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8. REPORT OF THE PORTFOLIO COMMITTEE ON ENERGY ON THE BUDGET VOTE NO. 26 OF THE DEPARTMENT OF ENERGY, DATED 05 MAY 2015
1.
Introduction

1.1. Subject of the report
The subject of this report is to report back to the National Assembly (NA) on the Portfolio Committee on Energy’s findings after evaluating and assessing the Budget Vote No 26 of the Department of Energy. 

1.2. Background
Strategic Plans identify strategically important outcome orientated goals and objectives against which public institutions’ medium-term results can be measured and evaluated by Parliament, provincial legislatures and the public. Annual performance plans identify the performance indicators and targets that the institution will seek to achieve in the upcoming budget year. The annual budget sets out what funds an institution is allocated to deliver services. The Annual performance plan shows funded service-delivery targets or projections. The annual budget indicates the resource envelope for the year ahead, and sets indicative future budgets over the medium term expenditure framework (MTEF). The budget covers the current financial year and the following two years. 
At the beginning of every year, the Minister of Finance tables before Parliament, amidst great expectation and anticipation by South Africans, a detailed outline of the State’s Budget: how much money will be or ought to be spent, on what, in that financial year. 

Thereafter, various government Departments present their budget votes before Parliament -specifying how they intend reconciling their resources with service delivery imperatives as outlined by the President of the Republic of South Africa in the State of the Nation Address. One of the main statutory functions of Parliament is to discuss, pass and oversee the State’s Budget. The Department of Energy’s Budget (Vote No. 29) was referred to, for consideration and reporting.
In compliance with the referral by the National Assembly, the Committee held a Strategic Plan, Annual Performance Plan and Budget Vote briefing on 24 March 2015 with the Department of Energy (the Department) to consider its Budget Vote and Strategic Plan.

1.3. Objectives of the report
The objectives of the report are as follows:

· To describe and analyse the budget of the Department of Energy over the 2015/16 financial year;
· To conclude on implications and make recommendations thereto.
2. Department of Energy Overview
2.1. Background 
The Department of Energy (DoE) was established in May 2009 – the outcome was the split of the Department of Minerals and Energy into the Department of Energy and Department of Mineral Resources.
The Department of Energy’s aim is to formulate energy policies, regulatory frameworks and legislation, and oversee their implementation to ensure energy security, promotion of environmentally friendly energy carriers and access to affordable and reliable energy for all South Africans. 

Its mission is to regulate and transform the sector for the provision of secure, sustainable and affordable energy. 

In carrying out this mandate, the Department develops legislation; undertakes programmes and projects; and in some instances, transfer resources to various implementing agencies and state owned entities (SOEs).  

Entities reporting to the DoE, include the following:

•
National Energy Regulator of South Africa (NERSA)

•
National Nuclear Regulator (NNR)

•
South African National Energy Development Institute (SANEDI) 

•
South African Nuclear Energy Corporation, (SOC) Ltd (NECSA)

•
Central Energy Fund (SOC) Ltd (“CEF” Group) 

•
National Radioactive Waste Disposal Institute (NRWDI) recently established.

2.2. Organisational structure

The DoE indicated that the approved organisational structure consists of the following seven branches: 

· Energy Policy, Planning & Clean Energy: Ensure evidence- based planning, policy setting and investment decisions in the energy sector to improve energy security, through supply and demand side options, and increase competition through regulation.
· Petroleum and Petroleum Regulations: Manage the regulation of petroleum and petroleum products to ensure optimum and orderly functioning of the petroleum industry to achieve government’s developmental goals.   
· Energy Programmes and Projects: Manage, co- ordinate and monitor programmes and projects focused on access to energy;
· Nuclear Energy: Manage the South African nuclear energy industry and control nuclear material in terms of international obligations, nuclear legislation and policies to ensure the safe and peaceful use of nuclear energy.
· Corporate Services: To provide corporate support to the DOE.
· Governance and Compliance: To ensure good corporate governance and compliance by the DOE and its SOEs; and 
· Financial Management Services: To provide financial management, accounting and supply chain management services to the DOE.
2.3. Approved, funded and unfunded posts of the Department of Energy (DoE):

· Total No of Posts on DoE’s approved establishment: 847 

· Total No of Funded Posts: 620

· Total No of Unfunded Posts: 227

2.4. Location of DoE offices

The Department consists of a national office that is situated in Gauteng Province (Matimba House); and nine (9) Regional Offices that are situated in various provinces, namely:-

Eastern Cape (Port Elizabeth); Free State (Welkom); KwaZulu-Natal (Durban); Limpopo (Polokwane); Mpumalanga (Emalahleni); Northern Cape (Kimberley); Western Cape (Cape Town); Gauteng (Pretoria); and North West (Klerksdorp).

