.9
	9.9
	15.6
	20.3
	24.3

	Programme 3: Portfolio Management and Strategic Partnerships
	14.6
	30.0
	49.0
	68.9
	78.6

	Sub-Total
	48.6
	102.5
	164.6
	234.3
	259.6

	Transfers and Subsidies
	0.1
	0.2
	63.5
	63.8
	63.4

	Total
	48.7
	102.7
	228.2
	298.2
	322.9

	Percentage of Budget Spent
	15.1%
	31.8%
	70.7%
	92.4%
	100.0%


Source. National Treasury (2014) SCOA Reports

In the first quarter, April to June 2013, the Department spent R48.7 million or 18.8 per cent of the R259.8 million budget Appropriated for the 2014/15 financial year.  This represents a nominal increase of R3.9 million or 8.7 per cent compared to the first quarter of 2013/14.  R47.5 million was spent on current payments, Compensation of Employees amounted to R35.1 million while Goods and Services amounted to R12.4 million.  The majority of expenditure took place within the Administration programme mainly on compensation of employees and goods and services of R29.2 million.  Expenditure increased by R3.3 million or 12.8 per cent when compared to the same period in the last financial year due to additional spending on goods and services and compensation of employees.  This was followed by expenditure of R14.6 million under the Portfolio Management and Strategic Partnerships programme and R4.9 million under the Legal and Governance programme. Expenditure in Legal and Governance decreased by R1.6 million or 25.2 per cent when compared to the same period in the previous year due to lower spending on goods and services.  Expenditure in the programme Portfolio Management and Strategic Partnerships increased by R2.2 million or 17.6 per cent year-on-year.  Expenditure was primarily spent on compensation and goods and services.  The Department spent R48.7 million by the end of the first quarter while scheduled drawings amounted to R61.6 million, underspending by R13.8 million for the quarter.  This was mainly due to delays in projects and the change in the administration post the elections where a new Executive Authority was appointed in the Department. The shortfall was expected to be resolved during the Adjusted Budget as the Department projected to revise their drawings.
  

The above indicates poor planning of drawings from the revenue fund as after the first three months the Department already projected to revise its drawings. 

By the end of the second quarter, April to September 2014, the Department spent 
R102.7 million or 39.5 per cent of the Appropriated Budget of R294.1 million, which represents a nominal increase of R17.5 million or 20.5 per cent compared to the second quarter in the previous financial year.  Transfers and subsidies account for R0.1 million of the budget, of which R0.2 million was transferred mainly to households.  Thus the available operational budget of the Department was R259.7 million for operations.  The Department spent R102.5 million or 39.5 per cent on operations, the majority of which was on Compensation of Employees and Goods and Services.  R62.7 million was spent under Administration programme mainly on Compensation of Employees and Goods and Services. Expenditure on Administration increased by R10.6 million or 20.4 per cent when compared to the same period in the previous year.  Portfolio Management and Strategic Partnerships programme spent R30.0 million, an increase of R0.2 million or 2.2 per cent on the previous year while the Legal and Governance programme spent R9.9 million, an increase of R6.6 million or 28.1 per cent on the same period in the previous year.  Both programmes primarily spent on Compensation of Employees and Goods and Services.  The Department spent R85.2 million at the end of the second quarter, while scheduled drawings was R131.7 million, an expenditure shortfall of R29.0 million.  This was mainly due to delays in the commencement of projects and also delays in filling of positions within the Department.

The original budget of R259.8 million was adjusted upward by R63.1 million to an adjusted budget of R322.9 million.  An additional R63.1 million had been allocated to Denel for the ninth indemnity claim by Denel Aero-structures under the 2007 indemnity agreement with government, for the Airbus A400M contract.  Transfers and Subsidies account for R63.4 million of the budget of which R63.5 million or 100.2 per cent has been spent, mainly to public corporations and private enterprises.  The majority of this was to Denel for the indemnity claim of R63.1 million.  Excluding Transfer and Subsidies of R63.4 million, the Department has an available operational budget of R259.5 million of which R164.6 million or 63.4 per cent was spent by the end of the third quarter of 2014/15, the majority being spent on compensation of employees and goods and services.  The Administration programme has spent 63.9 per cent of its budget by the third quarter of the 2014/15 financial year, mostly for compensation of employees and goods and services. Expenditure in Administration increased by R14.3 million or 16.7 per cent when compared to the same period in the previous financial year.  Actual expenditure to the end of December 2014 for the programme Legal and Governance amounted to R15.6 million of the available budget of R24.3 million or 64.0 per cent of the budget has been spent.  Expenditure in this programme decreased by R0.9 million or 5.4 per cent, year-on-year. The decrease is primarily due to delays in receiving invoices from the state attorney.  The Portfolio Management and Strategic Partnerships programme received R141.8 million and had spent R49 million or 62.3 per cent by the end of December 2014, an increase of R8.7 million or 21.6 per cent year-on-year.  By the end of the third quarter, actual expenditure was R228.2 million compared to scheduled drawings of R195.4 million, drawing more than was scheduled by R32.8 million to projected drawings.  This was mainly due to the transfer to Denel for the indemnity claim of R63.1 million which was not part of the original scheduled drawings.

Preliminary expenditure at the end of the fourth quarter of 2014/15 amounted to 
R298.2 million or 92.4 per cent of the Adjusted Appropriated Budget of R322.9 million.  Transfers and subsidies account for R63.4 million of the available budget, of which R63.8 million or 100.7 per cent was spent, mainly on public corporations and private enterprises due to the R63.1 million transferred to Denel Aerostructures.  Of the operational budget of R259.5 million, the Department spent R234.3 million or 90.3 per cent, mainly on compensation of employees and goods and services. The Administration programme spent the largest at R145.2 million mainly on compensation of employees and goods and services.  The next largest was under the Portfolio Management and Strategic Partnerships programme of R68.9 million, followed by R20.3 million under the Legal and Governance programme primarily for compensation of employees and goods and services.

