14. BUDGETARY REVIEW AND RECOMMENDATION REPORT OF THE PORTFOLIO COMMITTEE ON TOURISM, DATED 20 OCTOBER 2015.       
The Portfolio Committee on Tourism, having considered the performance of the National Department of Tourism and South African Tourism for the 2014/15 financial year, reports as follows:

1. Introduction 

Tourism has become an important economic driver for many governments around the world. The United Nations World Tourism Organisation (2015) alluded that over the decades, tourism has experienced continued growth and deepening ‎diversification to become one of the fastest growing economic sectors in the world. ‎Modern tourism is closely linked to development and encompasses a growing number ‎of new destinations. These dynamics have turned tourism into a key driver for socio-‎economic progress.‎ Today, the business volume of tourism equals or even surpasses that of oil exports, ‎food products or automobiles. Tourism has thus become one of the major players in ‎international commerce, and represents at the same time one of the main income ‎sources for many developing countries. This growth goes hand in hand with an ‎increasing diversification and competition among destinations.‎ The global spread of tourism in industrialised and developed states has produced ‎economic and employment benefits in many related sectors, from construction to ‎agriculture and telecommunications, and South Africa is no exception.
It is with this immense contribution of tourism to the economic development of nations that South Africa has prioritised the sector as one of the six drivers for economic growth and job creation.  To this effect, a standalone National Department of Tourism was established in 2009 and since then a more focused policy, legislative and strategic approach has been accorded the sector. This consolidated approach to tourism development and promotion has seen this sector contributing R103 billion into the gross domestic product, 645 000 indirect jobs and 1.4 million direct jobs. 
Nonetheless, the potential of this sector to contribute to economic growth has not been fully harnessed as the industry continues to reflect the structural economic imbalances of the past. The role of the Portfolio Committee on tourism becomes paramount in facilitating an all-inclusive economic growth of the tourism sector.    This responsibility is bestowed on the Committee by the Constitution of the Republic of South Africa as enshrined in Section 42(3).  This confers powers to the Committee to conduct oversight of executive action function to the National Assembly. In addition, the money Bills Amendment Procedure and Related Matters Act, 2009 (Act NO. 9 of 2009) requires that the National Assembly, through its committees, conducts an annual assessment of the performance of each national department with regard to the medium term estimates of expenditure.

In the 2014/15 financial year, the Portfolio Committee on Tourism, hereunder referred to as the Committee, has exercised comprehensive oversight over the National Department of Tourism, which hereunder is referred to as the Department, and South African Tourism, in line with the enabling legislation.  
It must be mentioned upfront that the 2014/15 financial year was a very difficult year for the tourism sector in Africa, and South Africa in particular. The West Africa experienced an outbreak of Ebola and many countries issued travel advisories to Africa. This in turn affected South Africa as the global community still does not perfectly understand the geography of Africa as a continent with various sovereign countries and economic regions.  South Africa was also impacted by the unfortunate xenophobic incidents in some parts of the country which added a strain to already existing negative perception of the country as a tourism destination of choice. In addition, the introduction of the Immigration Regulations was not well received by the industry as there were numerous claims of how these were going to impact on the sector as a whole. The declining value of the South African currency in the international markets remained a major challenge, especially for the marketing activities and activations conducted by South African Tourism in tourist generating countries as identified in the current portfolio of markets. 
In monitoring and evaluating performance against the Strategic Plan and Annual Performance Plan tabled by the Minister of Tourism to Parliament, the work of the Committee had to take all these external factors into account when performing its oversight function over the Department and South African Tourism.  

1.1. Mandate of Committee 

The Portfolio Committee on Tourism is established by the rules of the National Assembly as stipulated in Section 57(2) (a) of the Constitution of the Republic of South Africa, (Act 108 of 1996). Invariably, the Committee is an extension of the National Assembly and derives its mandate from Parliament.  The mandate of the Committee is fulfilled through five core functions, namely, to pass legislation; scrutinise and oversee executive action; facilitate public participation and involvement in the legislative and other processes; participate in, promote and oversee co-operative government; and engage in, participate and oversee international relations.

The Committee fulfils its mandate by discharging its oversight role over the National Department of Tourism and South African Tourism.  This is done through conducting oversight visits and holding public hearings to ensure public participation and corporative governance as stipulated in the Constitution. The Committee processes legislation, and the Tourism Act, (Act No 3 of 2014) was processed in the year under review.  

1.2 Core functions of the Department. 
The National Department of Tourism and South African Tourism operate under specific legislative, policy, and strategic frameworks.  These guide the institutions in discharging their mandate and are used by the Committee when monitoring and evaluating performance.
1.2.1
Constitutional and Legislative Mandate

The constitutional mandate for tourism is enshrined in Part A of Schedule 4 of the Constitution of the Republic of South Africa (Act 108 of 1996) which lists tourism as a functional area of concurrent national and provincial legislative competence.  Part B of Schedule 4 of the Constitution lists local tourism as a local government competency.  All spheres of government are therefore mandated to perform specific aspects of tourism.

The Tourism Act, 2014 (Act No. 3 of 2014) is the core legislation governing tourism in South Africa.  The Act seeks to promote practising of responsible tourism for the benefit of the Republic and for the enjoyment of all its residents and foreign visitors; provide for the effective domestic and international marketing of South Africa as a tourist destination; promote quality tourism products and services; promote growth in and development of the tourism sector; and enhance cooperation and coordination between all spheres of government in developing and managing tourism.

There has been a continuous struggle amongst spheres of government in fulfilling their concurrent functions, with the local sphere always referring to this function as an unfunded mandate.  The Committee is continuously grappling with this challenge whenever it meets local government. However, strides are being made through a number of forums to ensure that there is a common understanding about the concurrent functions and mandate of local government.