It also must be noted that the DoE is still sharing office space with the Department of Mineral Resources (DMR) in seven Regional offices except for Cape Town and Gauteng.

2.5. Challenges in the energy sector

The Department highlighted the following the following challenges in the energy sector:

· Generation capacity;

· Distribution Infrastructure;

· Cost of energy;

· Volatility of petroleum product prices;

· Aging infrastructure;

· Barriers for new technology entrance; 

· Energy Efficiency/Demand Side Management measures;

· Access to energy; 

· Economic transformation; and

· Budget Baseline Reductions  

2.6. Key priorities for the Department of Energy

The Department has identified seven Key Priority areas to focus on in the implementation of the Strategic Plan and these are as follows:
· Electricity supply

· Petroleum and gas infrastructure

· Effective & Efficient energy utilisation

· Policy and legislation  

· State Owned Entities (SOE) oversight

· Targeted training  - Department and sector SOEs

· Communication

3. Budget of the Department of Energy (2015/16)
The Departmental budget for the 2014/15 financial year was R7.437.8 billion. In the 2015/16 financial, the Department has been allocated a budget of R 7.482.1 billion – an increase of 1 per cent when one does not take inflation into account. Three of the six programmes’ budget has been cut, the biggest cut being the Clean Energy programme, followed by Nuclear Energy and Administration. Details on the reasons for the decrease or increase on programmes will be provided in the next section, entitled Programme Analysis.

Table 1: Overall Budget - Energy

	Programme
	Budget

	R million
	2014/15*
	2015/16

	Administration 
	  257.3
	242.6

	Energy Policy and Planning 
	  57.6
	  45.1

	Petroleum & Petroleum Products Regulation 
	  84.5
	  74.4

	Electrification & Energy Programme and Project Management 
	 4 208.6
	 5 778.3

	Nuclear Energy 
	  843.8
	  654.4

	Clean Energy
	 1 986.0
	  687.3

	TOTAL
	 7 437.8
	 7 482.1


Source: National Treasury (2015)

*Please note that these are adjusted figures as per the DoE’s presentation on its strategic plan delivered on 17 March 2015. 
3.1 Programme Analysis

The Department has six programmes, namely, Administration, Petroleum and Petroleum Products Regulation, Electrification and Energy Programme and Project Management, Nuclear Energy and Clean Energy. Each programme has its sub-programmes. It is important to state from the onset that, in the year under review, there has been a reduction in budget allocation in almost all programmes, except the programme four - Electrification and Energy Programme and Project Management. Reasons for these reductions will be provided below. 

3.1.1 Programme 1: Administration 

The purpose of this programme is to provide strategic leadership, management and support services to the Department. 

This programme, in the 2014/15 financial year, was allocated a budget of R257.3 million – this, however, in the year under review was reduced to R242.6 million. The reduction is mainly in the Corporate Services, Ministry, Finance Administration and Departmental Management sub-programmes. Reasons for the reductions is not provided in the Estimate of National Expenditure (ENE) report. 

Table 2: Administration Sub programmes

	Programme
	Budget

	R million
	2014/15
	2015/16

	Ministry
	  30.4
	  27.3

	Departmental Management
	  51.3
	  52.1

	Finance Administration 
	  35.6
	  34.3

	Audit Services
	  5.6
	  7.7

	Corporate Services
	  105.3
	  86.7

	Office Accommodation 
	  29.2
	  34.5

	TOTAL
	  257.3
	  242.6


Source: National Treasury (2015)
3.1.1.1. Programme performance 2014/15 financial year

Overall the DoE is experiencing challenges with adequate staffing. The Department also indicated that the DoE have a young staff complement and this poses some challenges in terms of experience.

