2. Report of the Portfolio Committee on Trade and Industry on Budget Vote 34: Trade and Industry, dated 13 May 2015
The Portfolio Committee on Trade and Industry, having considered Budget Vote 34: Trade and Industry, reports as follows: 

1. Introduction 

This budget underlines the key role of the Department of Trade and Industry (DTI) which is the promotion of industrialisation which will drive trade and investment. The Medium-Term Strategic Plan makes it clear that the Industrial Policy Action Plan (IPAP) is the strategic driver for the radical shift from a commodity-driven economy to a productive and job creating inclusive economy. This arises from the acknowledgement that the economy had previously been deindustrialising, hence the country relied heavily on primary commodities, in particular those of the mining sector. In the last few years, the country’s aim has been to radically transform the economy through industrialisation. The commitment to the broadening of black participation has been given a R1 billion boost specifically targeting the black industrialists programme. The National Empowerment Fund is still on track with funding black business.

The development of a productive economy for the purpose of job creation is the country’s objective as set out in the National Development Plan, as well as the establishment of an inclusive economy. This will promote sustainable employment, and a globally competitive manufacturing sector that encourages increased exports which will reduce the current account deficit. To this end, the Department allocates more than 60 per cent of its resources towards incentives that are aimed at propelling the country’s manufacturing sector and to support the private sector to ensure that new jobs are created and existing jobs are retained. The Manufacturing and Competitiveness Enhancement Programme (MCEP) is so attractive that the funding allocation is finding it difficult to keep up with the demand. Other incentives supporting a competitive manufacturing sector include the Enterprise Investment Programme (EIP), the Automotive Investment Scheme (AIS), and the Clothing and Textile Competitiveness Improvement Programme (CTCIP).

This budget further underlines the decision to ensure that South Africa’s mineral resources are directly linked to value addition. In particular, five mineral value chains: Iron ore and steel, titanium, platinum group metals, precious metals and jewellery and mineral inputs will shift South Africa to a higher value trajectory with a corresponding increase in the gross domestic product (GDP) and export value. The Mineral Beneficiation Action Plan, one of the key priorities, will support the establishment of production plants closer to the mineral deposits and the Special Economic Zones will be the vehicle for the promotion of productive investment and more competitive exports.

There is a need, especially in the volatile global environment to expand our trading base which requires that while retaining our traditional trading partners we explore and establish new trading partners. In this regard, South Africa has focussed on Africa, in line with regional integration, as well as South-South partners including the BRICS formation (Brazil, Russia, India, China and South Africa). South Africa has also played a significant role in strengthening trade on the continent as well as facilitating regional industrialisation. Internationally, South Africa is respected as a negotiator and supporter of multilateralism.

The work of the DTI is informed by its twin mandate of trade and industry which is supported by the specialised work of its thirteen regulatory and technical infrastructure entities. These undertake consumer protection through the National Consumer Commission (NCC), the National Consumer Tribunal (NCT) and the National Credit Regulator (NCR) all of which have played an important role in South Africa’s financial architecture.  Then the Companies and Intellectual Property Commission (CIPC) and the Companies Tribunal (CT) which ensure the integrity of registered businesses.  The protection of consumers in the gambling industry is undertaken by the National Gambling Board. The National Lotteries Board (NLB) while technically a gambling institution for lotteries and sports pools, is also focussed on the distribution of funds from the National Lottery Distribution Trust Fund for general benefit of communities. The four technical infrastructure institutions, the South African National Accreditation System (SANAS), the South African Bureau of Standards (SABS), the National Metrology Institute of South Africa (NMISA) and the National Regulator for Compulsory Specification (NRCS) are critical to the export of products and goods and also for consumer and environmental health and safety. The Export and Credit Insurance Corporation of South Africa (ECIC) supports the trade mandate which provides an essential service for exporters. While the National Empowerment Fund (NEF) focuses on funding the development of black-owned business and the wealth creation for black individuals.

South Africa, through the DTI has ramped up its trade and investment promotion resources through the establishment and appointment of specialist support staff in strategic countries. South Africa is also embarking on broadening its footprint through trade missions and exhibitions.

The 2015/16 DTI budget has been given fresh impetus to radically transform the economy through funding incentives that support industrialisation and broadening participation. Furthermore, trade has also been intensified in a core commitment to the region and the continent. 

1.1. Constitutional Mandate of the Committee

Portfolio committees exercise oversight over their respective departments and agencies in line with their Constitutional mandate set out in section 55(2) of the Constitution (No. 108 of 1996) and section 27(4) of the Public Finance Management Act (No. 1 of 1999). In addition, the Money Bills Amendment Procedure and Related Matters Act (No. 9 of 2009) also requires committees to consider and report on their department and entities’ strategic plans. Portfolio committees may also advise the Standing Committee on Appropriations in the National Assembly regarding possible amendments within a budget vote for its consideration. 

1.2. Purpose

The purpose of this report is for the Portfolio Committee on Trade and Industry to report on its deliberations and consideration, which is essentially the unpacking and scrutinising of the DTI’s strategic plan, annual performance plan and its associated budget vote (Budget Vote 34). Furthermore, to make recommendations regarding the approval, amendment or rejection of Budget Vote 34 and any other recommendation regarding the implementation of the DTI’s strategic plan.

1.3. Process

The committee’s consideration of Vote 34 involved a robust engagement with the Minister of Trade and Industry, Dr R Davies, and the Director-General, Mr Lionel October, on 17 March 2015, when they provided the context within which the DTI’s Strategic Plan had been developed and presented its Annual Performance Plan. The DTI’s plans were discussed in relation to its mandate, which covers five key intervention areas, namely
:

· Industrial development.

· Trade, investment and exports.

· Broadening participation.

· Regulation.

· Administration.

During this engagement, the budget was unpacked against the DTI’s strategic plan and the priorities of the State of the Nation Address (SONA) within the prevailing economic climate. This required the committee to evaluate the alignment of incentives and other instruments of industrial and trade policy objectives to ensure that the stated objectives are met.
The committee also considered the following entities’ strategic and annual performance plans on 14, 15 and 21 April 2015:

· Companies and Intellectual Property Commission (CIPC)

· Companies Tribunal
· National Credit Regulator (NCR)
· National Metrology Institute of South Africa (NMISA)
· National Regulator for Compulsory Specifications (NRCS)
2. Key issues of the SONA that relate to DTI’s mandate

The Minister of Trade and Industry provided the strategic overview for the DTI’s priorities within the context of the nine-point plan announced by President J Zuma in his 2015 SONA, with the core focus being to contribute to overcoming the triple challenges of poverty, inequality and unemployment. 

The Minister informed the committee that placing South Africa on a higher growth path is critical to the achievement and delivery on the vision of the National Development Plan. Government’s key objective is to achieve inclusive growth of five per cent by the end of 2019. South Africa achieved a growth path of about five per cent in 16 quarters since 1993. This economic growth had been underpinned by consumption-driven sectors
 rather than production-driven sectors
. Furthermore, South Africa’s exports are dominated by raw mineral resources, while it imports predominantly processed or finished goods manufactured from these very resources at substantially higher prices. These two practices have led to unsustainable economic growth and an increasing current account deficit.

Currently, neither a consumption-driven economy nor the current trading patterns can achieve future growth of five per cent in South Africa. Structurally, this is not a sound basis for growth as it is import-intensive and would continue to exacerbate the current account challenges’ facing the country. Trade in raw commodities is volatile and vulnerable to changes in demand and price. The committee supports the Minister’s view that South Africa must develop its productive sectors of the economy and move up the value chain to address the structure of the economy. This is underpinned by the fact that investment in the manufacturing sector creates upstream and downstream opportunities by increasing the demand for inputs into the sector and services required to support it. It also provides opportunities for other businesses to sell these manufactured goods, to use these as inputs in their manufacturing processes and/or to offer after-sales services for these goods. 
This potential of the manufacturing sector to stimulate growth can reduce the current account deficit, especially if South Africa is also able to export these value-added goods and offset imports. The Minister further informed the committee that the African continent also recognised the importance of industrialisation and the creation of regional markets to support regionally produced goods. The development of a regional market should off-set the slow economic recovery in the European Union as well as the strong localisation programme for manufacturing in the United States of America. 

Radically transforming the economy and placing it on a structurally different path requires the infrastructure deficit, of which energy is central, to be addressed, as well as less conflictual business-labour relations to improve productivity. 