1.2.2 Policy mandate

The Budget Review and Recommendations Report is influenced by a number of policies and legislative requirements with regard to performance of the Department of Tourism. It is also influenced by the State of the Nation Address, Cabinet Makgotla and the Medium Term Expenditure Framework. The National Development Plan and other sector strategies were taken into account when planning for a year ahead, and these were refined into the Strategic Plan and the Annual Performance Plan for 2014/15.  The tourism sector in South Africa is governed by the following policy prescripts:

1.2.2.1 National Development Plan

The National Development Plan (NDP) is the blueprint of government and it recognises tourism as one of the main drivers of employment and economic growth which can contribute towards creating an additional 11 million jobs by 2030. The NDP envisions tourism to be a major source of revenue and employment for the country through the investment in infrastructure, product and service development. It envisions rising employment, productivity and incomes as a way to ensure a long-term solution to achieve a reduction in inequality, an improvement in living standards ensuring a dignified existence for all South Africans.  However, there are no specific targets set in the NDP for the tourism sector.
The National Development Plan recognises tourism as one of the main drivers of the country’s economy and employment. The plan envisages the promotion of South Africa as a major tourist destination, with unique features, to boost tourist numbers and enable tourism to contribute to sustainable economic growth and poverty reduction. The Department supports these objectives and implements a number of strategies to set and maintain high service standards and encourage growth in the sector.  However, there are no tourism specific targets in the NDP and the sector pursues targets as set out in the NGP and the National Tourism Sector Strategy.

1.2.2.2 The New Growth Path

The New Growth Path recognises tourism as one of the six economic pillars of South Africa.  Tourism is a labour-intensive sector, with a supply chain that links across sectors, and therefore a priority sector in the government’s planning and policy framework. The NGP is intended to address unemployment, inequality and poverty in a strategy that is principally reliant on creating a significant increase in the number of new jobs in the economy.  For the tourism industry which is largely untransformed, the NGP envisages tourism as a vehicle to expedite inclusive tourism growth that fosters participation in the mainstream economy by South Africa.  The New Growth Path recognises tourism as a key sector for employment creation and sets a target of 225 000 additional jobs by 2015. This economic plan stipulates that to achieve the intended targets, the industry needs to address quality assurance, training, tourism infrastructure, youth employment and support cultural industries’ main enablers. 

The recession, which claimed more than a million jobs in 2009, negatively affected South Africa's economy, with households suffering from falling incomes and high levels of debt. The domestic economy further contracted by an estimated 1.8 per cent as a result of a decline in consumption spending and weak investment growth. However, the tourism industry showed resilience through that economic meltdown and is therefore regarded as a modern-day engine of growth which is one of the largest industries globally.  

1.2.2.3
The White Paper on the Development and Promotion of Tourism in South Africa

The White Paper on the Development and Promotion of Tourism in South Africa (1996) provided the policy direction, framework and guidelines for tourism development in the country after the first democratic elections in 1994. The White Paper is a pioneering policy that has provided a strong base for other policies and the legislative framework in South Africa.  The policy outlines the government's tourism strategy and prioritises for tourism mobilisation of the country's human and material resources in order to obtain a bigger share of the increasing world tourism industry. The policy acknowledges the potential of the tourism industry to create opportunities for emerging and small entrepreneurs, and in so doing, supporting access to greater socio-economic benefits for the wider population.  The policy also advocates for transformation in the tourism and sets solid foundation for responsible tourism development in South Africa.

1.2.2.4 
The National Tourism Sector Strategy

The National Tourism Sector Strategy (NTSS) is a blueprint for the tourism sector in the pursuit of growth targets contained in the New Growth Path (NGP). The NTSS was initiated by the Department of Tourism in partnership with the Tourism Business Council of South Africa (TBCSA) and approved by Cabinet in 2011. This has guided the consolidation of the tourism sector and improved relations between the government and the private sector. The major long-term strategic goal of the NTSS is to provide South Africa with an opportunity to transform the sector into a globally competitive destination that spoils tourists for choice. As in the New Growth Path, the NTSS seeks to create 225 000 new jobs and contribute R499 billion towards the gross domestic product (GDP) of the country by 2020. It is envisaged that the implementation of the NTSS will put South Africa in good standing amongst world destination and be counted amongst the top 20 global destinations by 2020. The role of the Portfolio Committee on Tourism is to ensure that the NTSS is implemented effectively to achieve its 2020 targets. The strategy is undergoing a review after five years of implementation and this process is expected to be completed by the end of the current financial year.  Some provinces have also developed their provincial tourism master plans fashioned on the strategic thrusts and targets of the NTSS. 
1.2.2.5 
The Medium Term Strategic Framework (2014 -2019)

The Medium Term Strategic Framework (MTSF) of government spanning 2014 – 2015 is premised on the National Development plan. The core priorities of the MTSF are:

· Radical economic transformation, rapid economic growth and job creation

· Rural development, land and agrarian reform and food security

· Ensuring access to adequate human settlements and quality basic services

· Improving the quality of and expanding access to education and training

· Ensuring quality health care and social security for all citizens

· Fighting corruption and crime

· Contributing to a better Africa and a better world

· Social cohesion and nation building

These core priorities of the Medium Term Strategic Framework are further split into fourteen government outcomes as follows:

· Quality basic education

· A long and healthy life for South Africans

· All people in South Africa are and feel safe

· Decent employment through inclusive growth

· A skilled and capable workforce to support an inclusive growth path

· An efficient, competitive and responsive economic infrastructure network,

· Vibrant, equitable , sustainable rural communities contributing towards food security for all

· Sustainable human settlements and improved quality of household life

· Responsive, accountable, effective and efficient local government

· Protect and enhance our environmental asserts and natural resources

· Create a better South Africa and contribute to a better Africa and better world

· An efficient, effective and development-oriented public service

· A comprehensive, responsive and sustainable social protection system

· A diverse, socially cohesive society with a common national identity

1.2.2.6 State of Nation Address

In the State of the Nation Address presented by the President of the Republic of South Africa on the 17 June 2014, His Excellency Mr. J.G. Zuma acknowledged that people love our country and continue to visit South Africa. We have set a target to increase the number of foreign visitor arrivals to more than 15 million annually by 2017.  We are also looking at increasing the contribution of tourism to the country’s revenue to more than 125 billion rand by 2017. The target of increasing foreign visitor arrivals to more than 15 million annually by 2017 and increasing tourism's contribution to the country's revenue is ambitious but achieving given the current challenges facing the sector. There is a need for policy review by government with regard to immigration regulations to achieve this growth. In the earlier State of the Nation Address in 2014 the President had already indicated a need for the review of the immigration regulations and reintegrated this call in His mid-term statement and thereafter established an Inter-ministerial Task Team lead by the Deputy President. The interventions by the President have been very crucial in saving the industry from the unintended consequences of the regulations
1.3 Strategic Outcome Oriented Goals of the Department and Delivery Agreements targets for 2014/15 
The National Department of Tourism is meant to promote and support the growth and development of an equitable, competitive and sustainable tourism sector, and enhance its contributions to national priorities. The Department intends to achieve its primary objectives through pursuing the following strategic outcome oriented goals: 
Table 1: Strategic Outcome Oriented Goals

	STRATEGIC OUTCOME ORIENTED GOALS
	GOAL STATEMENTS
	GOVERNMENT OUTCOMES

	Achieve good corporate and cooperative governance
	Provide a comprehensive corporate support service to the Department to ensure good governance
	Outcome 12: An efficient, effective and development oriented public service and an empowered, fair and inclusive

citizenship.