3.1.2 Programme 2: Energy Policy and Planning 

The purpose of the energy policy and planning programme is to ensure evidence based planning, policy setting and investment decisions in the energy sector to improve the security of energy supply, regulation and competition. 

Budget is this programme has been reduced from R57.6 million in the previous financial year to R45.1 million in the year under review. There has been a reduction in all sub-programme, the biggest reduction is in the policy analysis and research, and energy planning sub-programmes. The policy analysis and research sub-programme develops key indicators and monitors the impact of energy sector policies, planning and interventions; analysis all energy policies and their impact on access to energy and security of energy supply, conducts research and analysis in relation to other countries; and conducts research and analysis on national and international trends or development’s that impact on the demand and supply of energy. 

Table 3: Energy Policy and Planning Sub-programmes

	Sub Programmes
	Budget

	R million
	2014/15
	2015/16

	Policy Analysis and Research
	  3.5
	  1.5

	Energy Planning
	  32.1
	  23.0

	Hydrocarbon Policy
	  13.9
	  12.9

	Electricity, Energy Efficiency & Environmental Policy
	  8.1
	  7.8

	TOTAL
	  57.6
	  45.2


Source: National Treasury (2015)
3.1.2.1. Programme performance 2014/15 financial year

In terms of delivery of policies and legislation, the Department had planned to table the Integrated Energy Plan (IEP) before Cabinet. The strategy was expected to outline the requisite process, systems and structures that would lead to the development of a comprehensive IEP. The first phase of a national integrated energy modelling system, which is required to provide statistical analysis for the IEP, was scheduled to be completed by May 2011, and the second phase was planned for completion by 2013/14. The 2014 deadline was not met as the completed document has not yet been published. 
The subset of the IEP, which is the Integrated Resource Plan (IRP2010 - 2030) for electricity was concluded in the 2010/11 financial year. The IRP2010 was to be presented and discussed before the Inter-Ministerial Committee (IMC) for Energy in February 2011 and be tabled before Cabinet towards promulgation by March 2011, and it was promulgated. It was indicated at the time that the IRP should be a “living plan”, which would be revised by the DoE every two years. The updated IRP is yet to be published as the Department is currently finalizing it.
With regards to electrification, in the first quarter of 2011/12, the Department committed to introduce the Independent System and Market Operator (ISMO) Bill to Parliament. ISMO provides a framework for independent power producers’ participation. The ISMO Bill was to be complimented by the Electricity Regulation Act Amendment Bill, with the objective to address the powers and functions of the ISMO, amongst others. The ISMO Bill introduced into Parliament and was deliberated upon in the Committee and submitted to the House for Adoption. It was not adopted in the 4th Parliament.
3.1.3 Programme 3: Petroleum and Petroleum Products Regulation 

The purpose of this programme is to regulate the petroleum and petroleum products industry to ensure the optimal and orderly functioning of the petroleum industry to achieve government’s development goals.  

As with the above programmes, budget in this programme has decreased from R84.5 million in 2014/15 to R74.4 million in 2015/16. All sub-programmes have seen a decrease in budget allocation, especially Fuel Pricing and the Petroleum Compliance, Monitoring and Enforcement sub-programmes. It is stated in the Estimates of National Expenditure (ENE) report that “R8.9 million Cabinet approved budget reductions over the medium term will be effected in the petroleum compliance, monitoring and enforcement due to unfilled posts.

Table 4: Petroleum and Petroleum Products Regulation Sub-programmes

	Programme
	Budget

	R million
	2014/15
	2015/16

	Petroleum Compliance, Monitoring & Enforcement
	  18.1
	  15.1

	Petroleum Licensing and Fuel Supply
	  21.0
	  20.3

	Fuel Pricing 
	  14.9
	  8.6

	Regional Petroleum Regulation Offices
	  30.5
	  30.3

	TOTAL
	  84.5
	  74.4


Source: National Treasury (2015)

3.1.3.1. Programme performance 2014/15 financial year

Under this programme, the Department had planned, to publish the National Strategic Fuel Stock Policy, establishing a framework for the storage of fuel stock by Government and industry. The Draft Policy was published on 08 March 2013. According to the DoE, the policy was presented to Cabinet. The DoE and Treasury have to come up with a funding mechanism. Hence the policy document is still to be finalized. 
Following the audit outcomes of compliance to the Liquid Fuels Charter of 2000, the Department had planned to develop a New Empowerment Framework and be incorporated into the Petroleum Products Amendment Bill in the 2011/12 financial year. According to the DoE the amendment of the Bill was not completed however with the revision of the Codes by the Department of Trade and Industry (DTI), this objective was overtaken by the DTI process. The liquid fuels industry will have to follow the Broad Based Black Economic Empowerment (BBBEE) Codes. 