The nine-point plan to address the challenges facing the economy is highlighted and the linkages with DTI’s strategic objectives are provided below:

1. Resolving the energy challenge: The Minister informed the committee that securing an affordable and reliable supply of power for productive activities is critical if South Africa wants to achieve its target of five per cent growth by the end of 2019.  To mitigate against high energy cost and the need to secure energy supply, government has recognised the importance of seeking alternative energy sources to secure future supply. The committee agrees with the Minister that if one addresses the current volatility around the high cost and security of energy supply, the manufacturing sector could contribute significantly to the transformation of the economy.
2. Revitalising agriculture and the agro-processing value chain: The Minister informed the committee that the agriculture and agro-processing value chain is an important source of labour-intensive growth. The Industrial Policy Action Plan (IPAP) identifies its strong up-and downstream linkages with the potential to contribute in achieving a number of the macroeconomic objectives set out in both the National Development Plan (NDP) and the New Growth Path (NGP). The committee agrees with the Minister that an improved performance from the agro-processing sector would contribute to employment creation as well as the ability to access new markets. The Minister highlighted the establishment of the small milling initiative which was to increase competition within the sector, which is dominated by a few major players. This can also reduce the price of maize meal to working class and poor consumers.
3. Advancing beneficiation or adding value to our mineral wealth: The Minister informed the committee that growth based on mining and the export of raw primary commodities is neither desirable nor sustainable, and requires a shift towards a manufacturing, value-adding and job creating economy. Therefore adding value to our mineral and natural resources is essential and government is committed to increasing the level of local value-addition to South Africa’s mineral and natural resources. 
The Minister acknowledged the work done by the committee in highlighting the importance of beneficiation of our mineral and natural resources as key pillars of South Africa’s industrialisation drive. The need for value-addition to raw mineral products is essential to achieve greater economic value and job creation opportunities within the economy. Currently, the committee is undertaking a colloquium on the relationship and impact of transfer pricing on industrialisation and radical transformation within the economy. 
4. More effective implementation of a higher impact Industrial Policy Action Plan: The Minister informed the committee the next iteration of IPAP will be an attempt to step-up the industrialisation drive. The Minister reiterated that IPAP is not a policy document but an action plan and that the new iteration would seek to identify drivers for industrial development such as the mineral sector and infrastructure programme. One of the key levers government has to drive local manufacturing is the use of the Preferential Public Procurement Framework Act (No. 5 of 2000). However, this has not been fully utilised and a preference is still given to imported goods due to price differentials.
5. Encouraging private sector investment: The Minister informed the committee that private sector investment is a critical element to ensure economic development and radical transformation. Notwithstanding the current challenges we are facing, the investment pipeline remains positive. Government has established a one-stop inter-departmental clearing house to attend to investor complaints and problems facing investors.
6. Moderating workplace conflict: The Minister informed the committee that the Deputy President is leading a process within NEDLAC aimed at addressing workplace conflict. This is within the context of the issue of inequality, vulnerable workers and improving worker rights. The relationship between transfer mispricing, which erodes not only the tax base, but compromises the private investment drive, by shifting profits abroad, is being considered by the committee. This contributes to labour market instability. 
7. Unlocking the potential of small, medium and micro enterprises (SMMEs), cooperatives, township and rural enterprises.  A viable SMME sector is a critical pillar of efforts to overcome the triple challenge of unemployment, poverty and inequality. Government is up-scaling and expanding support measures for this sector including provision of business infrastructure, improving access to markets and finance. In addition, the government will leverage state procurement with 30 per cent set aside for SMMEs
. Although SMME support programme, including the Informal Business Upliftment Programme, have been transferred to the Department of Small Business Development; the dti incentives and other programmes are still available to benefit this sector.
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. The roll-out of social and economic infrastructure, particularly ICT, water and transport infrastructure, is important for the economy, as these are enablers for economic activity. The roll-out also provides an opportunity to strategically use local public procurement and designated products to encourage industrialisation and create jobs.
9. Operation Phakisa aimed at growing the ocean economy and other sectors. The DTI is involved in the development of the Saldanha Bay Industrial Development Zone (IDZ), which will include investment in a dedicated infrastructure terminal for the oil and gas sector, as well the repair of boats and tugboats. Furthermore, the DTI administers an aquaculture incentive.
With respect to trade policy, Africa and African integration are critical for South Africa. South Africa has adopted a developmental integration agenda that combines trade integration with industrial and infrastructure development. The Minister emphasised the importance of broadening integration beyond the Southern African Development Community (SADC) through the Tripartite Free Trade Area (FTA) to be launched in June 2015. The Tripartite FTA will be used as a basis for the Continental Free Trade Area (CFTA). 

The adoption of the SADC Industrialisation Strategy and roadmap ensures that SADC is building a sound foundation for industrial development that will help our economies integrate on the supply side. The industrial work programme aims to facilitate economic transformation, build on the regional integration processes already achieved in terms of market access to enable competitiveness.  The Strategy promotes the development of regional value chains based on complementarities between Member States. In addition, the Strategy acknowledges the importance of trade integration in the development of value-chains and the need to address trade barriers between Member states.

Furthermore, a key milestone for 2015 is the hosting of the World Trade Organisation (WTO) Ministerial Conference (MC10) for the first time in Africa. Of interest to Africa will be to maintain momentum towards the conclusion of the Doha Round with development to remain at the centre of the Round. The outcome should also ensure that Africa is provided with the necessary policy space to advance its industrialisation efforts.  Negotiations on the SADC-European Union (EU) Economic Partnership Agreement were concluded in July 2014 and were undergoing legal “scrubbing” before the text can be formally signed. The Minister will brief the committee when the process is concluded. Furthermore, the Minister emphasised the importance of enhancing relations with countries of the South especially through the BRICS (Brazil-Russia-India-China- South Africa) group. In this regard, South Africa will continue its efforts to seek market access opportunities for value-added products.

With respect to the United States’ African Growth and Opportunity Act (AGOA)
, the AGOA extension legislation is going through various committees in Congress. In terms of the draft AGOA Bill of 2015, AGOA is expected to be extended for 10 years. There is also a provision subjecting South Africa to an out-of-cycle review within 30 days of the enactment of the AGOA legislation. 

On investment policy, the Minister provided an update on the Promotion and Protection of Investment Bill. The Bill is expected to be considered by Cabinet before the end of May 2015 and if approved will be processed by Parliament. The Bill provides for protection of investment, ensures that South Africa maintains an open environment for Foreign Direct Investment (FDI) and provides policy space for Government to regulate in the public interest.

The Department manages the implementation of the National Exporter Development Programme (NEDP) that covers a number of critical components that include the creation of vibrant export culture within South Africa, the provision of trade information and export advice, supported by a national trade information system and the Export Help Desk, extensive capacity building and export training through the Global Exporter Passport Programme (GEPP) and the establishment of export villages to assist companies to collaborate and pool resources on entering foreign markets. It also provides for a more coherent stakeholder engagement and co-ordination programme between government and private sector based on the review of the Export Council Model. This is intended to position South Africa as a reliable trade partner and preferred investment destination as the DTI improves the export readiness and competitiveness of South African companies. 

Central to the NEDP is the principle that companies need different types of services and interventions at various stages of their export development. Capacity Building and export training supported by mentorship are such deliberate interventions to enhance export readiness of companies underscored by the Global Exporter Passport Programme (GEPP). This initiative will focus on developing youth, women and Black owned exporters amongst other beneficiaries. The GEPP has made significant inroads in reaching out to the targeted enterprises across the country and 1 647 companies were trained in 2014/15 financial year. Furthermore the national trade information system provided access to information and export advice especially to Small to Medium enterprises. 1 472 exporters were assisted in this regard through the Export Help Desk facility at the DTI’s Campus.

In the 2015/16 financial year, it is planned to train more companies on the GEPP and assist them to venture into International markets by participating in National Pavilions and Trade Missions. The National Trade Information System in 2015/16 will provide companies with access to sector reports, country reports and market access information from different databases to ensure that companies have right information. The Intention is to reach in excess of 1 500 small exporters over 2015/16 financial year.
3. Budget Vote 34: Department of Trade and Industry

3.1. Strategic Plan 2015/2020 and Budget 2015/16 Financial Year
The DTI undertakes its mandate by focusing on five strategic goals, namely to:

· “Facilitate transformation of the economy to promote industrial development, investment, competitiveness and employment creation;

· Build mutually beneficial regional and global relations to advance South Africa’s trade, industrial policy and economic development objectives;

· Facilitate broad-based economic participation through targeted interventions to achieve more inclusive growth;

· Create a fair regulatory environment that enables investment, trade and enterprise development in an equitable and socially responsible manner; and

· Promote a professional, ethical, dynamic, competitive and customer-focused working environment that ensures effective and efficient service delivery.”