	Integration of Tourism priorities within private sector stakeholders and the three spheres of government’s planning.
	Rendering policy frameworks, stakeholder management and planning-related support services at local government level by analysing and participating in their planning processes.
	Outcome 12: An efficient, effective and development oriented public service and an empowered, fair and inclusive

Citizenship

	Improved levels of competitiveness and sustainability in the

tourism sector.
	To promote responsible tourism best practices to inculcate a

culture of responsible tourism in South Africa.
	Outcome 4: Decent employment through inclusive

economic growth.

Outcome 10: Environmental assets and natural resources

that are well protected and continually enhanced.

	Improved tourism sector knowledge services.
	To advance research, information and knowledge management within the tourism sector.
	Outcome 4: Decent employment through inclusive

economic growth.

	Increased contribution of tourism sector to inclusive  economic growth
	Facilitation of compliance to the gazetted Tourism charter by identified tourism sub-sectors
	Outcome 7: Vibrant, equitable and sustainable rural communities and food security for all, and

Outcome 4: Decent employment through inclusive economic growth



	
	Provide international tourism (country and/ or region) analysis to inform strategic intervention
	

	
	Profile regions and develop appropriate integrated support packages that respond to tourism development and growth needs.
	

	Strengthened regional, Africa and international collaboration and partnerships.
	Strengthen regional, Africa and international collaboration and

partnerships through bilateral and multilateral engagements.
	Outcome 11: Creating a better South Africa and contributing to a better and safer Africa in a better world.


 Source: NDT 2015
The performance of the Department is based on eleven strategic objectives that have been expressed in the Five-Year strategic Plan covering 2014 - 2019 and the Annual Performance Plan for the current reporting year of 2014/15.  These strategic objectives are spread over the four Departmental programmes as follows:

(i) Programme 1: Administration – the programme provides strategic leadership, management and support services to the department.

(ii) Programme 2: Policy and Knowledge Services – the programme provides strategic policy development, monitoring and evaluation, research, and knowledge management services.

(iii) Programme 3: International Tourism – the programme purpose is to develop and support South Africa’s worldwide tourism potential.
(iv) Programme 4: Domestic Tourism – the purpose of the programme is to promote the development and growth of sustainable domestic tourism.
1.4 Purpose of the Budget Review and Recommendations Report

Parliament develops the Budget Review and Recommendations Report (BRRR) as an important annual budgetary process as stipulated in the Money Bills Procedures and Related Matters Amendment Act (Act 9 of 2009).  The Act sets out the process that allows Parliament to make recommendations to the Minister of Finance to amend the budget of a national department. In October of each year, portfolio committees must compile the BRRR that assesses service delivery performance given available resources; evaluate the effective and efficient use and forward allocation of resources; and may make recommendations on forward use of resources. The BRRR also acts as a source document for the Standing/Select Committees on Appropriations/Finance when they make recommendations to the Houses of Parliament on the Medium-Term Budget Policy Statement (MTBPS). The comprehensive review and analysis of the previous financial year’s performance, as well as performance to date, form part of this process.  The purpose of this report therefore is to make recommendations to the Minister of Finance to amend the budget for the Department of Tourism.

1.5 Method

The Minister of Tourism tabled the Annual Reports for the Department of Tourism and South African Tourism to Parliament on the 31st August 2015. This initiated the process of drafting the Budget Review and Recommendations Report for 2014/15 financial year. The process involved considerations of the oversight visits conducted by the Committee and reviewed a number of supporting documents, both within government and private sector.  The Chairperson of the Committee then scheduled the meeting with the office of the Auditor-General to receive the audit results of the Department of Tourism. The Office of the Auditor-General then presented the audit findings to the Committee on the 16th October 2015.  The Committee then received briefings on the Annual Reports and Annual Financial Statements from the Department and South African Tourism on the same day of the 16th October 2015.  The Committee then scrutinised the submissions from the three organisations and drafted the report for tabling to the National Assembly.

1.6 Outline of the contents of the Report.

The report contains five broad areas. These are:

(i) Constitutional, legislative and policy mandate of the Committee and the process that was followed in developing this Budget Review and Recommendations Report. 

(ii) Previous financial performance of the Department on both financial and non-financial aspects. 

(iii) Financial, non-financial and service delivery issues for the period under review. 

(iv) Key findings from oversight work of the Committee, public hearings and research by external stakeholders that inform the recommendations.

(v) Recommendations to the Ministers of Finance and Tourism in terms of the budgetary requirements, performance, and service delivery improvement of the Department. 

2.   Overview of the key relevant policy focus areas 

2.1    Key Government policies 

The government policies put the triple challenge of poverty, inequality and unemployment high on government priorities. The government policy focus on tourism is on promoting inclusive tourism growth that creates job opportunities and contributes to the gross domestic product of the country.  This is contained in most of the government polices including the New Growth Path, National Development Plan, White Paper on Development and Promotion of Tourism in South Africa, and the National Tourism Sector Strategy. The Department is expected to facilitate the growth of the tourism industry by providing support to public and private sectors, and the broader community on their initiatives to create new jobs and sustain existing jobs.  The Department must also lead in promoting industry transformation as well as the participation and growth of small medium and micro enterprises.  This could be achieved through creating a conducive environment for sustainable growth. The focus areas of the Department should be on marketing and brand management, stimulating regional and domestic tourism, development of business and events tourism, niche product and rural tourism development, responsible tourism development, increasing investment in the tourism sector, transformation of the sector, promoting decent work, improving service excellence, addressing community beneficiation and effective cooperative partnerships.

The government focus on the sector is also based on the fact that tourism is an export oriented traded service sector characterised by export consumption within the host country. The sector is therefore considered to have a number of features that contribute to government’s objectives of job creation, economic growth and poverty relief. The government focus is on the following attributes of tourism as an economic sector:

· It can be an important source of foreign exchange with positive impacts on the national balance of payments.