The Department spent R298.5 million to the end of the 2014/15 financial year, while a budget of R322.9 million was available, under spending by R24.4 million.  This represents an increase in actual expenditure of R26 million or 9.5 per cent when compared to the previous financial year. The underspending of R24.4 million was mainly due to under spending on Compensation of Employees of R6.7 million was as a result of slow filling of posts due to scarcity of specialist skills in the market.  Under-spending on Goods and Services of R17.6 million was a result of delays in some projects such as the Business Process Mapping, the SOC performance review standards
, and projects that had to be deferred to the next financial year.  The transfer of SAA to National Treasury and Broadband Infraco to the Department of Telecommunications and Postal Services (DTPS) also has a negative impact on the goods and services expenditure
. The Department has not requested any rollover of funds for the 2015/16 financial year.

The original budget of R259.7 million was adjusted upward by R63.1 million to an adjusted budget of R322.9 million.  An additional R63.1 million was allocated to Denel for the ninth indemnity claim by Denel Aerostructures under the 2007 indemnity agreement with government for the A400M contract. Total virements between programmes and shifts within programmes amounted to R5.1 million during the Adjusted budget process. 

During the Adjustment Budget the Department effected shifts and virements amounting to R5.1 million.  Programme 1 shifted funds within the programme from Goods and Services amounting to R800 000 to Compensation of Employees (R700 000) for the provision of existing posts and Transfers to Households (R100 000) for leave gratuities.  Programme 2 shifted funds from Compensation of Employees amounting to R656 000 to Programme 1 for Compensation of Employees of R656 000 in order to centralise the learnership/intern budget in human resources.  Programme 3 shifted funds from Compensation of Employees and Goods and Services amounting to R5.1 million to Programme 1 of R4.1 million for Goods and services (R1.7 million) and Compensation of Employees (R2.3 million), Programme 2 to Goods and Services amounting to R1 million and Programme 3 for Transfers to Households of R51 000.

The department has regressed from a clean audit in the 2013/14 financial year to receiving an unqualified audit opinion with findings in the 2014/15 financial year.  

4.3
Auditor-General Report 

The Auditor-General raised the following matter in the 2014/15 audit opinion:

4.3.1
Compliance with laws and regulations as well as Internal Control: 

The Auditor General highlighted the following matters with respect to Procurement and Contract management of the department:

· Goods and services of a transaction value above R500 000 were procured without inviting competitive bids, as required by Treasury Regulation 16A6.1. Deviations were approved by the accounting officer even though it was not impractical to invite competitive bids, in contravention of Treasury regulation.

· Sufficient appropriate audit evidence could not be obtained that goods and services with a transaction value below R500 000 were procured by means of obtaining the required price quotations, as required by Treasury regulation 16A6.1.

· Sufficient appropriate audit evidence could not be obtained that bide adjudication was done by committees which were composed in accordance with the policies of the Department, as required by Treasury Regulations 16A6.2 (a), (b) and (c).

· Contracts were awarded to bidders who did not submit a declaration of past supply chain practices such as fraud, abuse of SCM system and non-performance, which is prescribed in order to comply with Treasury Regulation 16A9.2.

· Contracts and quotations were awarded to suppliers whose tax matters had not been declared by the South African Revenue Services to be in order as required by Treasury Regulations 16A9.1 (d) and the Preferential Procurement Regulations.

· Contracts and quotations were awarded to bidders based on points given for criteria that differed from those stipulated in the original invitation for bidding and quotations, in contravention of Treasury Regulation 16A6.3 (a) and the Preferential Procurement Regulations.

· Quotations were awarded to bidders based on preference points that were not allocated and/or calculated in accordance with the requirements of the Preferential Procurement Policy Framework Act and its regulations. 
With respect to Human resource management and compensation, the following was highlighted:
· Employees were appointed without following a proper process to verify the claims made in their applications in contravention of the Public Service Regulation 1/VII/D.8.
· Performance bonuses were paid to senior managers who were not entitled to such bonuses in contravention of Chapter 4 of the SMS Handbook, 2006.
With respect to Expenditure management, effective steps were not taken to prevent irregular expenditure, as required by section 38(1)(c)(ii) of the Public Finance Management Act and Treasury Regulation 9.11.

With regard to Internal Control, the AG highlighted Leadership as an additional matter, stating that the Accounting Officer did not exercise sufficient oversight responsibility to ensure that appropriate internal control over the procurement function and staff appointments, were implemented.  Financial and performance management was also highlighted, stating that non-compliance with legislation could have been prevented had compliance been properly reviewed and monitored.

A financial impact assessment of the Department was not undertaken and should be considered for the following financial year.

4.4
 Entities

The performance of SOCs has been varied in the period under review.  It is also important to note that the economic environment under which SOCs operate has been negative.

The financial performance is evidenced by the service delivery done by the entities and enumerated in section 5.  

4.4.1
Alexkor

During the 2014/15 financial year, the entity managed to achieve 5 critical milestones.  These milestones were the timeous steady state operation of the Muisvlak exploration plant, more than 60 per cent increase in diamond production year on year, securing of the concession 1 C marine mining right from the Department of Mineral Resources, finalisation of the historical Rehabilitation Implementation Plan and narrowing of the key deliverables of the Deed of Settlement (DOS) with regards to the township establishment and transfer.

Alexkor received an unqualified audit with emphasis of matters relating to the financial reporting framework, the restatement of corresponding figures and material impairments. With regards to Compliance with legislation, the AG highlighted expenditure management, stating that the accounting authority did not take effective and/or appropriate steps to prevent fruitless and wasteful expenditure as required by section 51 (1)(b)(ii) of the PFMA.  