Guided by its Strategic Plan, the DTI’s budget of R9.6 billion for the 2015/16 financial year is to support the implementation of policies, strategies, programmes and incentives aimed at promoting industrial development and broadening participation in the economy. The budget is allocated to the Department’s various programmes.  For the 2015/16 financial year, the Department’s budget was divided among its seven programmes, namely:  

· Programme 1: Administration;

· Programme 2: International Trade and Economic Development;

· Programme 3: Special Economic Zones and Economic Transformation;

· Programme 4: Industrial Development: Policy Development;

· Programme 5: Consumer and Corporate Regulation;

· Programme 6: Incentive Development: Incentive Administration; and

· Programme 7: Trade and Investment South Africa.
One of the Department’s programmes has changed since the 2014/15 financial year. This change arises from the establishment of the Small Business Development Department which is mandated to promote and develop small businesses and cooperatives through economic and legislative drivers that stimulate entrepreneurship to contribute to economic transformation in the country. This has led to the transfer of some of the Department’s activities associated with small businesses and cooperatives based on the principle of resources following function. Hence the reorganising and renaming of Programme 3 which was previously the Broadening Participation Programme to the Special Economic Zones and Economic Transformation Programme. Furthermore, the Small Enterprise Development Agency (SEDA) and incentives targeted at small businesses and cooperatives have been transferred to the Small Business Development Department. However, the Incubator Support Programme, which links large companies with SMMEs and/or cooperatives offering them training and market access, remains with the DTI. 
The Department’s budget increased from R8.6 billion in 2014/15 to R9.6 billion in the 2015/16 financial year, an increase of R538 million (or 6.24 per cent) in real terms
. Given the inflation estimates for the next two years, the budget is expected to be at R9.5 billion in 2016/17 and decline to R8.1 billion in 2017/18.
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Figure 1: Comparative expenditure per programme for the 2014/15 and 2015/16 financial years

Source: National Treasury (2015)

In terms of the economic classification, the majority of the DTI’s budget (84.3 per cent) consists of transfers mainly through incentives to businesses, its entities or other institutions, compared to 84.1 per cent in the 2014/15 financial year. The DTI’s transfers increased in real terms by 9.6 per cent since 2014/15. Payments on goods and services declined in real terms by 19.7 per cent since 2014/15. Compensation to employees decreased by 0.09 per cent in real terms to R897.7 million in 2015/16. Two factors have largely influenced this namely certain staff went across to the newly established Small Business Development Department in line with the principle of resources following functions, secondly a moratorium on staff recruitment was implemented to address fiscal constraints. Consequently the real budget in terms of operational expenditure has been reduced. 

The largest share of the budget goes towards the Incentive Development and Administration Programme, which develops, administers and disburses the DTI’s incentives. This programme accounts for approximately 60 per cent of the budget, of which 96.8 per cent (or R5.6 billion) of the programme’s budget is transferred to private enterprises including the special economic zones through incentives. This is followed by the Industrial Development Programme (21 per cent), the Administration Programme (7 per cent), the Trade and Investment South Africa Programme (4 per cent), Consumer and Corporate Regulation Programme (3 per cent), the Special Economic Zones and Economic Transformation Programme (3 per cent), and the International Trade and Economic Development Programme (2 per cent).

The Incentive Development and Administration Programme, as mentioned above, administers and distributes a range of incentives to the private sector with conditions to ensure that the objectives of job creation, private sector investment and improved competitiveness are met. The programme has adopted a clustered approach with respect to incentives to facilitate the movement of funds between incentives as the exact demand for incentives and the submission of claims cannot be easily predicted. However, the clustering of incentives does result in the exact value budgeted for each incentive being unknown, except where funds have been ring-fenced, such as with the Manufacturing Competitiveness Enhancement Programme (MCEP).  

The Critical Infrastructure Programme is allocated R190 million for the 2015/16 financial year an increase from R90 million in the 2014/15 financial year. The Export Marketing and Investment Assistance is allocated R240 million for the 2015/16 financial year a decrease from R360 million in the 2014/15 financial year. The Special Economic Zones Fund is allocated R1.07 billion for the 2015/16 financial year an increase from R600 million in the 2014/15 financial year to develop new and existing SEZs. The services sector development incentives, such as the Business Process Services and Film and Television productions Incentives are allocated R560 million for the 2015/16 financial year an increase from R550 million in the 2014/15 financial year. The manufacturing development incentives, including the MCEP and Automotive Incentive Scheme (AIS), are allocated R3.4 billion for the 2015/16 financial year an increase from R3.3 billion in the 2014/15 financial year.

The table below highlights the achievements of the incentives for the 2014/15 financial year and the targets for the 2015/16 financial year in terms of the number of projects or enterprises and jobs supported and the value of investment by the private sector where relevant.

Table 1: Actual and planned incentive performance for 2014/15 and 2015/16 financial years

	Name of incentive
	2014/15 Performance
	2015/16 Target

	
	No. of projects/ enterprises supported
	Potential jobs supported
	Value of investment 
	No. of projects/ enterprises supported
	Potential jobs supported
	Value of investment 

	Automotive Incentive Scheme (AIS)
	30
	774
	R1.3 billion
	25
	  550
	R1.8 billion

	Business Process Services (BPS)
	0
	0
	0
	12
	2 500
	R800 million

	Film and Television productions
	53
	N/a
	R1.6 billion
	76
	N/a
	R2 billion

	12I tax incentive
	8
	504
	R2.8 billion
	12
	 1 800
	R9 billion

	Critical Infrastructure Programme (CIP)
	2
	510
	R67.4 million
	13
	3 600
	R6 billion

	Export Marketing and Investment Assistance
	1 321
	N/a
	R2.3 billion exports facilitated as at 30 September 2014
	970
	N/a
	R3.5 billion of facilitated exports targeted 

	Manufacturing Competitiveness Enhancement Programme
	236
	28 093 jobs retained
	N/a
	400
	111 438 jobs retained
	N/a

	Enterprise Investment Programme (EIP): Aquaculture Development and Enhancement Programme (ADEP) 
	4
	77
	R72.9 million
	10
	200
	R100 million

	Incubation Support Programme (ISP) 
	2 incubators
	N/a
	N/a
	110 incubators
	N/a
	N/a


Source: DTI (2015) APP
It is noteworthy that the DTI, even though it continues to participate in the promotion of black economic empowerment through the Special Economic Zones and Economic Transformation Programme, does so at a smaller scale than it did under the Broadening Participation Programme, as the bulk of those activities have been transferred to the Small Business Development Department. In the last financial year, the Broadening Participation Programme accounted for 10 per cent of the DTI’s budget while the Special Economic Zones and Economic Transformation Programme accounts for 3 per cent of the 2015/16 total budget at R259 million. The purpose of the new programme is to promote economic transformation and to increase participation in industrialisation by implementing the Special Economic Zones Act (No. 16 of 2014) and the Broad-Based Black Economic Empowerment Act (No. 53 of 2003). For the 2015/16 financial year, the DTI intends launching two SEZ’s. However, the budget for the developing these comes from the Incentive Development and Administration Programme. 
In terms of export promotion, trade facilitation and investment promotion, the Department’s activities are consolidated under the Trade and Investment South Africa Programme (TISA). This programme is aimed at increasing the quality and quantity of domestic and foreign direct investment; promoting South African products in high growth markets; facilitating markets for South African manufactured products and services and increasing market share in targeted high growth markets, especially in countries such as the BRICS group, African countries, and other developing countries; and sustaining market share in traditional markets, on an ongoing basis; and enhancing the ongoing promotion of exports and investment by assisting exporters to better position themselves to enter new markets through managing the implementation of the revised National Exporter Development Programme. In addition, it ensures foreign economic representation by placing people who are responsible for promoting foreign direct investment in South Africa and the exports of South African goods within strategic trading partner markets.

Within this programme, there are four sub-programmes. The Investment Promotion and Facilitation Sub-Programme facilitates the increase in the quality and quantity of foreign and domestic direct investment by providing investment, recruitment, and problem solving and information services. The Export Promotion and Marketing Sub-Programme promotes exports of South African value-added goods and services to increase market share in targeted high growth markets and sustain market share in traditional markets. The Trade and Investment South Africa Executive Management Unit Sub-Programme promotes trade and investment, and administers and provides corporate services to the DTI’s foreign office network of 27 foreign economic representatives in 43 countries to enable South African businesses to access markets. The DTI also employs 43 locally recruited marketing officers. The Export Development and Support Sub-Programme manages the national exporter development programme, which is designed to contribute to positioning South Africa as a reliable trade partner, and improve and expand the country’s exporter base

For the 2015/16 financial year, a total of R412.3 million is allocated to the promotion of trade and investment in the country through the TISA programme. This increased from R344.9 million in the 2014/15 financial year.  It is important to note that there has been changes to this programme since the last financial year, in particular with the Trade and Investment South Africa Executive Management Unit, which was previously the International Operations Sub-Programme. Furthermore, within the TISA budget for the 2015/16 financial year, a large portion of the funds is being channelled towards the new Trade and Investment South Africa Executive Management Unit Sub-Programme. The budget for Export Promotion and Marketing Sub-Programme as well as the Export Development and Support Sub-Programme declined while the Trade and Investment South Africa Executive Management Unit Sub-Programme’s budget increased from the previous International Operations budget of R123.4 million to the current financial year’s budget of R316.2 million.
3.2. Key issues raised by the committee during its deliberations