· Demand for tourism is continuous.

· The sector is labour intensive and characterised by low skill intensities.

· The sector has a relatively low ratio of investment to job-creation compared with sectors such as manufacturing, and can thus create jobs in a relatively short time.

· The relatively low use of imported inputs gives rise to extensive forward and backward linkages for both goods and services within the local economy, and thus to economic and employment multiplier effects.

· Certain sub-sectors have low barriers to entry and are therefore ideally placed for entry of emerging SMME operators and entrepreneurs.

· Tourism offers the opportunity of development for rural areas.

· It can allow for the sustainable use of natural resources and so contribute to environmental protection.

· The spread pattern of tourists (both domestic and international) mean that all nine provinces are potentially able to benefit from the sector.

· Tourism can build cross-cultural relations through promoting awareness and understanding among different cultures, and thus forms a force for nation building, and national identity and branding.

2.2 Overview of revised Strategic Plan and Annual Performance Plans 

Having been established in 2009, the Department of Tourism has done well in creating governance, policy, legislative and operational stability.  The 2014/15 Strategic Plan and Annual Performance Plan were centred on the notion of developing a sustainable tourism industry in South Africa. The core mandate of the department was to create conducive conditions for sustainable tourism growth and development in South Africa. 
The Auditor-General had previously raised issues on the setting of predetermined objectives or targets and the Department had tried to improve on this.  The Committee still identified issues with setting the pre-determined objectives and the Department should strive to improve on that aspect. The Strategic Plan and Annual Performance Plan contains programmes meant to contribute to national priorities by creating decent employment through inclusive economic growth. In line with its vision of growing and developing an equitable, competitive and sustainable tourism sector, enhancing its contribution to national priorities, the department’s key priorities include increasing investment in the tourism sector, addressing people development; supporting sustainable and responsible tourism;  increasing the number of foreign tourists into the country;  fostering effective cooperative partnerships; improving service levels, quality, innovative, unique and authentic products which meet market needs;  providing value for money and inspiring more South Africans to enjoy the tourism experiences of our country. The implementation of the National Tourism Sector Strategy (NTSS) and a carefully considered tourism marketing policy that focuses on priority markets is therefore critical in the realisation of the tourism sector’s contribution to economic growth, job creation and the gross domestic product (GDP) in the medium- to long-term. This marketing drive was managed by South African Tourism.

The priorities of the Department in 2014/15 were also meant to contribute to the achievement of the tourism objectives in the National Development Plan. The focus was on facilitating the growth of the tourism industry by providing support to the public and private sectors, and the broader community on their initiatives to create new jobs and sustain existing jobs, tapping into broader government initiatives on job creation. The department also planned to promote sustainable and responsible tourism as a way of strengthening competitive advantage for South Africa as a tourism destination of choice. This was done with relevant stakeholders to improve service levels in the tourism sector, including ensuring availability of a skilled workforce. The department also continued to promote sector transformation as well as the participation and growth of small, medium and micro-enterprises in the tourism sector. The Tourism Broad-Based Black Economic Empowerment (BBBEE) Codes provide the sector with the tools to promote transformation and compliance by the sector. The department was also planning to amend the Tourism BBBEE Codes to align with the recently revised generic BBBEE Codes. The Strategic Plan also contained programmes to support development of tourism products in rural and less visited provinces. Focus was placed on the implementation of interventions to facilitate, guide and support tourism product development. 

To increase competitiveness of the tourism sector in South Africa, the Department planned to focus on supporting the development of quality, innovative and authentic products that meet market needs and provide value for money. The relationships in Africa provide a significant opportunity for growing the African market and the Department planned to use international bilateral and multilateral platforms to promote South Africa’s tourism agenda and to support the regional tourism agenda. The Department planned to expand the Tourism Indaba into a Pan-African and this was successfully done in the May 2014.

2.3 Overview of key developments in the organisational and service delivery environments of Department for 2013/14 and 2014/15 MTEF cycle.

The 2014/15 financial year had some challenges in the Department and South African Tourism with regard to human resource issues. There was a change in top management positions with the Director-General of the Department existing the position in the middle of the financial year and the Acting Director-General assuming the Accounting Officer position.  However, the Acting Director-General was able to steer the Department towards the right direction as there was no reported interruption in service delivery in line with the Annual Performance Plan tabled in Parliament. There were also serious changes at South African Tourism with the organisation losing the Chief Marketing Officer and the Chief Quality Officer.  The post of the Chief Marketing Officer has since been filled.
The Immigration Regulations were also introduced during the year under review. This attracted negativity from the tourism sector as the Regulations were seen as discouraging international tourists from visiting the country and stifling growth of the sector.  An opportunity was lost in educating the tourism industry about the new Regulations as much energy was spent either advocating for, or vilifying the Regulations. In the process, the international community and markets abroad got confused as they were receiving different messages. The President eventually established the Inter-Ministerial Committee (IMC) on Immigration Regulations to address the unintended consequences of the new immigration regulations on various sectors, including tourism and investment.

Despite concerns over the Ebola virus and new immigration regulations, the Tourism Business Council of SA (TBCSA) indicated that business performance increased in the third quarter of 2014. According to the business index, the industry recorded an overall index of 105.3 in the third quarter of 2014 which was higher than the 94.7 achieved in the previous quarter. When it comes to the Ebola outbreak, the majority of respondents interviewed when computing the business index in the accommodation sector (73 per cent) stated that they had not experienced any impact on business as a result of the outbreak. The index also found that even though the requirement to present unabridged birth certificates for children crossing borders was postponed, tour operators and hotel groups believed it was still expected to have a negative impact on business. 
South African Tourism was affected by late arrival of statistics from Stats SA and their change in methodology impacted on South African Tourism.  This affected their reporting and achievement of planned targets.  The continued challenge of currency exposure also led to regular review of SA Tourism’s operating model overseas in response to rising costs, including hubs, virtual offices, and global Marketing Agencies.
3. Summary of previous year key financial and performance recommendations of Committee 

3.1 2012/13 BRRR recommendations

3.1.1 Summary of key financial and non-financial performance recommendations made by Committee

The major financial recommendation made in the 2013/14 was that the National Treasury appropriates the budget for Vote 35 as per current projections in the Estimates of National Expenditure and the increase be only  considered once the Department has established internal capacity to deliver on the allocated budget.  It was also recommended that the Department finalises the discussions on classification of Expanded Public Works payment with the National Treasury.

