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ADDENDUM TO THE LOTTERIES AMENDMENT BILL COMMENTS 2013

COSTS IMPLICATION FOR THE APPOINTMENT OF DISTRIBUTION AGENCIES ON FULL-TIME BASIS

BACKGROUND

The Lotteries Policy and the Amendment Bill proposes that the Distribution Agencies (DAs) be appointed on a full-time basis. This intervention is aimed to ensure that there are no longer delays owing to lack of quorum because members will be attending to other professional commitments, that conflict of interest issues are eliminated as the current DAs at times had to recuse themselves because of close ties with the applicants and to ensure that there are no longer accountability issues in relation to the monies held in the National Lotteries Distribution Trust Fund (NLDTF) since only the National Lotteries Board (NLB) accounts in terms of the Act.
The Lotteries Policy and the Lotteries Amendment Bill were developed to, inter alia, address the above-mentioned issues.  As part of the Lotteries Policy development, the dti contracted Genesis Analytics (Pty) Ltd Consultants to conduct the Regulatory Impact Assessment (RIA) on the policy.  Genesis considered three options that may be adopted to ensure the efficient management of the Lotteries within the country (see attached pages 29-33 and pages 48-50 from the RIA Report and marked Annexure A). 

Option 1 proposed that the DA’s be integrated as a structure within the NLB.  The DAs may be appointed as permanent, full-time or part-time capacity within the NLB.  The Consultant indicated that the total expenses to run the NLB during the 2011/2012 financial year arrived at R127 511 000.00 and that with this model there might be a need to spent more on DAs since they will be appointed on full-time basis at this stage.  However when quantifying the total costs the consultant only worked on the total emolument claimed by the DAs as the costs that may be incurred if DAs are appointed on full-time basis within NLB.  the dti concede that there will be minimal increase of the running costs and this will be outlined below.

Option 2 proposes that a separate entity, which will independently account in terms of the Public Finance Management Act be established and the said body should have its own board and executive administrative capacity.  The new entity will assume full control of the National Lotteries Distribution Trust Fund (NLDTF) and the NLB will only be responsible for the regulation of the Lotteries Operator.  The DAs will be appointed by the executive boards to continue adjudicating applications.  Modeling the said entity with the current NLB as an institution it is estimated that the costs to establish such an entity will be around R138 720 000.00 separate from the total NLB expenses, which is at around R127 511 000.00 in 2011/2012.  These costs will be grossly higher, an additional R111 242 000.00 more than the current R127 511 000.00.

 Option 3 proposes that each DA be constituted as standalone entities, each responsible for their own mini NLDTF and independently accountable to Minister and Parliament.   The NLB will only focus on the regulation of the Lotteries Operator.   Each DA will require full time administrative capacity.  It is conceded by both that the option will be disproportionately costly.  It is estimated that this option may cost up to R303 308 000.00 which is R175 797 000 more than of the current R127 511 000.00.

The Lotteries Amendment Bill
The Lotteries Amendment Bill, 2013 in section 26B (4) proposes that DAs be appointed on a full-time basis for a period of five years at a time.  The DAs will be accountable to the NLB on administrative functions and maintain their independence on their applications adjudication function.  The appointment of DAs on a full-time basis is similar to option 1 as proposed under the RIA recommendations.  The adopted model will definitely increase the running costs to operate the Lotteries.  Below is a detailed explanation of what the costs are likely to be if DAs are appointed on a full-time basis.
In clarifying the proposal above, processed payment claims of the DAs are considered as reflected in the Annual Report of the NLB in order to assess the possible salary level that may be considered for full-time DAs.  The 2011/2012 Annual Report was assessed as the latest report in this regard.  The payment claims of the Distribution Agencies are located in page 52 and 53 of the Report (the two pages are attached for ease of reference and marked Annexure B).  The report details the payment claims of 2011 and those of 2012.  For this exercise the comparison of the 2011 and 2012 payment claims is crucial as it gives an idea of how the claims will look annually.  2012 was a period wherein the old DAs completed their term in office and the new ones were appointed in the middle of the year.  The 2012 payment claims will reflect at least claims for half a year, the assessment of 2011 payments will assist in estimating   the cost that will be incurred annually.