4.4.2
Denel

Denel’s order book amounts to more than R35 billion, triple the secured orders of a few years ago and a six-fold annual revenue cover.  For the 2014/15 financial year, the Group posted a profit of R270 million, an increase of R20 million on the profit posted in 2013/14, an indication that Denel’s turnaround strategy is yielding the desired results. Denel received a clean audit opinion with no findings for the 2014/15 financial year.

4.4.3
SAFCOL

SAFCOL reported a total comprehensive income for the year of R144.4 million, compared to a profit of R490.3 million in the 2013/14 financial year.  The group achieved a profit of R55.7 million before tax and fair value adjustments; an improvement on the loss of R27.3 million recorded in the previous year.  This is an indication of the efforts of the company to implement the turnaround strategy. The company’s future role in the industry has been in question due to the fact that 61 per cent of their forestry plantations are subject to land claims, a situation that is hampering the SOCs’ long term planning.  The Department has recently finalised the future role of SAFCOL in the forestry industry.  The plan is important for job creation in rural areas, as most of SAFCOL’s plantations are in the rural areas, which would address the government’s developmental mandate.  The plan for the role of SAFCOL in the industry will bring certainty and stability to the entity.

SAFCOL received an unqualified audit opinion with findings.  An emphasis of matter was raised on the restatement of corresponding figures, while the following matters were highlighted by the auditors.  With respect to compliance with legislation the auditors highlighted material misstatements in the separate financial statements of SAFCOL, procurement and contract management, and expenditure management.  With respect to internal control the auditors highlighted leadership and financial and performance management issues.  

4.4.4
Eskom

Eskom realised a group net profit of R3.6 billion for 2014/15, down from R7.1 billion in the 2013/14 financial year.  Overall, the financial performance at an operating level deteriorated over the last year.  The financial position has deteriorated as a result of the following:

· Earning an inadequate pre-tax real rate of return as the current price of electricity is not cost-reflective, as required by Government’s Electricity Pricing Policy.

· Additional costs incurred to balance the constrained supply-and-demand equation by using the expensive Open Cycle Gas Turbines (OCGT) stations and IPPs significantly more than anticipated.

Eskom is also faced with challenges concerning the delays in the build programme, low coal quality and managing a high municipal debt. 

Eskom received an unqualified audit opinion with findings on the assumption made in preparing the financial statements on the going-concern basis, as well as the independent enquiry where four executives were suspended for the duration of the enquiry.  The auditors also highlighted reportable irregularities, compliance with laws and regulations specifically expenditure management of irregular expenditure,   while leadership was highlighted under internal control.  The auditor stated that the entity did not exercise oversight responsibility regarding compliance with applicable laws and regulations which resulted in instances of irregular expenditure. The entity’s executive management did not provide adequate and effective leadership based on a culture of honesty and ethical business practices protecting and enhancing the best interests of the entity. 

4.4.5
Transnet

The solid volumes performance of Transnet pushed revenue past R60 billion for the first time in the last 10 years and earnings before interest, taxation, depreciation and amortisation improved by 8.2 per cent to R25.6 billion.  This performance allowed Transnet to continue with their seven-year investment programme, the Market Demand Strategy (MDS), which now stands at R336.6 billion.  For the year, Transnet spent R33.6 billion, taking total spend over the past three years to R92.8 billion.

Transnet received an unqualified audit with findings on their predetermined objectives, and that no effective and appropriate steps were taken to prevent irregular and fruitless and wasteful expenditure, and non-adherence with operational policies in the expenditure, procurement and contract management processes. The controls over these areas have continually been improved since these matters occurred.
4.4.6
South African Express Airways

For the second consecutive year, South African Express Airways received a qualified audit opinion for 2014/15 on the back of receiving a disclaimer with findings in the 2012/13 financial year.  The qualified opinion was due insufficient audit evidence to support property plant and equipment, inventory, taxation effects, trade and other receivables, and irregular expenditure.  The auditors emphasised the fat that the airline received a government guarantee from government.  Additional matters included the usefulness and reliability of some indicators. The auditors highlighted compliance with legislation with respect to strategic planning and performance management, financial statements, performance and annual reports, procurement and contract management, expenditure management, consequence and asset management.  Leadership and financial and performance management was highlighted under internal control.

The airline was granted an extension of an existing guarantee from R539 million and 
R567 million. 

4.5
Department of Public Enterprises’ financial performance for 2015/16

The Department of Public Enterprises has had a slow start to the 2015/16 financial year.  The Department has an appropriated budget of R267.5 million of which R44.6 million or 16.6 per cent has been spent for the period April to June 2015.  The Department’s budget had a nominal decrease of R55.4 million or 17.2 per cent from the 2014/15 budget.

Of the R267.5 million appropriated budget, R0.1 million is for Transfers and Subsidies, of which R0.8 million or 788.4 per cent, has already been spent on Households, specifically for leave gratuities, bursaries to non-employees and a donation in aid of Nelson Mandela International Day.  Excluding Transfers and Subsidies, the Department has an operational budget of R267.4 million, of which R43.7 million or 16.3 per cent was spent, mainly spent on compensation of employees and goods and services. 

The majority of the budget was spent on Programme 1: Administration.  The main cost drivers in this programme are compensation of employees and goods and services.  The increase in compensation of employees is due to the centralisation of interns to this programme while goods and services increased due to travel and accommodation specifically between Pretoria and the Cape Town office.
  The transfer to Households of R0.8 million mentioned earlier was spent within the programme.

The main cost drivers in Programme 2: Legal and Governance are compensation of employees which increased due to the filling of vacancies while goods and services decreased year on year due to delays in receiving invoices mainly from the state attorney and legal private firms.

.
The main cost drivers in Programme 3: Portfolio Management and Strategic Partnerships are compensation of employees and goods and services.  The increase in compensation of employees is as a result of filling of vacancies whilst the decrease in goods and services is due to changes in the number and types of projects carried out.
 