During its deliberations, the committee raised a number of concerns relating to industrial policy, energy, the promotion of black industrialists and the verification of Black Economic Empowerment, among others, which are captured below:
· IPAP and its impact: The Minister informed the committee that the next iteration of IPAP will be tabled this year, which has been designed to expedite radical economic transformation through industrialisation. This requires that the productive sectors of the economy have a higher trajectory up the value-chain. The DTI is of the view that industrial policy works and if the scope can be expanded it can achieve greater results. For example, the interventions in the automotive and components and clothing, textile, leather and footwear sectors have shown significant progress and have led to higher levels of job security and creation and competitiveness. Furthermore, the Minister alluded to the fact that engagements with the Department of Mineral Resources are ongoing to ensure that a competitive advantage to beneficiate priority minerals is secured. In the production of steel, the utilisation of scrap metal uses significantly less energy. In its 2015 oversight report, the committee recognised challenges with the implementation of the scrap metal regulations. During the committee’s oversight visits some stakeholders called for a ban of the export of scrap metal and/or to strengthen the enforcement of existing regulations to combat the illegal export of scrap metal so that this can be beneficiated domestically. This issue remains unaddressed. The committee emphasises that placing a temporary moratorium on the export of scrap metal and more robust monitoring and enforcing of the scrap metal regulations should be considered by government as it is essential for the industrialisation drive. 
· Resolving the energy crisis: An affordable and secure supply of energy is critical for the development of the manufacturing sector. The committee enquired about the DTI’s role in securing an affordable energy supply for the productive sectors of the economy. The Minister informed the committee that the DTI is part of the energy war room, the Minister of Energy will brief Parliament in this regard. He emphasised that it is critical for Eskom to have a proper preventative maintenance programme with planned outages to provide certainty to industry. The DTI focuses on promoting energy efficiency, especially in the manufacturing sector. On the question of shale gas exploration as an alternative source of energy, the reduction in the world oil price has negatively affected the appetite to extract shale gas. However, government is yet to decide on shale-gas, as an alternative energy source, but when it is propitious, South Africa may consider the exploration of shale-gas. The committee welcomes the work done with respect to fuel cell technology as the Minister was of the view that potentially it is a major contributor to alleviating our energy constraints. In addition, it welcomes the establishment of small power plants, such as DEDISA Peaking Power Plant, which would also contribute to the supply of reliable energy during peak hours.
· The creation of black industrialists to advance economic transformation: The committee enquired whether the current legislative environment would produce black industrialists. According to the Minister, the thrust of the amendments to the Broad-based Black Economic Empowerment (BBBEE) Act and the Codes of Good Practice was to support the emergence of real economic empowerment, especially in the productive sectors of the economy. Furthermore, the Minister informed the committee that the BEE Codes of Good Practice would be enforceable in May 2015.

Empowerment within the manufacturing sector is low, notwithstanding existing incentives. A target of 100 black industrialists which should be real practitioners and operators in the manufacturing sector. The establishment of a dedicated incentive programme for black manufacturers is underway. According to the DTI, an amount of R1 billion has been ring-fenced for grant financing for the advancement of black industrialists to fund the purchase or modernisation of plant, equipment and machinery. 
Currently, work is also underway with all key Development Finance Institutions (DFIs), such as the Industrial Development Corporation, Small Enterprise Finance Agency (SEFA), the Development Bank of Southern Africa (DBSA), the Public Investment Corporation (PIC), the Land and Agricultural Development Bank of South Africa (Land Bank), the Export Credit Insurance Corporation of South Africa Limited (ECIC), and the National Empowerment Fund (NEF), to finalise a further support package for the promotion of black industrialists, as well as the criteria for approval. The DFIs would be required to allocate a percentage of their respective budgets and would also be responsible for the disbursement and management in support thereof. Currently, a framework is being developed for submission to Cabinet for approval by the end of June 2015. The DTI also informed the committee that a DFI coordinating mechanism will be established and be led by the DTI. The intention is that a central approval committee will assess applications against predetermined criteria. Black industrialists will be defined as companies in the productive sectors with at least 50 per cent black-ownership and management. 
The intention is to empower black industrialists in the following sectors: (i) blue/ocean economy, including boat-building, upstream oil and gas; (ii) energy and green technology; (iii) mining and mining beneficiation; (iv) aerospace; (v) rail and automotive; (vi) construction; (vii) information and communication technology; (viii) agro-processing and agriculture; (ix) designated sectors and; (x) other productive sectors, including transport and logistics. The Director-General informed the committee that the outcome of the Black Industrialist Summit would be the development of a clear plan for the creation of black-owned companies in emerging industrial sectors. This report will be submitted to Cabinet for approval before being released. Forty requests to register under this programme in the shipbuilding, bus building and gas cylinder industries have been received by the DTI since September 2014.

The verification of BEE compliance: The DTI is the custodian of the Broad-Based Black Economic Empowerment policy. In order to ensure BEE compliance, a BEE verification process is undertaken. The committee enquired into the status of this process and whether the necessary legislative amendments are being considered in this regard. Currently, The South African National Accreditation System (SANAS) is mandated to accredit B-BBBEE verification agencies through the SANAS Accreditation for Conformity Assessment, Calibration and Good Laboratory Practice Act (No. 19 of 2006). In addition, the Independent Regulatory Board for Auditors (IRBA) approves auditors to conduct B-BBEE verification. However, the DTI is embarking on a process to reclaim the verification space which has been dominated by unscrupulous third party agents who sell fraudulent certificates, thus defeating the objectives of government’s transformation agenda and further distorting the impact of transformation. The DTI will be implementing measures to reduce the cost of doing business for Exempted Micro Enterprises; eliminate unscrupulous intermediaries in the issuance of B-BBEE Certifications; and mitigate possible misrepresentation of B-BBEE Credentials. In the medium to long term, the DTI will introduce a second phase which will include the certification of Qualifying Small Enterprises who has a turnover of between R10 million and R50 Million. The main objective is to simplify the process of obtaining certificates at this threshold and reduce the burden on the emerging enterprises. 
· The status of the investment pipeline: The investment pipeline remains constant and is expected to grow over time as investors see South Africa as pivotal for development on the African continent. According to the Director-General, the investment pipeline is reflected in the official statistics of the United Nations for 2015 with foreign direct investment (FDI) to South Africa doubling to R88 billion.  The DTI was facilitating R43 billion worth of potential investment projects during the 2014/15 financial year; this investment pipeline reflects investment from Unilever, Proctor & Gamble, Defy, and Samsung, with investments from China, India, and Turkey and other countries also in the pipeline. The Director-General informed the committee that the Special Economic Zones (SEZs) at Coega, Richards Bay and Saldanha Bay have attracted a number of investors. The Limpopo SEZ, scheduled to be launched in Musina, has also attracted a number of investments. However, the committee during its colloquium on transfer pricing was informed that the practice of profit shifting to foreign holding companies can negatively affects funds available to promote further direct investment to expand local activities of existing manufacturers and mining houses.  This can dilute the expected benefits of FDI.
· Encouraging domestic investment: Investment in the productive sector of the economy is critical to place South Africa on a trajectory of positive growth not driven by consumption. The committee enquired to the mechanisms in place to ensure investment by the private sector. The Minister is of the view that the availability of incentive packages should encourage such investment which it has as is evident in the oversubscription of the Manufacturing Competitive Enhancement Programme (MCEP) due to its attractiveness. Only R2.06 billion of the R7.4bn allocated for the MCEP till 2017/18 is still available. This has fuelled a decision to support a number of smaller applications to accommodate more companies. 
Furthermore, the committee was of the view that a venture capital fund should be created using a public-private partnership concept under the auspices of the NEF. The Minister was of the view that the NEF has capacity to attract more private sector funding, to develop and provide both financial and non-financial assistance for black entrepreneurs. Such provisions are embedded in the B-BBEE’s Codes of Good Practice. The private sector is also willing, through the Codes of Good Practice, to contribute to ensure empowerment and to have impact in the economy.
· Training and development:  The Minister informed the committee that it has invested in training and development in industrial projects in partnership with various entities. Currently, there are no have specific courses on industrial policy or for practitioners at tertiary institutions. Investment in training and development in industrial policy is needed to increase the number of engineers within the Industrial Development Division, which drives the industrialisation programme.