As part of the promotion of clean energy sources, the Department had committed to presenting a Draft Liquefied Petroleum Gas (LPG) Strategy, to Cabinet. The strategy is still being finalised and it was not presented to Parliament. 

Furthermore, the Department had committed to the Construction of the Multi Product Pipeline between Durban and Johannesburg. The Pipeline was completed and is operational.
3.1.4 Programme 4: Electrification and Energy Programme and Project Management 

This programme aims to manage, coordinate and monitor programmes and projects that are focussed on access to energy 

As has always been the case in the previous financial years, a large portion of the budget is allocated to this project. And while other programmes have seen a decrease in allocation, this programme has seen an increase from R4.2 billion in 2014/15 to almost R5.8 billion in 2015/16. The budget allocation on the Community Upliftment Programmes and Projects sub-programme decreased. Community Upliftment Programmes and Projects sub-programme implements, manages and coordinates programmes and projects aimed at the mainstreaming, upliftment and empowerment of disadvantaged and vulnerable groups, and increase public awareness on energy issues. 

Table 5: Electrification and Energy Programme and Project Management Sub-programmes

	Programme
	Budget

	R million
	2014/15
	2015/16

	Integrated National Electrification Programme
	 4 175.1
	 5 741.7

	Energy Regional Offices
	  7.8
	  12.0

	Programme & Project management Office
	  9.1
	  9.6

	Electricity Infrastructure /Industry Transformation
	  8.4
	  9.4

	Community Upliftment Programmes & Projects 
	  8.1
	  5.6

	TOTAL
	 4 208.6
	 5 778.3


Source: National Treasury (2015)
3.1.4.1. Programme performance 2014/15 financial year

The biggest project under this programme is the Integrated National Electrification Programme majority of the funds are transferred to Eskom and Municipalities. This programme is largely successful but the DoE indicated there are a few challenges that they are addressing, e.g. difference in financial years between Municipalities and DoE resulting in problems with progress payments.

In terms of DoE regional offices, the DoE is still sharing offices with the Department of Mineral Resources but are in the process of moving out in most cases.

3.1.5 Programme 5: Nuclear Energy 

The purpose of the Nuclear Energy programme is to manage the South African nuclear energy industry and control nuclear materials in terms of international obligations, nuclear legislation and policies to ensure the peaceful use of nuclear energy. 

Budget in this programme shows a decrease of 26 per cent. A decrease from R843.8 million in 2014/15 to R654.4 million in 2015/16.  The decrease in budget is mainly in two of the three sub-programmes, namely, Nuclear Safety and Technology, as well as Nuclear Policy, with the sub-programme Nuclear Safety and Technology absorbing most of the decrease at 26 per cent year-on-year
Table 6: Nuclear Energy Sub-programmes

	Programme
	Budget

	R million
	2014/15
	2015/16

	Nuclear Safety & Technology
	  828.5
	  638.8

	Nuclear Non-proliferation & Radiation Security
	  6.8
	  7.4

	Nuclear Policy
	  8.6
	  8.2

	TOTAL
	  843.8
	  654.4


Source: National Treasury (2015)

3.1.5.1. Programme performance 2014/15 financial year

In terms of delivery in this programme, the National Radioactive Waste Disposal Institute was to be made fully operational with a funding model, in the 2014/15 financial year. This was not achieved.
Further, legislation affecting this programme is still outstanding, e.g. the National Nuclear Regulator Amendment Bill, and Nuclear Energy Amendment Bill, amongst others. 
3.1.6 Programme 6: Clean Energy
The purpose of the Clean Energy Programme is to manage and facilitate the development and implementation of clean and renewable energy initiatives, as well as energy efficiency and demand side management initiatives.