The payments are listed in the following categories:

· Arts, Culture and National Heritage, which receives 45% of the pool.

· Charities, which receives 28% of the pool.

· Sports and Recreation, which receives 22% of the pool.

· Miscellaneous, which receives 5% of the pool.
It must be noted that there were no payment claims from the miscellaneous category because its distribution function is vested on the board and their claims are made in terms of their functions as board members.  More payments were reflected under the Arts, Culture and National Heritage as well as the Charities while the Sports and Recreation claimed lessor compared to others. The payment trends are in line with the membership size and frequency of meetings in each category.  

It is proposed that we use the maximum claimed amount in all categories since that will represent payment of a member who attended most of the meetings. .  As indicated above the 2011 figures will be used since they represent an annual amount paid to members.  The maximum amount claimed is reflected in the Charities category which is R495 000.00 with a total of R4 168 472.00 claimed during the 2011 financial year in all categories and in 2012 the total amount claimed was R3 628 000.00.   The R495 000.00 is selected as the maximum amount claimed and will reflect the highest amount claimable for meetings were attended.   The claimed amount indicates that the DAs payment is closer to Deputy Directors’ salary in terms of the Public Sector salary levels.  The amounts may have been increased in 2012 however it is difficult to ascertain that fact since the year was interrupted when the old DAs’ term was concluded and by the appointment of the new DAs in the middle of the year. 
The above-mentioned amount excludes the DAs logistical costs for travelling and accommodation during the meetings for adjudication of applications.   The current Annual Report reflects that in 2012 financial year a total of R1 207 024.00 was spent on travel and accommodation for DAs and in 2011 the amount was R1 615 000.00, these amounts will no longer be incurred at the similar rate if the DAs are appointed on a full-time basis.  

It is clear that the for the ordinary members, the levels of appointment can be estimated at the levels of Deputy Director to Chief Director, on a full-time basis in terms on the Public Service salary levels, which is are management levels in terms of their ability to adjudicate and perform their functions independently.  The current Deputy Director position is remunerated in terms of two levels; Public Service salary level 11 and Public Service salary level 12.  Public Service salary level 11 is remunerated at an entry level of R495 603.00 while Public Service salary level 12 is remunerated at an entry level of R587 358.00. The job profiles of these members will have to be evaluated accordingly to determine appropriate levels for implementation.

It is further proposed that the Minister should in consultation with the Board determine and approve the number of Distribution Agency members within each category depending on the resources required.  Currently there are 7 members in Charities, 9 members in Arts, Culture and National Heritage, and 11 members for Sports and Recreation.  It must be noted that other categories may require more members while others require fewer members due the size and funds capacity of each category.  However with the full-time appointment there may be a need to appoint at least five (5) members in each category.  The projections of the total amount will then be calculated with the assumption that there will be 11 members in each as the highest number to date, even when it may be found that there should be fewer members in other categories.  

Funding for proactive funding will be paid from the relevant fund category depending on the category the identified project falls in the Arts, Culture and National Heritage, Charities, Sports and Recreation and Miscellaneous categories.  It is recommended that adjudication for proactive funding be conducted by the DAs from the Arts, Culture and National Heritage, Charities or Sports and Recreation categories depending on which category they fall within.  The Miscellaneous DAs will adjudicate on any good cause that does not fall within the categories mentioned above. Proactive funding will be informed by research, which will involve engagements with stakeholders, but an appropriate framework to guide the process for proactive funding must be articulated fully in the regulations. Proactive funding should not be used to undermine the normal application process, but must be limited to specific instances and transparency will be key in this process.