· Consultants: The Director-General informed the committee that most of the major work is done internally, with all incentive programmes being managed by the respective division. Consultants are only used on technical matters and to verify the appropriate use of incentives. The Director-General also alluded to trade missions require that companies are scoped and checked before joining the trade mission. This work is outsourced. Approval to tender for the use of consultants requires the relevant division to motivate for the need for external expertise, which is considered by the bid adjudication committee. Furthermore, consultant fees are regulated by the National Treasury and cost-containment principles need to be applied. The DTI has allocated R61.5 million for consultants during the 2015/16 financial year, a real decline of 48.1 per cent since the 2014/15 financial year. 
· Advertising and marketing budget: The Director-General informed the committee that there had been criticism in the market that the DTI and its incentive programmes were not known, and that it was inaccessible. To address this, the DTI developed a “Taking the dti to the people” programme to market itself through roadshows and advertising. This has significantly improved public awareness. The DTI, together with Brand SA, run regular programmes through trade missions to improve South Africa’s reputation nationally and globally. The DTI also works with Proudly SA to promote the Buy Local Campaign to stimulate businesses and opportunities for local manufacturers. The DTI has allocated R31.7 million for advertising during the 2015/16 financial year, a real decline of 0.03 per cent since the 2014/15 financial year.
4. Entities reporting to the Minister of Trade and Industry

Currently, 13 entities are reporting to the Minister. However, for the budget process the committee agreed to consider the strategic and annual performance plans of five entities. The committee based this decision on the importance of these entities’ contribution to economic transformation and industrial development. The engagement with the entities would be captured in a separate report. This report will only reflect on the budgetary allocations related to the five entities. The table below indicates the budgetary allocations for the five entities for the 2015/16 financial year.
Table 2: Budget allocations for the 2015/16 financial year
	Programme
	Entity
	Total Budget
	DTI Transfer
	% of Budget

	Consumer and Corporate Regulation
	Companies and Intellectual Property Commission
	R466.5 million
	Self-funding
	N/a

	Consumer and Corporate Regulation
	Companies Tribunal
	R15.7 million
	R15 million
	95.5%

	Consumer and Corporate Regulation
	National Credit Regulator
	R132.6 million
	R71.5 million
	54%

	Industrial Development
	National Metrology Institute of South Africa 
	R264.1 million
	R250.9 million
	95%

	Industrial Development
	National Regulator for Compulsory Specifications
	R356.5 million
	R91.7 million
	25.7%


4.1. National Credit Regulator

The National Credit Regulator (NCR) was established as the regulator under the National Credit Act (No. 34 of 2005). The NCR started its operation in 2006 with a mandate of regulating the country’s credit market. In line with this mandate, the NCR is tasked with educating consumers, researching the credit market, developing policy, registering industry participants, investigating complaints, and ensuring enforcement of the Act. The functions that are performed by the NCR are aligned mainly with the DTI’s strategic objectives of: 

· Facilitating broad-based economic participation: In this regard the NCR is tasked with promoting increased access to credit through responsible credit granting and continually enhancing a consumer credit market regulatory framework; and  
· Creating a fair regulatory environment that enables investment, trade and enterprise development in an equitable and socially responsible manner: In this respect, the NCR is responsible for protecting consumers from abuse and unfair practices in the consumer credit market and addressing over-indebtedness.
Due to its regulatory role, the NCR falls within the Consumer and Corporate Regulation Division of the DTI. 

4.1.1. Strategic Plan
The NCR has five strategic objectives which it needs to achieve in order to accomplish its mission of “supporting the social and economic advancement of South Africa” and its vision which is “to promote a South African consumer credit market that is fair, transparent, accessible and dynamic.”
 The strategic objectives are to:
 
· Promote responsible credit granting;

· Protect consumers from abuse and unfair practices in the consumer credit market and address over-indebtedness;

· Enhance the quality and accuracy of credit bureau information;

· Monitor and improve its operational effectiveness; and

· Ensure effective implementation of the National Credit Amendment Act (NCAA).

For the 2015/16 financial year, the NCR has five strategic programmes through which it will do its work as mandated. To implement this, the NCR has a budget of R132.6 million for the financial year. Approximately, 54 per cent of the budget (R71.5 million) is funding from the DTI and includes R8.8 million which the NCR received as additional funding from the DTI. This is in line with the committee’s recommendation in the 2014 Budgetary Review and Recommendation Report of increasing the financial resources to the National Credit Regulator over the MTEF period, given their additional functions and the critical role it plays in our socio-economic environment and given its expanded mandate. The National Credit Act was amended in 2014, in line with this amendment, the NCR’s mandate was expanded to include the registration of the Payment Distribution Agents
 (PDAs).
 

The largest share of the total budget, amounting to R42.8 million, is budgeted for improving NCR's operational effectiveness. This was followed by the programme for protecting consumers from abuse and unfair practices in the consumer in the consumer credit market and addressing over-indebtedness (R30.4 million), the programme for enhancing the quality and accuracy of credit bureau information (R26.3 million), the programme for ensuring effective implementation of the National Credit Amendment Act (R25.1 million), and the programme for promoting responsible credit granting (R18.1 million) respectively.

4.1.2. Key issues raised by the committee during its deliberations

The committee was concerned about the extent to which the NCR reaches consumers in the absence of a national footprint, as was a need for particularly rural and vulnerable consumers to be able to access the NCR. Furthermore, the committee raised a number of concerns relating to the total cost of credit and the NCR’s research on the impact of shortfalls arising from the sale of repossessed houses and vehicles, among others, which are captured below: 

· Total cost of credit: The role of the NCR is to ensure that consumers are informed about the cost of credit. The committee is concerned that many consumer remain in a debt trap. The committee would like to enquire whether the NCR has completed is researched commissioned on the total cost of credit. The NCR informed the committee that interest rates and fees are prescribed in the Act which indicates the maximum that credit providers can charge consumers. The NCR is in the process of reviewing the total cost of credit and will soon submit proposals to the DTI in terms of draft regulations for consideration and for publication for public comment. It is envisaged that the draft regulations would be published by the end of July 2015. 

· The NCR’s position on shortfalls: The committee is concerned that the Annual Performance Plan (APP) of the NCR does not reflect the issue of shortfalls which arise from sales or auctions of repossessed motor vehicles and houses. The risk associated with this practice falls on the consumer and not the credit providers. This practice is receiving the attention of the NCR. The NCR agrees with the committee that legislative amendments are required to define what credit providers should do to protect consumers against high shortfalls. Credit providers should be compelled by law to reserve prices so that the sale price is based on the value of the house. Currently, the NCR is completing the analysis on the matter but is also looking at the most efficient route available to approach the high court on the matter. 

· Credit provided against retirement and pension funds:  The provision of credit against a consumer’s retirement and pension funds remains a concern to the committee. The committee would like to enquire whether the NCR is considering submitting legislative proposals to prohibit this practice. The NCR informed the committee that legislation allows consumers to borrow against the retirement and pensions funds to access for housing. . 

· Operational expenditure: All departments are required to contain costs and limit the request for additional funds. It would appear that the operational budget of the NCR relating to personnel and administrative costs have increased significantly notwithstanding the stabilised income from fees.   The committee would like to enquire to the reasons for this increase. The NCR informed the committee that personnel costs reflect an annual increase of 8 per cent. The new legislation created the establishment of additional posts at management level such as the level of Deputy Chief Operating Officer, which had to be budgeted for. The call centre remains critical to the NCR and must be capacitated to fulfil its new mandate. Over the five year period, the NCR intends to fill the vacancies. With respect to the administrative expenditure, the annual increase reflected is 10 per cent. This expenditure relates rental, communication, auditing, legal, ICT support, stakeholder engagement, debt counselling, and maintenance costs. The funding challenges facing the NCR will be reviewed by the committee during the BRRR process for the MTEF period.

4.2. Companies and Intellectual Property Commission

The Companies and Intellectual Property Commission (CIPC) was established by the Companies Act (No. 71 of 2008) on 1 May 2011. The CIPC’s mandate can be broadly defined as the administration and performance of all the powers and functions assigned to it by the Companies Act. It also administers all or parts of 15 pieces of legislation referred to in Schedule 4 of the Act.  
This mandate mainly aligns with the DTI’s strategic objective to “create a fair regulatory environment that enables investment, trade and enterprise development in an equitable and socially responsible manner”
.

4.2.1. Strategic Plan

The CIPC has identified three outcome-oriented strategic goals, namely to:

· Improve the competitiveness of the South African economy by enhancing the reputation of South African businesses and the South African business environment.

· Contribute to a knowledge-based economy and competitive local industries by promoting innovation, creativity and indigenous cultural expression and knowledge.

· Promote broader formal economic participation by enhancing service delivery and extending the reach of CIPC.

For the 2015/16 financial year, the CIPC has three strategic programmes through which it will do its work as mandated. The CIPC is self-financing and expects to generate R466.5 million in revenue from its services offered (R424 million) and other income (R42.5 million). Its expected income has increased by 5.7 per cent.