Overall, the Department spend 81.7 per cent of the budget of R55 million for the first quarter, underspending by R10.4 million.  The underspending in compensation of employees is the result of delays in filling vacant positions, while underspending in goods and services is the result of delayed projects.  Some of the projects which are being delayed include the Business Process Management; implementation of the SOC remuneration standards; and the Risk Modelling tools and guidelines.
4.6
MTEF financial allocations for 2016/17

Table 3. Current Estimates for the 2016/17 R’million

	Programme Allocation (R'm)
	2015/16
	2016/17
	Variance
	Variance %

	Programme 1: Administration
	158.6
	155.5
	-3.1
	-1.95%

	Programme 2: Legal and Governance
	23.8
	26.2
	2.4
	10.08%

	Programme 3: Portfolio Management and Strategic Relationships
	85.1
	92.6
	7.5
	8.81%

	Total
	267.5
	274.3
	6.8
	2.54%


As seen above in table 3, the projected allocation for the 2016/17 financial year amounts to R274.3 million, an R6.8 million or 2.5 per cent increase.  Programme 2: Legal and Governance sees the biggest increase of 10.1 per cent from R23.8 million in 2015/16 to R26.2 million in 2016/17. Programme 1: Administration is projected to decrease by 2 per cent while Programme 3: Portfolio Management and Strategic Partnerships increases by 8.8 per cent. 

This allocation is subject to confirmation and approval by the Minister of Finance during the National Budget in 2016.

The Department has submitted a request of R400 million on behalf of Denel during the Medium Term Expenditure Framework process.  The R400 million is in support of upgrading the ammunitions plant, Denel Pretoria Metal Pressing (PMP).  Denel as a state owned company (SOC) does not qualify for financial assistance under the manufacturing competitiveness enhancement programme (MCEP), as this programme only applies to private enterprises.  Denel was therefore advised that as a government entity is was eligible for MTEF funding.  Denel therefore applied for R400 million under the MTEF process in order to fund the PMP plant renewal.  
4.7
Concluding comments on financial performance

The Department is financially sound as exhibited by achieving unqualified audit opinions for the last seven years.  However, actual expenditure tends to lag behind planned expenditure in the first two quarters of the year.  This is only corrected once the Adjustment Budget is tabled in November.  The standard reasons given for actual expenditure not meeting planned expenditure are vacant posts due to specialised skill requirements and delays in executing project. The Department should try to correct this trend by looking at its planning mechanisms.

Performance against expenditure is addressed in section 6 of the report, however, the Department will have to strengthen its oversight of Eskom and engage on the best way for Eskom to utilise the 8 per cent increase in electricity tariffs.  Implementation of the South African Express turnaround strategy has to be monitored to ensure the desired results by the shareholder.  The Department will have to maintain close oversight over Transnet’s implementation of the market demand strategy.  The future role of Alexkor and SAFCOL have been confirmed and must therefore lead to stabilising its long-term planning.  Denel will have to continue implementing the turnaround strategy to build on the progress they have made during 2014/15 financial year.

The Department must provide the appropriate support to the SOCs to overcome the audit findings of 2014/15 in preparation for the 2015/16 financial audit.  Correction measures and plans need to be put to place to address the audit findings.
5. Overview and assessment of service delivery performance
5.1
Service delivery performance for 2014/15 
The Department of Public Enterprises is not a direct service delivery department, but provides a distinct mandate of shareholder on behalf of the state. The Medium Term Strategic Framework identifies eight (8) priorities of government. In order to achieve these 8 priorities of government, fourteen (14) areas of impact/outcomes have been identified by the Presidency’s Department of Performance Monitoring and Evaluation (DPME). The Department of Public Enterprises is responsible for Outcome 6 in line with the delivery agreement signed between the Minister and the President. The outcome relates to the following:
· to ensuring reliable generation, distribution and transmission of electricity, 
· maintenance and strategic expansion of road and rail network and operational efficiency, capacity and competitiveness of sea ports
· Expand access to information and communication technologies
· Decent employment through inclusive growth
The department indirectly contributed to outcomes on:
· Decent employment through inclusive growth
· Rural development
These outcomes contribute to targets based on economic growth, employment creation, infrastructure development, and rural development. 
The challenges that have been facing the SOCs relate to the operational environment has been largely constrained as the economy continues to grow at much lower rates than anticipated in the National Development Plan. Furthermore, most of the SOCs are exposed to external pressures that forces the company to begin assessing their financial sustainability. Poor performance of the productive sectors of the economy have an impact on the sustainability of SOCs. 
5.2 
Annual Performance Plan: Total number of targets for 2014/15 and total number achieved
In the 2014/15 financial year, the performance of the Department was below the 80% target

The review of performance showed that the Department achieved most of the shareholder oversight related targets. This performance reflects a regression when compared to the 2013/14 financial year. Below is an table illustrating performance of the different programmes against targets.
Table 5: Performance against targets
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5.3
Performance per Programme
5.3.1 Programme 1: Administration
Purpose: Provides strategic management, direction and administrative support to the Department, which enables the Department to meet its strategic objectives.