The Committee had also observed that South Africa has no mechanism to fund tourism development similar to the Tourism Development Fund in other countries.  In South Africa there is no mechanism to fund tourism development. A huge chunk of the National Department of Tourism budget goes towards marketing through a transfer payment made to South African Tourism. There is therefore no sufficient budget to fund tourism development related activities.  The fund will support investment in tourism industry related accommodation, infrastructure, experiences and facilities. The focus could be on funding new innovative tourism ideas and expansions for smaller operators. Clear funding criteria and guidelines will need to be developed to ensure the fund is not misappropriated but is directed to the purpose for which it will be established.  This fund could be an enhancement of the existing Tourism Incentive Programme that was transferred from the Department of Trade and Industry. It was therefore recommended that the National Treasury explores possibilities of establishing a Tourism Development Fund that will cater for all aspects of the tourism sector.  

The responses of both the Ministers of Finance and the Minister of Tourism and the progress made by the Department in addressing the recommendations made in the 2014/15 Budget Review and Recommendations Report is provided in table 2.
3.1.2 Evaluation of response by the Minister of Finance and the Department
The Minister of Finance tabled the responses to Parliament on the 11th March 2015. In response to the recommendation that the National Treasury should appropriate the budget for the Department of Tourism as per current projections in the ENE and the increase should only be considered once the Department has established internal capacity to deliver on the allocated budget, the Minister of Finance agreed with the view of the Committee. In the recommendation that the National Treasury explores possibilities of establishing a Tourism Development Fund that will cater for all aspects of the tourism sector, the Minister of Finance responded that National Treasury will engage with the Department to explore funding options for supporting investment in the tourism industry related to accommodation, infrastructure, experiences and facilities, new innovative tourism ideas, and expansions for smaller operators.  This response is most welcome and the Committee will await the outcome of the discussions on funding options between the National Treasury and the Department.

The Minister of Tourism also provided comprehensive responses to all the recommendations made by the Committee. It is commended that the Department and South African Tourism made substantial improvements on the issues raised by the Committee. However, the Committee still considers the budget appropriated for tourism by National Treasury as insufficient. The Department, and South African Tourism in particular, still need to conduct an econometric study to quantify the realistic budget needed to fulfil the tourism mandate in the country. The Committee has also observed that some of the issues raised in the 2013/14 Budget Review and Recommendations Report are still recurring. The Responses by the Department indicate that a number of interventions and strategies have been put in place to address these concerns. The Committee will pay particular attention to the implementation of the interventions being implemented to ascertain if the concerns raised are addressed adequately. 
The comprehensive list of all the recommendations and responses from the Ministers of Finance and the Minister of Tourism are provided in Table 2.
Table 2: Responses by the Ministers of Finance and Tourism to the 2013/14 Budget Review and Recommendations Report
	RECOMMENDATION


	PROGRESS

	RESPONSES FROM THE MINISTER OF FINANCE



	It is recommended that the National Treasury should appropriate the budget for the Department of Tourism as per current projections in the ENE and the increase should only be considered once the Department has established internal capacity to deliver on the allocated budget
	Response - National Treasury agrees with the view of the Committee

	It is recommended that the Department finalises the discussions on classification of Expanded Public Works payment with the National

Treasury.
	· No Response

· Progress – The Auditor –General indicated that as disclosed in the accounting policy note 23 to the financial statements, the National Treasury has exempted the department from applying the Modified Cash Standard in respect of infrastructure development projects. However exemptions will not be granted moving forward and if this is not addressed the Department is on the verge of getting qualified audits.

	It is recommended that the National Treasury explores possibilities of establishing a Tourism Development Fund that will cater for all aspects of the tourism sector.
	Response - National Treasury will engage with the Department to explore funding options for supporting investment in the tourism industry related accommodation, infrastructure, experiences and facilities, new innovative tourism ideas and expansions for smaller operators.



	RESPONSES FROM THE MINISTER OF TOURISM



	It is recommended that the Department reports to Parliament on a quarterly basis, instead of biannually, as agreed with the Committee in the Fourth Parliament to enable the Committee to properly and efficiently track financial and service delivery performance of the Department
	The Department accepted and is implementing the recommendation, starting with the submission of the first quarter performance report of the 2015/16 Financial Year to Parliament’s Portfolio Committee on Tourism.

	It is recommended that the leadership of both South African Tourism and the Department should ensure proper setting of pre-determined objectives and compliance with relevant legislation. The Department and SAT should also develop action plans to ensure improvement towards achieving and maintaining clean audits and reflect this when tabling their 2015/16 Strategic Plans and Annual Performance Plans.


	The Department has put in place processes and systems to ensure proper setting of pre-determined objectives and compliance with relevant legislation that governs the setting of objectives in the public service. As a result, the department has received an unqualified audit outcome for the 2014/15 financial year, with no matters of the audit of performance information, reflecting the efficiency and effectiveness of the control environment. All other audit findings are integrated into the department’s risk management plans and implementation is regularly tracked and reported on at management, risk management committee and audit committee.

South African Tourism achieved its 14th unqualified audit in 2014/15 financial year following robust capacity building and tightening of internal controls in compliance with PFMA and Treasury Regulations. Recommendations by Internal Audit and AGSA are also implemented, tracked and reported on quarterly to the relevant board committee. Moreover, business risks are identified and mitigation measures implemented enterprise wide. All these initiatives are aimed at maintaining an unqualified audit.



	It is recommended that the Department implements the internal guidelines developed to curb wasteful and fruitless expenditure incurred due to late cancellations, no shows and flight amendments and report to Parliament on quarterly basis with regard to progress on eliminating this needless expenditure. This will curb expenditure such as the R1.9 million incurred in 2013/14.
	The Department performed monthly reconciliations with regard to the travel agency account. The balance of R 1,952 million in the 2013/14 financial year has been reduced to R49 000 in the 2014/15 financial year as per audited financial statements.

	It is recommended that the Minister assesses whether Programme 3: International Tourism adds value to the mandate of the Department or creates duplication of activities with South African Tourism. This must be done with an objective of realigning the Departmental structure to avoid wastage of resources if duplication exists. 
	The Department notes the recommendation. The department can also confirm that there is no duplication but complementarities between the department’s international tourism programme and South African Tourism. The department undertakes a review of the strategy on an annual basis with the aim of ensuring that the most effective options are pursued in the interest of growing tourism in the country. Such reviews inform the strategic alignment of the resource base with the overall strategic direction. This process is currently underway for the 2016/17 financial year and beyond.