The budget in this programme has been reduced substantially, from R1.9 billion in 2014/15 to R687.3 million in 2015/16. The solar water heaters programme and energy efficiency are funded through this programme. The ENE report states that “allocations to Eskom over the medium term for installing solar water heaters have been reduced by cabinet to R962.3 million. Furthermore, Cabinet approved budget reductions totalling R39.4 million over the medium term will be effected in the energy efficiency and demand side management conditional allocation for municipalities”. The budget for both renewable energy and energy efficiency sub-programmes has decreased substantially. 

Table 7: Clean Energy Sub-Programmes

	Programme
	Budget

	R million
	2014/15
	2015/16

	Energy Efficiency
	 1 808.8
	  608.4

	Renewable Energy
	  170.7
	  71.4

	Climate Change & Designated National Authority
	  6.5
	  7.5

	TOTAL
	 1 986.0
	  687.3


Source: National Treasury (2015)

3.1.6.1. Programme performance 2014/15 financial year

With regards to clean and renewable energy, the Department committed to work on the implementation of renewable energy programmes, and it made a particular commitment to the roll out of 1 million solar water heaters by 2014. The target was not met, instead, over 400 000 solar water heaters are installed nationally. The Department is revising the solar water heater rollout model.

The Department committed to continue to implement the energy efficiency programme for industrial and domestic sector in line with the IRP for the achievement of the 2015 national target of 12 per cent. The extent to which the Department has progressed in achieving the 12 per cent is unclear due to the absence of monitoring and evaluation tools.
The Renewable Energy Independent Power Producer Procurement (REIPPP) programme progressed during the 2014/15 financial year and window four was launched in that financial year in line with the IRP. 
4. Observations and findings

· Key policy and legislative tools are still in the planning stages and these are hampering progress in terms of energy in South Africa. These include (among others);

· The Integrated Energy Plan (IEP)
· The revised Integrated Resource Plan (IRP)
· The Gas Utilization Master Plan (GUMP)
· The amended National Energy Regulator Act

· The amended Electricity Regulator Act

· The Gas Amendment Bill

· The Biofuels Regulatory Framework

· The Petroleum Products Bill

· The overall budget of the DoE has to be reviewed. The DoE is not correctly funded to achieve its mandate. The unfunded positions are resulting in Department being not as effective as it should be.

· The appointment of the Director General is progressing but is critical for the functioning of the Department. 

· With reference to electricity security and Government’s 5 Point Plan. Regular feedback is required by the Portfolio Committee on Energy to conduct robust oversight on the plan and aspects of its implementation. 
· With regard to Eskom, being the largest electricity generator and distributor in South Africa, there appears to be overlap in terms of responsibilities between the DoE and Department of Public Enterprise’s (DPE). This is resulting in challenges in this industry.

· The DoE is progressing well with the Integrated National Electrification Programme (INEP) but has increased targets for the next five years. This is going to result in additional challenges and will require more effort/resources from the DoE to address these as they arise.

· The Integrated Energy Centers (IECs) are an important resource in addressing energy needs; especially in rural areas. This is part of the overall programme of the DoE to ensure rural access to energy.

· The Solar Water Heater (SWH) programme is currently being revisited by the DoE and it is no longer being rolled out until the DoE addresses the challenges identified. The PCE raised a concern with regard to local content and affordability and when the programme will be rolled out again.
· The Portfolio Committee on Energy pointed out that the DoE is not only moving onto Window 4 of the Renewable Energy Independent Power Producer Procurement Programme (REIPPP) but also has extended the programme to coal, gas and co-generation. This not only increases the mix of clean energy in the economy but also increases the energy mix.

· The Portfolio Committee on Energy notes with concern the challenges related to the electricity distribution infrastructure in South Africa. Co-ordination in terms of the various spheres of government also appears to be a challenge. 
· The overall co-ordination of energy efficiency initiatives in SA needs to be addressed, this includes the establishment of an energy efficiency champion. 

· Transformation of the Petroleum industry is not progressing at the desired pace as reported by the DoE. The issue of fuel security is also a concern to the Portfolio Committee on Energy.

· The roll out of the biofuels strategy is critical for fuel security in South Africa and this programme is not progressing at an acceptable rate.