For the year under review, the programme achieved the following: Attraction and Retention Policy was approved, the three year Evaluation Plan was developed and the implementation of the framework is underway, an independent assessment of the IT infrastructure was completed, an annual plan for public participation programme was finalized, provincial engagements took place in four provinces. The targets that have not been achieved include: the identification of organisational capabilities to inform the development of the DPE competency model was completed, however, the raking of the capabilities have not yet been finalized. The standardisation of SOCs’ performance review will be finalised in the 2015/16 financial year.
5.3.2
Programme 2: Legal and Governance
Purpose: Provide legal services and corporate governance systems, as well as facilitates the implementation of all legal aspects of transactions that are strategically important to the Department and SOC, and ensures alignment with Government’s strategic intent by, among others, monitoring the state owned companies’ indicators.
The achievement of this programme was the successful deregistration of Aventura. The targets that have not been achieved include the resolution of the 20% state shareholding 

 in Namaqualand Mines, the Government Shareholder Management Bill was not introduced and the risk modelling tool was not completed. 
5.3.3
Programme 3: Portfolio Management and Strategic Partnerships
Purpose: To align the corporate strategies of the SOC with Government’s strategic intent, and monitor and benchmark their financial and operational performance and capital investment plans.  To align shareholder oversight with Government’s overarching economic, social and environmental policies, and build focused strategic partnerships between SOC, strategic customers, suppliers and financial institutions.
Sub-programme – Energy and Broadband Enterprises oversees Eskom. The programme achieved most of its targets which include:  Implementation of the MYPD3 Response Strategy which culminated into the Government Support Package of R23 billion; on 6 March 2015 the first power from Medupi was successfully fed into the national power 

Grid; 100 MW of clean power generated from Sere Wind Farm is being fed into the power grid; successfully supported the implementation of the Renewable Energy Independent Power Producer Procurement Programme (REIPPP); Finalised position paper on the ICT Broadband Strategy and shared with the Department of Telecommunications and Postal services (DTPS); an MTEF application was made for Infraco was submitted as planned and a memorandum of agreement with DPW signed for Infraco to access properties. The targets that have not been achieved include delays in initiating the assessment of the Eskom generation fleet; benchmarking of Eskom’s operational efficiencies.
Sub-programme – Manufacturing Enterprises includes Denel, Alexkor and South African Forestry Company (SAFCOL).  The targets that have been achieved include the significant reduction of Denel’s dependency on state guarantees; the alignment between the shareholder and Department of Defence and Military Veterans achieved on the long term strategic and sovereign capabilities that forms part of Denel’s long term strategy Support expended to Denel to expand its order book; investment into Alexkor has yielded results and production has significantly increased; the Alexander Bay Township incorporated into the Municipality The targets that have not been achieved include  stabilising SOCs looking at strengthening of balance sheets and funding options (SAFCOL’S New Strategy); leverage SOC’s procurement spend to support industrialisation and transformation: South Africa’s MRO Services Hub. 
Sub-programme – Transport Enterprises includes South African Airways (SAA), South African Express (SAX) and Transnet. The targets that have been achieved include assessment of corporate plans for Transnet, SAA and SAX; assessment of annual reports for Transnet, SAA and SAX; submission of Minister’s address for annual general meetings’ of Transnet, SAA and SAX’s; Transnet’s Shareholder Compact for 2015/16 was approved; Transnet’s Strategic Intent Statement was developed; Quarterly reports for Transnet, SAA and SAX were assessed; all PFMA applications that were received were assessed; the implementation of SAA’s Long term Turnaround Strategy, monitored SAX’s 20:20 strategy and the department has determined the funding requirements for SAA and SAX. The targets that were not achieved include: the strategic intent statements for SAA & SAX were not signed off due to the fact that guarantee applications to National Treasury were still pending; SAX Shareholder Compact not finalised; Quarter 2 & 3 of SAX’s fleet renewal programme were not assessed; the Department could not formulate a way forward on the whole of state policy, as they are dependent on the Departments of Transport and Home Affairs’ assessment of the proposed policies. Quarter 2 and 3 reports for SAA were not assessed due to SAA’s transfer to National Treasury.  
Sub-programme – Economic Impact and Policy Alignment: the targets that were achieved in this programme include analysis of SOC’s quarterly WULs and EIAs      applications on Dashboard; draft Transformation measurement tool was developed; SOCs’ socio economic indicators for Shareholder Compacts and Corporate Plans were 
Define and reports on SOCs’ Transformation contribution were developed. The targets that were not achieved include the filling of critical positions in the unit and the approval of the process of the Strategic Transformation Framework and guidelines.

Sub-programme – Strategic Partnerships: the targets that were achieved include the implementation of the Africa Strategy; the implementation of the CSDP and localisation programme by SOCs; and the Department has maintained its support to the PICC projects. The targets that were not achieved include the filling critical positions in the unit and the loss of critical skills that have been difficult to secure.      
5.4
 Key reported achievements
These are the key achievements of the Department of Public Enterprises
5.4.1
Investment and transformation of the economy

Investment by the SOCs have continued to increase as part of the government’s counter cyclical policy. Through these investments SOCs have focused to support development of new industrial capabilities e.g. 1064 locomotives - only 40 assembled in China and the rest in Republic of South Africa. Reprioritisation of SOCs investment to support areas with high growth potential e.g. oceans economy. Strategic partnerships are being pursued to respond to the challenging environment (both domestic and international partnerships) and Research and development. A memorandum of agreement has been concluded to improve the compliance by SOCs to legislation relating environment. 
5.4.2
Profitability of the portfolio
The portfolio generated revenues amounting to R218 bn in the 2014/15 financial year.
Transnet and Eskom remain the major contributors to the portfolio. However, the profitability of the portfolio reduced because of Eskom’s profits that dropped from R13 bn in 2013/14 to R9.3 bn in 2014/15 financial year. 
5.4.3
Transformation and developmental contributions
State Owned Companies within the DPE portfolio continue to support the developmental and transformation imperatives of the NDP and NGP by focusing on interventions addressing four pillars as defined in the DPE Transformation Framework and Guidelines namely, Skills Development, Job Creation, Procurement and Corporate Social Investment (CSI). The 2015/16 and 2016/17 compacting and reporting processes are not entirely aligned to the Transformation Framework and Guidelines as this was approved in April 2015. 

i) Skills Development

The provisioning of scarce and critical skills within State Owned companies within DPE portfolio to contribute towards job creation with focus on occupationally directed learning programmes which lead to qualifications for specific occupations such as artisans and engineers. The learning programmes take an average of at least three years to complete, during which period trainees are economically viable as they are sustained in the programme through stipends. These skills also increase their employability opportunities as most of trainees get absorbed within SOC and in various sectors of the economy after completion of learning.
	Scarce and Critical Skills
	2015/16 Q1 (April to June 2015)