	It is recommended that the Department strengthens its contract management capacity from the point of drafting the Service Level Agreements with service providers and/ or implementing agents to actual project management during implementation of projects to avoid liabilities incurred due to claims against the Department due to repudiation and termination of contracts.


	The Department agrees with the recommendations. A Senior Legal Administration Officer who specialises in the law of contracts has been appointed. The department also recognises that central to the success of the projects is the capability of project managers. Thus, in addition to the legal capacity, continuous training of project managers is also a significant component in the strengthening of capacity.

	It is recommended that the Department engages the Tourism Business Council of South Africa to maximise TOMSA Levy collections as failure to do this creates the possibility of establishing a Tourism Tax in the Iong-term.


	The Department notes the recommendation. TOMSA levy remains a voluntary contribution. There is greater commitment on the part of industry to collect the levy. On the part of government, there are incentives for collectors of the levy. These include amongst others, preferential rates at SAT hosted shows such as Indaba and meetings Africa, three BBBEE points against the Tourism Scorecard. Government regularly engages with industry on matters relating to the TOMSA levy. It is the position of the Department that plethora of tourism levies other than TOMSA must not be encouraged.



	It is recommended that the Department expedites the process of forensic audits on SRI projects and report findings to Parliament as soon as matters have been finalised in court.


	Forensic auditing of affected SRI projects has been concluded. The Department is currently implementing the recommendations of the auditors, including fraud cases that have been reported to SAPS. The department shall keep the Portfolio Committee informed, exercising due care in cases where matters are being dealt with by the law enforcement agencies.

	It is recommended that the Department reviews the implementation methodology for SRI projects to ensure accountability, efficacy, effectiveness and value for money.


	The recommendation comes at a time when the Department has commenced with such a review. SRI strategies, systems and processes are being regularly improved. The purpose of this review is to ensure high-impact and sustainability. The use of the new methodology started in 2015. Norms and standards have been upgraded to help with infrastructure planning. 


	It is recommended that the Department assists provinces and municipalities to establish their tourism coordinating structures as proposed in the National Tourism Sector Strategy (NTSS).


	Assessment of Integrated Development Plans (IDPs) and Provincial Growth Development Strategies (PGDS) has been conducted and feedback provided to Provinces and municipalities about how best to align their plans to the NTSS. The department also participates in planning sessions of provinces and vice versa and provides capacity building to local government on a quarterly basis. 

	It is recommended that the Department works with the Department of Transport to finalise the Airlift Strategy and advocate for the open skies policy to ease tourist travel and attract more visitors to South Africa.
	The Department is an active member of the Strategic Planning Committee coordinated by the Department of Transport. It is through this committee that the department participates on all transport matters related to tourism. 

	It is recommended that the Department and South African Tourism works closely with the Low Cost Airlines and Destination Marketing Organisations   in provinces to develop affordable packages and increase airlift in less visited provinces.
	South African Tourism has entered into a Joint Marketing Agreement with Mango Airlines in 2015, and is in discussion with SAA Express. The provincial and municipal tourism organisations are working with South African Tourism on the implementation of the domestic strategy to ensure affordable packages are made readily available on the Sho’t Left platform throughout all provinces.



	It is recommended that the Department intensifies its interaction with the Department of Home Affairs to explore possibilities of introducing an e-Visa in South Africa to facilitate ease of travel for tourists.


	The Department regularly engages with the Department of Home Affairs (DHA) on immigration issues related to tourism growth and development. 

	It is recommended that the Department engages the Department of Home Affairs (DHA) to ensure that Visa agencies used by the Department of Home Affairs abroad should be located within embassies to facilitate processing of travel documentation.
	

	It is recommended that the Department prioritises domestic tourism and implements programmes that enhance product development, skills development, and market access and cultivates the culture of travel amongst South Africans in order to grow this market and be on par with the global trends.


	Skills Development:

The Department has initiated a project to review the Tourism Human Resource Development Strategy and to conduct a Sector Skills Audit.  The outcomes of the skills audit will be used to design interventions to address the skills gap in the sector.

Meanwhile, other sector skills development programmes are running in the department, including capacity building for municipalities, chefs training programme, food safety programme, development of a capacity building programme for tourist guides, and the National Tourism Careers Expo.

Enterprise Development:

The Department is supporting 100 rural enterprises (SMMEs) with skills, market, and management developments to enhance their tourism products based in different provinces through the Tourism Enterprise Partnership.

The Tourism Incentive Programme provides market access and grading support for SMMEs in the tourism sector. 

The Department is conducting a needs assessment for SMMEs in the sector.  The outcomes of this study will be used to design future interventions to provide appropriate support to the SMMEs.

Enhance product development:

The Expanded Public Works Programme funding in the Department is used to support product development that also provides job opportunities for communities.  The department has submitted to the Portfolio Committee the details on the Social Responsibility Projects funded under this programme.  The private sector remains the key contributor to product development in the sector.

Domestic Tourism:

South African Tourism has developed a Domestic Tourism Marketing Plan which has earmarked funding of R100m to cultivate the culture of travel amongst South Africans.



	It is recommended that the Department champions preferential pricing for South Africans with dual pricing for domestic and international tourists to ensure affordability for locals.


	The department notes the recommendation, however, different research studies on domestic tourism, by both SAT and the department have not identified a need for dual pricing. 

	It is recommended that the Department conducts product development that promotes involvement of local communities.


	The Department, through its Expanded Public Works Programme (EPWP), funds and implements tourism and hospitality products which are owned by the identified community entities such as Trust or Non Profit Organisations. The majority of the products implemented by the Department for the ownership and benefit of communities are accommodation establishments. The Department is also developing a programme to provide sustainability and operational support to communities for selected completed projects through the Tourism Incentive Programme.



	It is recommended that the Department initiates projects that foster community-based tourism and activates the PPP Toolkit for Tourism targeting communities living around protected areas.
	The Department has developed a Framework for Community Based Tourism. The framework provides guidance to communities on how they can make the most of the tourism opportunities around the areas in which they live.

	It is recommended that the Department initiates   innovative programmes that enhance transformation in the tourism sector beyond compliance with the Tourism Scorecard and Sector Codes.


	The Department has developed a Guide to Procurement Needs of large enterprises in the tourism sector, which was published in July 2015 to provide information and broaden knowledge on existing procurement opportunities in the tourism sector amongst small businesses. This initiative will help address the slow integration of black owned enterprises in the tourism sector mainstream economy.