The following are the estimates using the entry levels of the lowest management level in Public Service at the highest number of 11 members per category:

	Arts, Culture and National Heritage ordinary members at R495 603 x 10+ Chairperson at R771306.00
	R4 945 030.00 + R771 306.00 TOTAL R5 716 336

	Charities ordinary members at R495 603 x 10+ Chairperson at R771306.00
	R4 945 030.00 + R771 306.00 TOTAL R5 716 336

	Sports and Recreation ordinary members at R495 603 x 10+ Chairperson at R771306.00
	R4 945 030.00 + R771 306.00 TOTAL R5 716 336

	Miscellaneous ordinary members at R495 603 x 10+ Chairperson at R771306.00
	R4 945 030.00 + R771 306.00 TOTAL R5 716 336

	Total
	R22 865 344.00


The salaries to be paid will be informed by the job profiles and the job grading exercise, as well as the numbers to be appointed. The projected cost will most likely be reduced dramatically given the fact that the membership numbers in each DAs will not be the same after a thorough job evaluation exercise to determine how many members will be required in each category.  The current trends shows that the size of the percentage paid to each category from the NLDTF will determine the number of members in each category such that being appointed on full-time basis there will be fewer individuals needed.

A number of questions have been raised to try and determine if DAs should be appointed on a full-time basis or continue to be appointed on part-time basis.  

· If the DAs continue to be appointed on part-time basis, will the issues of quorum eventually be resolved at any stage?

· What is the volume of the work in each category; like how many applications per category in a year?

· How many days are there to conduct adjudications?

· How many applications are adjudicated per day?
From the information received from the NLB, average number of applications for adjudications in each category is as follows: Charities 8500, Arts 2300 and for Sports 4300 per year.  It has been pointed that over 60% of these applications are declined for non-compliance.  Average applications prepared for a day are 30 for Arts, 110 for Charities and 180 for Sports.  Average applications adjudicated per day are 12 for Arts, 60 for Charities and 120 for Sports. Number of days for adjudications in a year is 72 for Arts, 108 for Charities and 24 for Sports.  

The information above does indicate a need to address capacity issues within the DAs.  The DAs currently cannot adjudicate the number of applications allocated per day. Over 60% of the applications are declined and that effectively means the rejected applicant will have to wait for an opportunity in the following year when the call for applications in the said category is issued, which ignores what may be the needs of communities at any given time.  Currently DAs get to be conflicted in some instances and they have to recuse themselves in the event applications from their organisations are being adjudicated.  The recusals at times will affect the quorum such that the meeting may not take place until arrangements to have a quorum are made.   The issue of quorum is a long standing problem that persists to date and it is attributable to the fact that DAs are appointed on part-time basis and they have other commitments. Further, a mechanism was introduced that where a member of a DA is conflicted, the application is referred to a different DA to adjudicate. This still does not address the perception from the public that members related to certain organisations will always find a way to channel funds to their own organisations. The part time nature of the DAs is the main reason for this as these are persons that cannot be expected to focus only on serving the NLDTF.

The advantage of full time DA capacity is that it will drastically eliminate conflict of interest issues that affected the credibility of the DAs, lack of quorum delaying adjudication meetings, and service delivery will be enhanced as applicants will no longer have to wait for annual calls for applications, but rather more frequent calls and ultimately daily applications.  The applicants will have an opportunity to rectify the shortcomings in their applications and resubmit without having to wait for the next call for applications in the following year.  The DAs will be able without doubt to commit to reasonable turnaround times for adjudication of applications, which will assist the Commission to commit to a specific turnaround time for applications taking into account the time from application to payment of the fund to the applicant.  

The costs of appointing the DAs on full-time basis will be minimal and the reasons as provided above outweigh the costs and the full-time appointment will increase the efficiencies and improve the corporate governance of DAs.   The proposed model will add estimated R19 237 344.00, if we minus the R3 628 000.00 which is reflected in the current budget, to the current 2011/2012 budget of R127 511 000.00. 

The ideal situation will be achieved, which is to allow applications anytime of the year, with calls being made specifically to solicit applications from identified areas that may be informed by research and needs of communities at any given time. This will serve the interest of the public better, and will make the lottery fund a meaningful fund that is rooted on development rather than who can master the art of drafting funding proposals. The pros and cons have been assessed objectively and this route is the most appropriate to address the issues that have plagued the distribution of funds to date. This is coupled with measures introduced by the NLB to improve efficiencies, enhance awareness, introduced systems to streamline application processes, smoothen payment processes, monitor and evaluate impact of project, as well as increasing its fraud prevention strategies.
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