	Artisan Trainees
	236

	Technician Trainees
	89

	Engineering Trainees
	89

	Sector Specific/Non-Technical Learners
	710

	Cadet Pilot
	0

	 
	1,124

	Eskom Strategic Youth Development Initiative (SDYI) -New Enrolments
	

	Matrics in Trade Skills
	0

	Graduates
	0

	 
	0

	Total SOC & Eskom SYDI
	1,124


ii)  Procurement/Enterprise and Supplier Development
SOC within DPE have on an annual basis make commitments in Shareholder Compacts concluded between the Minister and their Boards. These commitments are in essence also serve as a vehicle to support the BBBEE Codes and the commitments made in the Local Procurement Accord towards localisation and industrialisation. This in essence also supports the pronouncement made by the President on 30% set asides for purpose of procuring services and products from SMMEs.

It should be noted as well that the misalignment of PPPFA and BBBEE Regulations to support “targeted procurement” continue to hamper delivery and beneficiation of designated groups.  DPE has signed the Memorandum Of Understanding with DSBD through both Ministers to find ways of optimising procurement of SOC for SMME development specifically to designated groups. 

Also the department continue to participate in current debates and platforms in government to develop the necessary regulation by National Treasury to support the 30% pronouncement of President in the SONA 2015/16.  It should further be noted, that the department has initiated a process to develop an “Enterprise and Supplier Development Strategy dedicated at designated groups” to direct the procurement spend of SOC towards increased participation of Black-Women, Black-Youth, and Black-People with Disability owned enterprises in the SO supplier networks.
	SOC
	Interventions/Activities Q1 2015/16

	1. Alexkor 
	1. Local Content spent of 100% in Q1

2. 27% spent on B-BBEE compliant companies against a target of 60%. 

Note: Other elements were not included in 2015/16 Shareholder Compact. The 2016/17 Shareholder Compact aligned with the Transformation Framework and Guidelines.

	2. Denel 
	1. BBBEE Level-Not reported

2. Local Content-Not reported

3. 87% spent on BBBEE compliant companies

4. 27% spent on Black Owned Companies 

5. 3% spent on Black Women Owned Companies

6. 0% spent on Black Youth Owned Companies

7. 26 Qualifying Small Enterprises (QSE) and Exempted Micro Enterprises (EME) supported

8. 0% spent on companies owned by Persons with Disabilities

	3. Eskom 
	1. 48.74% Local Content 

2. 61.53% spent on B-BBEE  compliant companies

3. 29.5% spent on Black Owned companies

4. 5% spent on Black Women Owned companies

5. 0.03% spent on Black Youth  Owned companies

6. 4.5% QSEs and 4.2% EMEs supported through Enterprise and Supplier Development programmes

7. 0% spent on companies owned by Persons with Disabilities

	4. Safcol
	R168,387,928 spend during Q1.

1. 87.6% procurement spent through Local Content

2. 37.5% of Local Content was spend on Black Owned companies I

3. 21% spent on Black Women Owned companies

4. 2% spent on Black Youth Owned companies

5. 0% spend on companies owned by Persons with Disabilities

6. 65.5% of Qualifying Small Enterprises and Emerging Medium Enterprises (QSE/EME) supported



	5. SAX
	1. 73.93% procurement spent through Local Content

2. 4.45% spent on Black Owned companies 

3. 1.39% spent on Black Youth Owned companies

4. 9.66% spent on QSE/EME

	6. Transnet
	1. 87% procurement spent through Local Content 

2. 89% of local content was spent on B-BBEE  compliant companies

3. 13% spent on Black Owned companies

4. 6% spent on Black Women Owned companies 

5. 0.1% spent on Black Youth  Owned companies

6. 4% QSEs and 6% EMEs supported through Enterprise and Supplier Development programmes

7. 0% spent on companies owned by Persons with Disabilities




iii) Corporate Social Investment

Corporate Social Investment (CSI) has received serious attention to heighten focus on transformation. The establishment of the CSI Forum in June 2013 consolidated the CSI within SOC in DPE portfolio to maximise impact, and ensure alignment to government policy and national development imperatives. SOC have been identified as strategic state entities thus play a significant role towards achievement of transformational and developmental objectives. 

To date SOC are spending about R500 million on education related programmes through bursaries, learner and teacher support with specific support to Maths and Science focusing on previously disadvantaged schools and schools in the rural community.

The department has started engagements with Department of Basic Education to ensure alignment to the current priorities espoused in the Outcome of providing Quality Education.  This investigates how the CSI contribution of the SOC is aligned to national education priorities, and using DBE to help track through their national system of the outcomes, and impact of the SOC education initiatives.

A CSI Study has been initiated to measure the collective contribution of SOC programmes, and resources in the CSI space.  This will help the department to better guide and direct the investment to respond directly in the areas of need of the country.  Private sector has been engaged, and demonstrated positive response to work with department and its SOC through collaborating on their CSI spend to respond to the national agenda.
	SOC
	Q1 2015/16

	1. Alexkor
	R 598 364 spend in Q1 on Education and community support programmes

	2. Denel
	CSI implementation not reported in Quarter 1. However, Denel has committed funding for the 2015/16 financial year in programmes stated below:

· Education: Provide comprehensive educational programmes and products (with a cost estimation of R720 000.00) 

· Education Support: (with a cost estimation of R380 000)

· Teacher Support: (with a cost estimation of R23 500.00)

· Career Exhibitions which are projected to cost R100 000.00; Air-show projected to cost R50 000.00 and DPE initiatives which are projected to cost R60 000.00. The total cost estimate in this regard is R210 000.00.

	3. Eskom
	R51.7 million spent during Q1 2015/16 on various CSI programmes which include support provided to 20,466 learners in Maths and Science programmes.