In order to reverse the unavailability of black managers, particularly women, in the tourism sector with the required qualifications, skills profile and experience for promotion to the executive management and board positions, the Department has started a process to partner with a distinguished South African business school to provide an Executive Development Programme (EDP) targeting women from all the nine provinces in the tourism sector. The programme is aimed at building strong business skills and leadership capabilities amongst women in the tourism sector to lead key parts of tourism businesses, and form a pool of future top leadership, entrepreneurs and industrialists in the sector. 

The Department is currently developing an enterprise and supplier development portal to help provide a market access platform for SMMEs to trade with large enterprises. A feasibility study on the project was done during the 2014/ 2015 financial year.



	It is recommended that the Department intensifies efforts to improve tourism signage throughout the country, especially to cultural and heritage sites.


	The Department engages with relevant stakeholders through the Tourism Signage Task Team which brings together all provinces and other stakeholders to deal with matters relating to signage. The stakeholders include, amongst others, the Department of Transport as custodians of the function of providing road signage and the provincial tourism departments.  

In addition, the Department has provided funding to five World Heritage Sites (WHS) i.e. Robben Island, uKhahlamba Drakensberg, Mapungubwe, Richtersveld, and the Cape Floral Kingdom (Baviaanskloof). In the current financial year three sites i.e. the Cradle of Humankind, iSimangaliso Wetland Park and the Vredefort Dome WHS have been identified to improve signage. 



	It is recommended that the Department works closely with South African Local Government Association to facilitate provision of bulk infrastructure such as electricity, water and roads in areas earmarked for tourism development, especially in rural areas.


	The Department convened a Local Government Tourism Conference in February 2013 and during March 2015 in partnership with the South African Local Government Association (SALGA) and the Department of Cooperative Governance and Traditional Affairs. This is a platform for tourism stakeholders to have a dialogue about tourism development within localities. It serves as a forum to inform the plans of the different spheres of government and to explore ways on how to support each other and share best practices. Most importantly, it serves to ensure a synchronised approach in the development of tourism with the ultimate intention of creating jobs and advancing economic transformation.

The 2015 conference emphasised the need for municipalities to implement the “back to basics programme” which includes providing relevant infrastructure that boosts local economies, including the tourism economy. 



	It is recommended that South African Tourism conducts a funding or budget needs analysis to quantify how much is needed to effectively market South Africa both internationally and domestically.
	South African Tourism, through its Strategic Research Unit, conducts research that informs its plans and funding proposals prior to submission to the National Treasury.

	It is recommended that South African Tourism investigates measures that could be taken to mitigate foreign currency exposure.


	The Department and South African Tourism has had a number of engagements with National Treasury in order to find ways to limit foreign currency exposure.

Treasury approved that the Department transfer the allocated amount for marketing as a once off payment per financial year to ensure that funds are paid into foreign accounts.

National Treasury indicated that currency losses are not only applicable to South African Tourism as it also impacts on other government entities with international missions.  They are therefore looking at a broad solution to minimise losses due to currency fluctuations.



	It is recommend that South African Tourism adapts its marketing strategy to changes in international trends, particularly emerging markets that are not core markets for South Africa.


	South African Tourism continuously evolves its marketing strategy to take into account changes in trends, and update activities accordingly. Key in-roads have been in the digital environment as well, where South African Tourism often leads.



	It is recommended that South African Tourism:  intensifies its domestic tourism marketing campaigns to inculcate a culture of travel amongst South African thus growing the domestic tourism market.


	The core thrust of the new domestic tourism campaign is to drive a culture of travel domestically.  

	It is recommended that South African Tourism  increases its marketing presence in regional African markets to attract more visitors from the continent.


	South African Tourism has opened an office in Nigeria and has a presence in Angola, and will have a presence in Kenya.

	It is recommended that South African Tourism promotes and grows local events to ensure geographical spread of business tourism and thus grow domestic tourism.


	South African Tourism has established an events unit within the South African National Convention Bureau (SANCB) in 2015.  This unit organises the way SAT leverages from local events to grow domestic, leisure and business tourism. 

	It is recommended that South African Tourism revises tourist arrival targets against the National Tourism Sector Strategy to ensure that realistic attainable targets are projected.


	South African Tourism is working on revising its target-setting methodology to ensure that targets for 2016/17 and beyond are realistic.

	It is recommended that South African Tourism cleans the tourism statistics of the country and reports on tourist arrivals instead of foreign arrivals to South Africa.


	As of 2015/16, South African Tourism only reports on tourist arrivals and not foreign arrivals.

	It is recommended that South African Tourism works closely with Statistics South Africa to assist provinces and local municipalities to establish their Tourism Economic Accounts to allow them to have destination specific statistics and quantify the value and volume for tourism at a local level.


	The Department notes the recommendation. The development of a tourism economic account at a sub-national level is a matter that is still being worked on even at a UNWTO level in terms of methodology, due to challenges on information gaps at this level. As an example, information such as balance of payments and trade account is only at a national level. The department is also part of this working group and the matter is also given attention at a national level.

	It is recommended that South African Tourism considers international trends and external factors such Ebola when setting targets for international tourist arrivals.


	South African Tourism is working on revising its target-setting methodology to better include external factors as well as internal constraints to ensure that targets for 2016/17 and beyond are realistic.

	It is recommended that South African Tourism improves lndaba as a Premier African Consumer Show to match international standards and withstand domestic and regional competition.


	Indaba and Meetings Africa are trade exhibitions focussing on creating business opportunities for South Africa’s leisure and business events industries. The business models of these shows are based on international benchmarked exhibitions which focus on attracting hosted buyers with potential business for SA and the continent who can meet with local and other African exhibitions. South African Tourism already positions trade shows as Pan African exhibitions in an attempt to improve its competitiveness. South African Tourism is in the process of sourcing a strategic partner for both Indaba and Meetings Africa who can assist to internationalise the shows and make them more competitive.



	Given the declining numbers in graded establishments and meagre revenue collected from grading, it is recommended that the Grading Council of South Africa explores a possibility of reviewing the payment scheme of grading tourism facilities from a voluntary scheme with payment for grading to a compulsory but free grading system.