The CIPC’s budgeted expenditure is R449.3 million for the 2015/16 financial year. The largest share of the total budget, amounting to R259.1 million, is budgeted for its Service Delivery and Access Programme, which focuses on promoting better access to and service delivery by the CIPC. The second largest share of the budget (R139.7 million) is for the Business Regulation and Reputation Programme, which focuses on business and is responsible for maintaining the registers of companies, close corporations and co-operatives. It also ensures that corporate managers and corporate entities’ identity have integrity and that a culture of corporate compliance and high standards of governance, disclosure and corporate reputation is upheld. The smallest share of the budget (R50.6 million) will be spent on the Innovation and Creativity Promotion Programme, which aims to support the international intellectual property (IP) system and to promote local innovation and creativity. It is currently responsible for maintaining accurate and secure registries of patents, designs, and film productions, as well as for all other related matters. In the near future, it will establish and maintain a register of indigenous cultural expressions and creative works and supervise and regulate the distribution of benefits of copyright and indigenous knowledge (IK) rights and protect existing IK rights.

4.2.2. Key issues raised by the committee during its deliberations

During its deliberations, the committee raised a number of concerns relating to transformation, business rescue practices, and the accessibility of CIPC’s services, among others, which are captured below:

· Role of the CIPC in the broader transformation agenda:  Economic and the broader transformation agenda is critical for the committee. The committee enquired whether the CIPC plays any role to facilitate this agenda through the process of registering new companies. The CIPC responded that it contributes positively to economic transformation through a number of initiatives, namely:
· The move from a purely manual-based processing, inaccessible to ordinary South Africans organisation, to one that offers services through a number of channels, namely (i) the rolling out of self-service terminals with finger identification scanning facilities in Sunnypark and Carlton Centre, Cape Town and soon in Saldanha with two further service centres to be rolled out during the 2015/16 financial year; (ii) on line transacting such as company registration and annual return filing on the improved CIPC website; and (iii) company registrations and annual return filings at FNB branches and developments underway with other banks. 
· Increasing the number of clients who transact directly from 30 per cent to 60 per cent, cutting out unnecessary and expensive intermediaries where possible. 
· A free service in collaboration with the DTI was recently launched to provide BEE certificates to exempted micro-enterprises with a turnover of up to R10 million upon registration of new entities and when lodging an annual return. 
· Actively visiting communities through education and awareness drives, often in collaboration with the “Taking the dti to the people” programme. 
· The rationale behind business rescue: The primary purpose of the business rescue process – as it is outlined in policy – is the rehabilitation of a financially distressed companies and to save jobs as well as protect the community in which such a company operates. If this is not possible, the business rescue practitioner should secure a better return for the company’s creditors or shareholders than would result from the immediate liquidation of the company. However, it would appear that currently business rescue focusses on ensuring stakeholder compensation which includes creditors and shareholders. The committee is of the view that it is equally important to retain jobs where possible.  

· Access to CIPC services: To promote ease of doing business while retaining the integrity of the information and system the CIPC has introduced a number of measures. One of the major issues for the committee is the ease of registering a company, which is currently, 19 days. The CIPC acknowledged that this process is lengthy because of the verification process. However following an agreement between the Department of Home Affairs and the CIPC, which allows it to use the department’s biometric application through a secure portal. The committee welcomes the introduction of this measure which aims to reduce the turn-around time in registration.

The second measure relates to the interface and the movement of data between the SARS and the CIPC that has been strengthened to ensure that the information lodged at both institutions is accurate and correct. This interface also allows companies to register with the CIPC and SARS simultaneously.

The third measure is the availability of e-services via the CIPC’s website. However, the committee raised concerns around the availability and user-friendliness of the CIPC website. The CIPC reported that the website is up and running and is achieving a 95 per cent availability report. However, it acknowledged that there is a challenge associated with the user-friendliness of the site’s navigation and the ease of using the e-service components on the website.  The CIPC will be placing more emphasis on how to navigate and utilise the website. The committee was not convinced that the matters are being adequately addressed based on the number of complaints received from their constituencies.

· Service delivery and labour relations: The committee raised a concern with the continued high vacancy rate in the CIPC. The CIPC indicated that it has gone through an organisational transformation and restructuring process. However, NEHAWU declared a dispute about the placement process, among others. The matter was referred to the Commission for Conciliation, Mediation and Arbitration (CCMA) where an agreement was reached to place a moratorium on recruitment at the lower level of the organisation until certain aspects of the dispute is addressed. Notwithstanding the CCMA decision, the CIPC informed the committee that it is actively trying to engage union on this matter. Furthermore, the committee was informed that vacancies which fall outside the bargaining structures have been filled. A delay in resolving the labour matters has an impact on delivery. Since then the CIPC Commissioner resigned and the Minister appointed and acting commissioner. The committee will monitor the governance and service delivery performance of the CIPC.   

4.3. Companies Tribunal

The Companies Tribunal is established in terms of the Companies Act (No. 71 of 2008), and started its operation in September 2012. The Companies Tribunal is a juristic person that has jurisdiction throughout the country, and is independent and subject only to the Constitution and law of the Republic. 

The Tribunal’s role is to “encourage enterprise development, attract investment, promote ethical business development and enhance South Africa’s global competitiveness”
. Government has increasingly moved to encourage the use of alternate dispute resolution to be more accessible to the general public, reduce the time and the cost to resolve disputes. The Tribunal is mainly tasked with adjudicating applications made in terms of the Companies Act and providing alternative dispute resolution through conciliation, mediation and arbitration. The Tribunal’s work impacts on the country’s competitiveness by making it easier to do business in the country as well as providing speedy and effective dispute resolution services. If this is successfully implemented, it should lead to the creation of a “world class adjudicatory and dispute resolution organisation, that contributes to the promotion of fair and ethical business practices” as set out in the vision of the Tribunal. 

4.3.1. Strategic Plan

The Companies Tribunal is an entity of the DTI within the Consumer and Corporate Regulation Division. The Tribunal aims to contribute to the DTI’s strategic objective of creating a fair regulatory environment that enables investment, trade and enterprise development in an equitable and socially responsible manner. 

Over the Medium-term Expenditure Framework (MTEF) period, the Tribunal‘s funding allocation from the DTI is expected to be R15 million for the 2015/16 financial year. While other income expected to be generated by the Tribunal will be about R700 000. The Tribunal noted in its Strategic Plan that the allocated funds for each financial year from 2015/16 going forward are insufficient to meet the operational requirements of the Tribunal. Therefore, the Tribunal will examine other funding options to generate its own revenue to supplement the funds received from the DTI. However, these funding options should not impinge on its independence and impartiality as a court.

4.3.2. Key issues raised by the committee during its deliberations

During its deliberations, the committee raised a number of concerns relating to good governance issues, which are captured below: 

· Good governance and internal control measures: The CT informed the committee that it has commissioned PricewaterhouseCoopers to investigate whether all the necessary governance and internal control measures are in place and see whether gaps exist in policy and procedure within the organisation. The GCOO informed the committee that the necessary governance structures at the CT have been put in place. An audit committee was established in 2012.  Given the challenges at the CT, the Minister appointed a full-time member to focus on its operational and strategic processes. 

· Expenses claimed by the Chairperson of the CT: With respect to the forensic investigation regarding allegations against the Chairperson and Deputy Chairperson of the Companies Tribunal in terms of the excessive claims submitted, the Chairperson confirmed that the claims submitted were in accordance with National Treasury guidelines. Nevertheless, the committee was of the view that the claims submitted were excessive. 

· Current staff complement of the Companies Tribunal:  Given that this entity was only established less than three years the committee was satisfied that the staff complement would increase as the demands of their work increased.  Thirteen of the fifteen budgeted positions had been filled and the remaining two will be filled in June 2015.

· Marketing strategy of the Companies Tribunal: The CT informed the committee that it markets itself by establishing strategic partnerships, especially with certain municipalities. These municipalities have assisted the CT with its outreach programmes which informed the public about its role and the services it provides.

4.4. National Regulator for Compulsory Specifications

The National Regulator for Compulsory Specifications (NRCS) was established on 1 September 2008 through the Compulsory Specifications Act (No. 5 of 2008) (NRCS Act). The NRCS’ mandate has been broadened by the amendment of the Trade Metrology Act (No. 77 of 1973) to Legal Metrology Act (No. 9 of 2014). The latter Act broadened the scope of work for the NRCS to cover all measurements including health, safety and environmental-related measurements aimed at promoting public health and safety, environmental protection and ensuring fair trade. 

As the entity of the DTI, the NRCS contributes to the following sectors as identified in the IPAP:

· Agro-processing: frozen shrimps, langoustines and crabs, olive oil, canned meat, live aquaculture oysters, canned fish products, live rock lobster and processed meat.

· Automotive products and components:  safety helmets for motorcyclists and M and N category vehicles to make Anti-lock Braking System (ABS) compulsory.

· Plastics, Pharmaceuticals and Chemicals: disinfectants, detergent and plumbing components.