	4. Safcol
	· SAFCOL has spent R 1 917 444 towards education and community development programmes. 

· Safcol led by DM has in collaboration with the KZN Basic Education Department and the KZN Traditional House officially handed over the timber frame school at Prince Somcube Primary School in Nongoma Kwa-Zulu Natal (6 class rooms with administration offices and an ablution block). 

· Led by DM of Public Enterprises, Safcol has also in collaboration with the KZN Basic Education Department and the KZN Traditional House handed over the Edu-Care centre handed over to the community on the 12th September 2015

	5. SAX
	SAX engaged in several CSI initiatives which includes participation at Career Expos and Take a child to work programme in which 33 young girls benefited thus exposing learners to the Aviation Sector. 

	6. Transnet
	Transnet spent in quarter one is R58, 5 million during Q1 2015/16 on education, health and other CSI programmes:

Health:

· 58% of the budget has been committed to comprehensive healthcare efforts through the Phelophepa healthcare trains and teenage programmes. 

· To date, the train has visited KZN, Mpumalanga, Eastern Cape and Free State provinces.

Rural and Farm Schools Sport Development Programmes: 

· 15% of the budget has been committed to the rural and farm sports as well as on the SAFA/Transnet Football School of Excellence. 

· Sports apparel has been distributed to 290 schools participating in the programme and in provincial tournaments. Furthermore, the SAFA/Transnet School of Excellence has administered its June examinations.

Employee Volunteer Programme (EVP): 

· 14% of the budget has been committed to EVP programme. The EVP programme has been successfully realigned to operating divisions; namely, in De Aar, the Durban Dug Out Port, Kimberly and the Saldanha Bay. 

· Youth day held in June in Cape Town, and Mandela day celebrations held in four sites, namely Vosloorus, Motherwell, Durban D-g-Out Port (DDOP) and Cape Town (attended by the DPE Deputy Minister, the Transnet SOC Ltd Board Chairperson, Board members and EXCO members). 

.


5.5
 Other service delivery performance findings 
The Committee has undertaken oversight visits in the 2014/15 and 2015/16 financial years to the following state-owned companies: Eskom’s Medupi power station, Ingula power station, Koeberg power station, South African Airways, South African Express Airways, Transnet’s Port of Durban, Port of Saldanha and Koedoespoort. Through the oversight visit the Committee managed to engage with the leadership of the companies, employees, organised labour and customers. Eskom and Transnet are doing well in terms of job creation, skills development, localisation and promoting and supporting small and medium enterprises through the continuous supplier development programme.  
5.6
Concluding comments on service delivery performance
The Department of Public Enterprises provides oversight to six SOCs. The context in which it manages performance depends on effective, efficient and value for money service provided by the SOCs. The Department’s role in oversight has been enhanced by the leadership and management of SOCs. The Department managed to fulfil its mandate for 2014 to catalyse investment, industrialisation and transformation in the broader economy. In 2014/15 the Department struggled with instability at the leadership level in important positions such as Chairpersons and CEO’s in Eskom and SAFCOL. The Department itself also struggled to secure critical specialist skills, with many acting positions.  The Department fostered an environment in which SOCs become good corporate citizens through improvements in Corporate Social Investments made to South African communities. 
The Department has to improve issues raised by the Auditor General especially as it relates to issues of non-compliance relating to procurement and contract management, and record keeping. In this regard, the Department must improve on its internal control environment. The Department must create a framework of key reported challenges and improve its oversight of key infrastructure build projects. In addressing this, stronger project management capabilities should be developed within the Department. The Department should review its predetermined objectives and ensure that they adhere to the SMART principle.
6. Finance and Service delivery performance assessment
The Department of Public Enterprises has spent 92.4 per cent of its budget, and received an unqualified audit opinion with findings. However, the Department only achieved 64.7 per cent of its set targets with 24 of 68 targets not achieved. Although most of the targets have been shifted to future years, the delay in meeting targets could have severe consequences on the developmental goals of the SOCs.  By the Department not providing guiding frameworks for the SOCs to work within, they will continue to operate in an uncertain environment.  However, the performance of the Department was impacted by the decision to move South African Airways to the National Treasury in December 2014 and Broadband Infraco to the Department of Telecommunications and Postal Services in September 2014.
7. KEY FINDINGS
These were the key findings of the Committee:
7.1
Technical issues 
Technically the Department’s Annual Performance Plan and Annual Report aligns well with the National Treasury’s Framework for Strategic Plans and Annual Performance Plans as well as the Framework for Managing Programme Performance Information.
A financial impact assessment of the Department was not undertaken and should be considered for the following financial year.
7.2
Governance and operational issues
The Department had been plagued by instability in boards and senior management positions during the 2014/15 financial year, such as the suspension of four Eskom executives, including the GCEO. For the financial year under review, the the Department has made substantial progress during the 2015/16 financial year, and has been able to stabilise the boards of Alexkor, Denel, SAFCOL and Eskom. 
Most of the policies relevant to SOCs reside in other policy Departments. The Department must in consultation with policy Departments develop a framework in which they are able to effectively contribute to the implementation of SOCs’ strategy and objectives.  The soon to be introduced Government Shareholder Management Bill will assist in this regard and give greater clarity and direction to shareholder management of SOC’s.  
The Department has relevant institutional policies to achieve its mandate and to obtain clean audit outcomes. However, the Department’s internal control environment should be significantly improved.  The management should take a leading role to ensure that all policies are strictly adhered to. In this regard the Department must improve on the issues raised by the Auditor General pointing to weaknesses.
7.3
Service delivery performance 
Substantive and material achievements in terms of tacking unemployment, poverty and inequality can be recorded for the year under review in particular through Eskom, Transnet, Alexkor and SAFCOL.  
The Department has contributed to the performance of SOCs and achieved 64.7 per cent of its planned targets. The Department needs to improve its strategic planning capability and set targets that are achievable. In this regards, evidence of the achievement of targets should be ready for presentation when required.  The Department must clarify its targets and deliverables in line with its vision and mission. These should be easy to institutionalise and should resonate within the organisational structure.  
7.4
Financial performance including funding proposals 
The Department needs to improve on Financial Management, especially financial control mechanisms in order to improve compliance with legislation. There is a misalignment between financial performance and the targets achieved which points to weaknesses in planning and performance management systems. The Department must allocate appropriate non-financial targets and demonstrate appropriate relationship with financial performance in line with the reporting requirements.
8. Summary of reporting requests 
Table 4. Summary of Reporting Requests 
	Reporting matter
	Action required
	Timeframe (Progress)