· In terms of nuclear energy, SA is embarking on a massive programme. The DoE is currently investigating various aspects of this programme and the Portfolio Committee on Energy requires regular feedback to conduct robust oversight on developments in this regard. 

· The National Radioactive Waste Disposal Institute (NRWDI) also is crucial for the nuclear programme and should be made operational as soon as possible.

· With regard to the entities, there appears to be challenges with regard to strategic direction and alignment to the objectives of the DoE. This has resulted in some entities no longer meeting their desired mandates.
· Funding and staffing at some entities also is a challenge resulting in them not meeting their mandates

· The enabling legislation especially for regulators in the energy sector needs to be revised urgently.
5.
Conclusion

The Portfolio Committee on Energy will continue to fulfil its Constitutional mandate. It is guided by the Parliamentary rules in conducting the oversight on the functioning of the Department of Energy. This is done to ensure proper and effective functioning and compliance with the legislation and policy requirements.

6.
Recommendations

Having considered the Budget Vote of the Department of Energy, the Portfolio Committee on Energy recommends that the House supports the Budget Vote 26: Energy and further recommends the following:

The Minister of Energy is requested, within the current financial year, to:

1. The Department is to follow through on the directives of SONA and NDP. 

2. Conduct an overall assessment of funding of the Department of Energy, to establish if the DoE is correctly funded to deliver on all the areas that need attention for energy resource development in SA. 

3. Address the issue of unfunded posts within the Department of Energy to ensure the DoE is correctly staffed to deliver on its mandate.
4. Expedite the delivery of the various pieces of legislation and policy documents that are still outstanding. 
5. The Integrated Energy Plan and update Integrated Resource Plan should be prioritised which are critical for energy planning in South Africa. 

6. Monitor and direct the Energy Efficiency initiatives and developments in South Africa. Energy Efficiency programmes and initiatives are fragmented and plans to address this needs to be explored. 
7. The Minister of Energy should establish an Energy Efficiency champion for South Africa to enhance monitoring and co-ordinates all activities in this area and report back to the PCE within the financial year.
8. Investigate mechanisms to speed up the delivery of Integrated Energy Centres, especially in rural areas. 
9. Expedite delivery on the biofuels strategy for South Africa to ensure biofuels is introduced into the energy mix of the country. 

10. Develop a strategy to address the transformation challenges identified in the Petroleum Sector and include an implementation time table.

11. Expedite the delivery of the Gas Utilization Master Plan to ensure a greater penetration of gas in the economy.

12. Focus on the development of key and critical skills in the various sectors of energy including, amongst others, engineering, nuclear, renewable and electricity distribution. 

13. Ensures security of electricity supply, in the short term, is made a priority, this in conjunction with the various stakeholders and Government departments, including the War Room. It is further requested that the Portfolio Committee on Energy be updated on a regular basis on developments with regard to the 5 Point Plan. 
14. Place emphasis on the Solar Water Heater programme and the revised roll out strategy. The Department envisages one million units be rolled out by 2020. Challenges include:  local content, the involvement of all spheres of government, maintenance of units and all of these must be factored into the strategy.

15. Place emphasis on the roll-out of the National Electrification programme and address challenges as identified including issues of cooperative governance. 

16. Present a plan to address the backlog in distribution infrastructure in South Africa. The plan should also clearly define the role of all the players including National, Eskom, Provincial and Local Government

17. Provide quarterly feedback to the Portfolio Committee on Energy on the current and proposed new build programmes including nuclear and hydro to allow the Committee to conduct robust oversight in this sector.

18. Ensure that the Strategic plans of the Entities are aligned to the objectives of the DoE and that the entities are correctly funded and staffed to meet their objectives.

19. Ensure that the National Nuclear Regulator (NNR) has the requisite skills and resources able to manage the new nuclear build programme. 

20. Assess the legislative framework of the National Energy Regulator of SA (NERSA) and the National Nuclear Regulator to ensure that they are empowered to execute their duties. 

21. Ensure the National Radioactive Waste Disposal Institute is made operational as soon as possible.
22. Ensure that the outstanding restructuring of the Central Energy Fund is completed and ensure the review of its subsidiary companies are expedited to meet the future demands of South Africa

Report to be considered.
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