· Energy and water efficiency household appliances.

In addition to sector initiatives to support IPAP, there are consumer protection initiatives focusing on coal stoves, shooting ranges and safety of toys. The South African technical infrastructure has also been strengthened to support industrial development. Furthermore, the enforcement of existing and new mandatory standards of IPAP sectors has been strengthened.

4.4.1. Strategic Plan
The mandate of the NRCS will be executed by pursuing the following four key strategic goals, namely to:

· Develop, maintain and administer compulsory specifications and technical regulations.

· Maximise compliance with all specifications and technical regulations.

· Inform and educate our stakeholders about the NRCS.

· Ensure an optimally capacitated institution.

For the 2015/16 financial year, the NRCS has a budget of R356.5 million. Approximately, 25.7 per cent of the budget (R91.7 million) is funding from the DTI and the remainder of its revenue is received from levies and services (R203.7 million or 57.1 per cent of revenue) and other non-tax revenue (R61.1 million or 17.1 per cent of revenue). This is a 13.6 per cent increase from the 2014/15 financial year.  

The NRCS is expected to spend R356.4 million for the 2015/16 financial year. The main expenditure components are compensation to employees of R254.8 million (71.5 per cent of budgeted expenditure) and goods and services of R97.5 million (27.4 per cent of budgeted expenditure). 

4.4.2. Key issues raised by the committee during its deliberations

During its deliberations, the committee raised a number of concerns relating to the NRCS’ performance of its regulatory functions and its impact on the private sector, among others, which are captured below:

· Progress with respect to Letters of Authority (LOA): During the committee’s oversight visit, the issue with respect to the delays in issuing of LOA was highlighted. The committee is concerned that no measures have been put in place to address this given its importance and whether the NRCS has put the necessary mechanisms in place to ensure that the backlogs do not compromise business practices. With respect to LOA process, the NRCS informed the committee that once an application is received it is registered, checked if all the necessary documents were submitted and that payment was received. At the completion of this process, the application is forwarded to a technical team which will evaluate the application in terms of the documents that have been submitted. These reports relate to all test reports which have to be evaluated to determine whether the products were tested and complied with the compulsory specifications and technical regulations. This, the NRCS informed the committee, is a lengthy process as it is dependent on the number of tests that had to be complied with. With respect to the turnaround time and the fast-tracking of applications, the NRCS informed the committee that it has divided the process into two – one associated with short-term solutions and the other with medium-term solutions. With respect to the short-term solutions, the NRCS informed the committee that it started with surveillance inspectors assisting the approval teams on a rotational basis. The NRCS also decentralised the approval process with the regional offices assisting with the approval of applications.  

With respect to the medium term solution, the NRCS has developed a risk-based approach as not all products are considered equally risky. The NRCS reminded the committee about a pilot project currently underway with major retailers that only stock products that are compliant with the necessary health and safety regulations. These retailers would then qualify to have their LOAs fast-tracked. If the project proves to be successful, it could assist with the delays in issuing LOAs. The NRCS informed the committee that there had not been much movement from the retailers’ side.
· Budgetary projections: The committee welcomed the increase in revenue from levies as it is an indicator of compliance within the industry. A concern for the committee is that over the first two years of the MTEF the budget decreases and increases significantly in the outer year. The sharp increase in the third year relates to the compensation budget of the institution in the third year. Furthermore the increase in 2017/18, relates to the reduction in the baseline which the NRCS confirmed was only for two years, which is in line with National Treasury’s new baseline. The NRCS informed the committee that the increase in the compensation is two-fold – one is the projected increase associated with the appointment of new senior staff, as well as the implementation of the settlement agreements agreed with organised labour.  These settlement agreements relate to the new grading of positions, which was undertaken by Deloitte, which resulted in an increase of salaries for the affected staff members. This includes a tool of trade allowance and adjustment to the pension fund contributions. The NRCS is of the view that the significant increase would balance itself out over the MTEF period. 

4.5. National Metrology Institute of South Africa

The National Metrology Institute of South Africa (NMISA) was established through the Measurement Units and Measurement Standards Act (No. 18 of 2006). NMISA is one of four technical infrastructure institutions in South Africa. NMISA plays an underpinning role in this infrastructure as it is the custodian of metrology or measurement standards.  It maintains primary scientific standards of physical quantities, certifies reference materials and performs “referee analysis”
 in cases of measurement disputes to ensure accurate measurement in South Africa. It also provides internationally recognised measurement standards and measurement services, which provide for the local use of measurement and derived units of the International System of Units (SI).

NMISA consists of four technical divisions, namely: 

· Physical Metrology is responsible for providing accurate physical measurements, namely the metre (length), the kilogram (mass), the second (time), the ampere (electric current), the kelvin (temperature), the mole (amount of substance
) and the candela (luminous intensity or intensity of light);

· Electricity and Magnetism is responsible for all electrical, temperature, light transmission, radio frequency, time and non-ionising radiation measurements. This includes support for the ICT industry;
· Ionising Radiation provides traceability and specialised measurement services for users of radiation products and techniques, such as radiation therapy for cancer patients; and

· Chemistry develops certified reference materials and accurate measurements to ensure the quality of life, health and safety of all South Africans and promote the reliable quality of South African export commodities.
These divisions are supported by two cross-cutting divisions, namely the Research and Technology Development and Technical Infrastructure Development Divisions, as well as the Finance and Corporate Services Division. 

4.5.1. Strategic Plan

NMISA has identified seven outcome-oriented strategic goals, namely:

· Keeping, maintaining and developing the national measurement standards and provide for the use of the national measurement units.

· Ensuring that the South African measurement system is internationally comparable, by participating in the activities of the International Committee for Weights and Measures as per the Mutual Recognition Arrangement (CIPM MRA).

· Modernising NMISA’s infrastructure and equipment through recapitalisation.

· Providing measurement knowledge and expertise as a key component of the Technical Infrastructure with regard to public policy objectives measurement compliance issues in terms of health, safety and the environment.

· Providing an integrated human capital development programme for metrology.

· Providing essential support to South African public and private enterprises through dissemination of the national measurement standards, units and expertise.

· Adhering to the regulatory requirements of a 3A public entity and sound corporate governance.

For the 2015/16 financial year, NMISA has a budget of R264.1 million. Approximately, 95 per cent of the budget (R250.9 million) is funding received from the DTI and the remainder of its revenue is received from rendering services (R9.5 million or 3.6 per cent of revenue) and other investment income (R3.7 million or 1.4 per cent of revenue). The revenue has increased by 23.2 per cent from the 2014/15 financial year.  

The additional funding NMISA has received is expected to be spent on its recapitalisation project, for the proper maintenance of the national measurement standards (NMS) facilities and growing rental of buildings from the CSIR and related services. An additional R10 million was allocated towards the feasibility study for the public-private partnership project to establish new NMS infrastructure for NMISA. Furthermore, the administrative and operating expenditure increased from R36.1 million in the 2014/15 financial year to R68 million in the 2015/16 financial year in relation to the existing infrastructure and facilities. 

4.5.2. Key issues raised by the committee during its deliberations

During its deliberations, the committee raised a number of concerns relating to NMISA’s contribution towards the industrialisation and beneficiation drive, as well as the resources that the NMISA requires to make an effective contribution, among others, which are captured below:

· NMISA’s role in promoting value-addition: The ability to “move up the value chain” or beneficiate the country’s mineral and natural resources is critical and has been identified as one of the key drivers for industrialisation.  NMISA informed the committee that it must expand its role to contribute to economic growth. The Act requires NMISA to actively participate in fora to ensure that it has the capability to provide the necessary measurement standards required for value-addition/new products. The provision of measurement knowledge and expertise with regard to public policy objectives and measurement compliance issues in terms of health, safety and the environment cannot be underestimated. It should be abreast with developments in the manufacturing sector to ensure that it develops and maintains the necessary measurement standards required to enable testing for industry.

· NMISA’s contribution to enhancing our manufacturing capabilities:  Enhancing the capabilities of the manufacturing sector is of critical importance to the committee. A shift towards increasingly supporting the development of the production-driven sectors is fundamental to ensuring sustainable economic growth and job creation. This is underpinned by the fact that investment in the manufacturing sector creates upstream and downstream opportunities by increasing the demand for inputs into the sector and services to support it. NMISA is of the view that to manufacture you need to measure – and without a strong measurement capacity your manufacturing capability will diminish. The NMISA informed the committee that countries such as the USA and Germany have invested heavily in their measurement institutions as they understands its strategic importance for manufacturing. Empowering the measurement institution and improving the measurement infrastructure would enable NMISA to support manufacturing developments. Currently, NMISA has the capabilities to supporting small-scale manufacturers but does not yet have the capabilities to support the commercialisation of high tech equipment.