	Audit Finding:
Procurement and Expenditure Management
 
Root Cause:
Lack of adherence to laws and regulations by department officials.

· Officials who contravene the relevant legislation and policies should be subjected to the appropriate consequences.
· Daily and monthly oversight processes and sign offs by senior management should also include key monitoring and evaluation of compliance with legislation with specific focus on SCM which tends to be a weakness within the portfolio
 

	Recommendation:
Procurement and contract management together with expenditure management

A less tolerant approach should be taken which will result in accountability being enforced and consequences for those who intentionally fail to comply with legislation.

Action Plan:
Controls reviewed and additional measures put in place  
	Strengthened controls documented and approved and ready for implementation.


	Audit Findings:
Human resource management and consequence management
 
Root Cause:
Lack of adherence to laws and regulations by department officials. 
	Recommendation:
Policies and procedures must be developed by HR to implement consequence management for officials who fail to comply with applicable legislation.

Appropriate and timely action must be taken against transgressors. 
Action Plan:
Controls reviewed and additional measures put in place  
	Strengthened  controls  documented and approved and ready for implementation

	Audit Finding:
Irregular Expenditure
 
Root Cause: 
Lack of adherence to compliance with laws and regulations and no consequence management for transgressors.
	Recommendation:
More stringent approach with regards to the review process of supply chain processes and implementing consequence management for transgressors. 
Action Plan:
Controls reviewed and additional measures put in place  

	Strengthened controls documented and approved and ready for implementation.


	Audit Finding:
Fruitless and Wasteful Expenditure
Root Cause:
Lack of adherence to compliance with laws and regulations resulting in bonuses being paid to employees who did not qualify and no show for accommodation and car hire.
	Recommendation:
Although the position has improved from the prior year it is recommended that a stringent approach is applied with regards to causing fruitless and wasteful expenditure is with concessive action taken to prevent further instances. 
Action Plan
Controls reviewed and additional measures put in place  

	Strengthened controls documented and approved and ready for implementation.
 


9. Recommendations
9.1
The Committee recommends that the Minister of Public Enterprises should:
9.1.1
ensure the capacitation of the internal audit function in the Department to ensure an improved record keeping and compliance with the legislative framework.
9.1.2
consider introducing relevant systems as well as considering evidential requirements during the annual strategic planning process in order to ensure that all predetermined targets are achieved and that targets are realistic and achievable.
9.1.3
increase and strengthen oversight over state-owned companies through robust and regular interaction with CEOs, Board Members, Audit Committees, regular visits to the construction sites of major infrastructure projects as well as to offices and sites of the entities.
9.1.4  ensure that emphasis is placed on monitoring and evaluation, so that the SOCs’ implementation of Government’s policy objectives is realised, especially their outcomes as this has an impact on peoples’ lives.
9.1.5
fast-track the introduction of the Shareholder Management Bill which will empower the department to carry out its oversight responsibilities over state-owned companies more effectively, especially in providing guidance on how to align SOCs’ strategic priorities with government policies.
9.1.6
provide the Committee with shareholder compacts signed with state-owned companies in order to enhance the oversight role of the Committee, within one month after the signing of the agreement. 
9.1.7  institutionalise the recommendations of the Presidential Review Committee on SOCs and work with the Ministerial Committee, headed by the Deputy President looking into the SOC’s and the Department.
9.1.8
ensure that the guiding frameworks for SOCs are completed timeously and implemented so as to provide a stable working environment. The Department should ensure that the SOCs comply with these frameworks.
9.1.9  ensure that there are punitive measures in place for under-performance against targets for board members, executives, contractors of SOCs and officials of the department. 
9.1.10 ensure that all the SOCs undertake interim audits, as most of them got unqualified audit opinions with findings. 
9.1.11
ensure that the Department of Public Enterprises closely monitors South African  

           Express Airways in the implementation of the turnaround strategy.
9.1.12
ensure that the Department of Public Enterprises should introduce mechanisms that would ensure SOCs implement the recommendations of the department. 
9.1.13
ensure that the Department finalises the future strategic roles for Alexkor and 
           Safcol.
9.1.14
ensure that the vacancies in the department are filled, as well as the acting positions in the entities with an outcome of developing the strategic capacity of the Department. 

9.1.15
pursue the finalisation of the Whole of State policy to bring alignment and synergy among state aviation assets. i.e SAA, SAX and Mango. 
9.1.16
ensure that the Department continues to work closely with policy departments such as the Departments of Transport, the Department of Mineral Resources, the Department of Energy, the Department of Defence and Military Veterans and the Department of Agriculture, Forestry and Fisheries, in order to influence the policy environment in which the SOCs operate.
9.1.17 ensure that there are time frames to rectify the shortcomings as identified by the findings of the Auditor General be set and given to the Committee.

9.1.18 that the Business Process Mapping exercise objective to be completed.
The Committee recommends that the Minister of Finance: 

9.1.19 should consider the application by Denel for an amount of R400 million for the
upgrading of the ammunition plant, Denel Pretoria Metal Pressing (PMP), in lieu of the MCEP incentive. 

10.
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