· Budgetary requirement of NMISA: The important role of NMISA with regard to industrialisation cannot be overemphasised. The committee would like to enquire whether the current budgetary projections over the MTEF period would be sufficient to maintain the measurement standards and for it to fulfil its mandate. NMISA informed the committee that the current funding provided is not sufficient for the institution to operate at its optimal level but it has developed the ability to operate efficiently notwithstanding a decline in the budget over time. Its assessment of the requirements to continuously develop and re-establish its capabilities shows that a significant budgetary injection is necessary. NMISA informed the committee that when benchmarking itself against other national bodies with respect to their budgets, it lags behind by approximately 40 to 50 per cent in respect of funding compared to the sizes of those institutions. The committee agrees that there is a need to reconsider its funding due to its strategic role in the economy.

· Frequency of the review of measurement standards: The importance of the frequent review of measurement standards and its alignment to international standards cannot be underestimated. Failure to do so would compromise SA’s ability to develop the necessary capabilities to ensure that the domestic technical infrastructure is maintained and that SA remains relevant internationally. The committee would like to enquire whether NMISA reviews measurement standards. NMISA informed the committee that it must continually review its measurement standards through its participation in international bodies. This is to ensure that NMISA provides South African industry and environmental, health and safety sectors with fit-for-purpose measurement standards and measurements. This is achieved by keeping and maintaining the national measurement standards and units to an acceptable international standard and by disseminating traceability to the South African industry. NMISA informed the committee that international participation within the measurement environment is critical to ensure that our measurement standards are acceptable internationally. NMISA will be reviewing 15 of its measurement standards through the process of international inter-comparison. South African scientists are taking leadership positions in a number of international bodies such as the International Committee of Weights and Measures.

· Contribution of institutions of higher learning: The committee is of the view that in order to fulfil its mandate, NMISA requires a competent and skilled workforce. As a knowledge-based organisation, it should rely on intellectual capital growth and must ensure on-going training/skills development opportunities for staff to ensure it meets its future demands. NMISA informed the committee that the availability of skilled resources is a challenge. The current negative trajectory for the development of sufficiently trained metrologists is a concern. Engagement with institutions of higher learning to ensure the development and supply of the appropriate skills is essential to ensure that SA can compete and participate at international level.

5. Conclusions

Having considered the information shared and reports from the DTI and its entities with respect to their strategic and annual performance plans, the committee has reached the following conclusions:
5.1. Energy supply constraints remain a major constraint to the manufacturing sector. Government should create an enabling environment to mitigate against the negative impact of the energy constraint.  Alternative energy sources, such as wind, fuel cells, solar and gas, as well as new peaking power plants, should be pursued to supplement and complement the existing electricity supply.

5.2. For the first time funding has been ring-fenced for the advancement of black industrialists to facilitate real economic transformation. Support programmes in the productive sectors of the economy are important.  

5.3. The governance and service delivery performance of the Companies and Intellectual Property Commission (CIPC) remains a concern to the committee. While the committee welcomes initiatives such as the roll-out of self-service terminals, and the linkages with SARS and Transnet to facilitate “ease of doing business”, it encourages the acceleration of the implementation of this decentralisation process. Furthermore, the committee was of the view that consideration should be given to regulating the fees and behaviour of intermediaries to protect entrepreneurs in remote parts of the country. In addition, the impact of the challenges in the “query resolution” system on the registration of companies should be urgently resolved. 
5.4. Establishing the necessary governance systems and internal control measures at the Companies Tribunal would provide the assurance of the integrity and reliability of the financial statements and also adequately safeguard, verify and maintain accountability for funds and assets which is critical. A regular review and assessment process by the internal audit committee to ensure that the necessary governance systems and internal control measures are effective would enhance the credibility of the institution.

5.5. Support for technical infrastructure institutions, such as NMISA, is critical due to its strategic role in the economy. NMISA should continuously review its measurement standards and its alignment with international standards. It is essential that the measurement infrastructure and the capacity of NMISA is maintained. Failure to do so could compromise NMISA’s ability to support the industrialisation drive and manufacturing developments, as well the health and safety of citizens.

5.6. The NRCS plays a critical role in “locking in” goods that comply with compulsory health and safety specifications in our economy and “locking out” those that are non-compliant. The committee agrees that the measures relating to the processing of the backlog of applications for Letters of Authority should be accelerated. However, expediting the issuing of Letters of Authority should not compromise compliance.

5.7. The current procedures and practices by credit providers in the sale of repossessed goods contributes to over-indebted consumers. This practice places all the risk associated with the repossession process on the consumer with credit providers carrying little or no risk, leaving the consumer in a permanent state of debt. The committee supports the NCR’s review of this practice and encourages it to develop measures to provide a more balanced and fair approach between consumers and credit providers.

5.8. The committee has taken a position to regularly monitor the delivery of effective services by the NCR to ensure that through the empowerment and regulatory interventions of the NCR that consumers can avoid over-indebtedness and are protected against reckless lending.

5.9. The alignment of legislation and its effective implementation are critical to ensure that it meets national objectives. Failure to ensure this is compromising government’s industrialisation and beneficiation drive. 
5.10. The committee recognised the financial constraints in the national budget; however, it also understands the challenges facing a number of entities, especially NMISA, in delivering optimum services. However during the Budget Review Recommendation Report process, the committee will review the budget allocations over the outer years of the MTEF period. 
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7. Recommendations
The Portfolio Committee on Trade and Industry, having considered the 2015 proposed Budget Vote 34: Trade and Industry, recommends that the House adopts Budget Vote 34: Trade and Industry. 
The committee further recommends that the House request that the Minister of Trade and Industry should consider:
7.1. In consultation with the Minister of Finance, enforcing the 75 per cent preferential local procurement of goods by the public sector, as stated by the President, to encourage the industrialisation and the beneficiation drive. 

7.2. In consultation with the Minister of Finance, pursuing the NEF’s motivation to establish a venture capital fund between the public and private sectors to support black entrepreneurs. 

7.3. Increasing the financial resources to the National Metrology Institute of South Africa (NMISA), from the 2017/18 financial year, due to its strategic importance to the economy. 
7.4. Ensuring that the funds ring-fenced for the development of black industrialists are directed towards establishing manufacturing capacity and not towards equity in existing manufacturing projects.
7.5. Enforcing rigorous governance practices and strengthening internal control measures in all entities reporting to him, to mitigate against the prevalent practice of irregular expenditure by entities. 

7.6. In consultation with the Minister of Energy, implementing measures such as the facilitation of the development of renewable energy industries, to improve the energy mix in order to secure a more reliable supply of energy.

7.7. In consultation with the Minister of Finance, allocating additional finance to continue supporting manufacturers in their competitiveness in the 2017/18 financial year.  

7.8. Continuing his advocacy efforts to ensure a favourable resolution for South Africa’s inclusion in the extended African Growth and Opportunity Act. 

7.9. In consultation with the Minister of Economic Development, placing a temporary moratorium on all scrap metal exports to ensure that this does not compromise the industrialisation drive. However, if this is not possible, then to give stronger consideration to more robust monitoring and enforcement measures of scrap metal agents in consultation with the relevant Ministers.
The Democratic Alliance and the Freedom Font Plus abstained.

The Economic Freedom Fighters voted against the adoption of the report. 

Report to be considered. 
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� DTI (2014a)


� Consumption-driven sectors are the finance and insurance, real estate, transport and storage, communication, wholesale and retail, catering and accommodation.


� Production-driven sectors refer to agriculture, mining, manufacturing, electricity and water, and construction.


� Zuma 2015


� AGOA is a unilateral legislation extended to allow African countries to have preferential access to markets in the United States. It will expire at the end of September 2015.


� Department of Trade and Industry (2013) 


� Real figures are calculated using an estimated inflation rate of 4.8 per cent for the 2015/16 financial year (National Treasury 2015a: 19).


� Figure calculated in real terms as per the National Treasury inflation estimates for the next two years based on inflation rates of 5.9 per cent in 2016/17 and 5.6 per cent in 2017/18 (National Treasury 2015a: 19).


�  National Treasury (2015) ENE


� National Credit Regulator (2015a)


� National Credit Regulator (2015b)


� Payment distribution agents (PDA) are responsible for making payments to credit providers on behalf of consumers that have entered debt counselling. Once a consumer has an approved debt re-arrangement, he/she would make a single payment to a registered PDA who would then distribute these funds to the respective credit providers based on the re-arrangement.


� National Credit Amendment Act (No. 19 of 2014)


� DTI (2015)


� CIPC (2015a)


� Davies, R. (2015)


� Referee analysis refers to a second analysis on the remainder of a sample to confirm that the results of the original analysis was indeed correct. This is usually done by an independent laboratory and may be necessary in case of a dispute.


� The mole is expressed in terms of grams measuring how many atoms, molecules or ions are contained.


� NMISA (2015a)
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