	The current Tourism Grading Council of South Africa (TGCSA) business model requires that the TGCSA charges grading fees in order to recover assessor costs and the production of the grading plaque. The South African Tourism Board has adopted a Policy for Exempted Micro Enterprises (EME) with a R0–R2.5-million annual turnover (defined in the B-BBEE Codes) to be exempted from paying grading fees at application/renewal stage, upon submission of a confirmation letter from their Accountant or their valid BEE certificate, together with a letter motivating the reasons for non-payment.  This model has not yet been implemented due to funding.

As part of the Tourism Incentive Programme, the Department and South African Tourism are implementing a tourism grading support programme to support qualifying establishments for grading.



	It is recommended that the grading scheme must be extended to other tourism services beyond accommodation facilities.


	Traditionally, TGCSA’s functions of quality assurance were limited to accommodation facilities only. This mandate has since been expanded to include tourism services, facilities and products as articulated in the Tourism Act, 2014 (Act No 3 of 2014).

The development of the Quality Grading Criteria for the additional sectors will have to be done in consultation with the industry, thus securing buy-in from the industry and commitment to quality assurance of all the tourism experiences. 

The implementation of the additional categories in the grading system will require additional financial resources.



	It is recommended that the National Conventions Bureau sets realistic targets which represent a true picture of business tourism in South Africa.


	When the National Convention Bureau was established in 2012 the only reliable historical data on business events available was statistics on international association conferences hosted in SA. Business Events consist of the following segments: Meetings, Incentives, Conferences and Exhibitions (MICE). Through consultation with the SA business events industry it was agreed that a business events baseline research study needs to be conducted before overall targets can be set for the industry. Year one of the baseline study focused on the conference segment and year two and three will see the development of methodologies for the incentive and exhibitions segments. The completion of the study will enable the industry to set targets for all the segments of the business events industry.



	It is recommended that the National Conventions Bureau ensures an equitable geographic spread of business tourism in South Africa through distribution of events equitably in all provinces.


	INFRASTRUCTURE REQUIREMENTS 

The geographic spread of business events are directly linked to the infrastructure requirements of the Meetings, Conferences, Incentives and Exhibitions (MICE) that destinations host. These infrastructure requirements relates to venue capacities, air access and transportation. These elements are used by clients to determine the viability of hosting a business event in a destination. The hosting capabilities of a province determines its ability to position itself against the event requirements. 

PRE AND POST TOURS 

Research conducted on the conference segment showed that on average an international conference delegate stays 4 days extra in SA for Pre or Post Tour activities when attending a business event in SA. The NCB utilises Delegate Boosting as a means to promote geographic spread of Pre and Post Tours to all 9 provinces. The NCB also utilises bid books as a tool to promote activities and tourist attractions across SA even though the submission might be for a metropolitan area.     

MEETINGS AFRICA 

The NCB utilises Meetings Africa’s Pre and Post Tour programmes to promote geographic spread and works closely with the provincial and city convention bureaus on the development of these itineraries ensuring the inclusion of SMME’s in the programmes. 

INCENTIVE TRAVEL 

The majority of incentive travel to SA combines a metropolitan area with wildlife or adventure experiences. This itinerary combination ensures the geographic spread of incentive business to smaller provinces.

SECTOR STRATEGY 

The business events strategy for SA identified the key sectors that each province should target when sourcing potential business for their destinations. This sector strategy ensures that each province plays to their strengths and that the leads are distributed according to identified sectors.     

BUSINESS EVENT COORDINATING FORUM 

The National Convention Bureau established a Business Events Coordinating Forum (BECF) consisting of all the heads of the Provincial and City Convention Bureaus and Business Events Units from all provinces in SA. 

The objective of the BECF is to ensure an equitable and fair process in distributing leads throughout SA. The NCB already capacitated provinces like Limpopo, North West, Northern Cape and Mpumalanga to establish fully fledged Convention Bureaus to enable these provinces to secure business for their destinations. Capacity assistance is provided to provinces that do not have Convention Bureaus to bid for conferences and incentives. The NCB is also working closely with all provinces in creating marketing opportunities at international trade shows which is critical to sourcing leads for their destinations.    


Source:  Adapted from responses of Ministers of Finance and Tourism 2015

3.2 2014/15 Committee Budget Report 

The Committee recommended in 2012/13 that the baseline budget for tourism be increased in the MTEF and subsequent financial years to allow the Department to carry its mandate effectively.  However, the Department failed to spend all its budget in 2013/14 due to human resources constraints and the Committee revised its recommendation and requested the National Treasury to appropriate the budget for the Department in line with the Estimates of National Expenditure for 2014/15.  The Department still failed to spend all its budget in the 2014/15 financial year and regressed in achievement of its set targets and the audit opinion. Failure to spend budget in the third term of the year under review prompted the National Treasury to withhold incentives from the Expanded Public Works funding as the Department had failed to meet all its targets and this reduced the budget for this Programme.  Generally, the Department struggled throughout the year to match their scheduled drawings with actual expenditure. This resulted to all four programmes of the Department not spending two thirds of their budget on the different programmes with the exception of the expenditure on transfers and subsidies which include Households, university, entity and foreign governments and international transfers by the end of the third quarter.  The Department should therefore revisit their budgetary planning and ensure quarterly spending is done according to the Annual Performance Plan targets as tabled in Parliament.  
4. Overview and assessment of financial performance

The following section provides an overview and assessment of reported financial performance for 2013/14 and 2014/15; as well as projected financial needs or areas needing improvement in terms of spending for the 2015/16 MTEF. 

The Estimates of National Expenditure for Vote 35: Tourism, as issued by the National Treasury (2014) indicates that the spending focus over the medium term will be increasing through transfers to South African Tourism in the Policy and Knowledge Services programme, and on funding the research and policy formulation strategy of the Domestic Tourism programme, which aims to encourage South Africans to travel within the borders of the country.  An increase in both domestic and international tourism numbers is expected to contribute to government’s broader objective of growing Gross Domestic Product and creating jobs. 

To further this objectives of job creation and contribution to GDP, at the beginning of April 2013 the Department introduced a new Tourism Incentive Programme that aims to help SMMEs and established businesses to grow by improving their access to international buyers and markets. The incentive programme is allocated R99.6 million in 2014/15, R199.6 million in 2015/16 and R210.4 million in 2016/17. The need for increased capacity for this programme required that the department expands its establishment from 467 in 2012/13 to 544 in 2016/17. A total of 36 posts were vacant at the end of November 2013, mainly as a result of departmental restructuring. The department was expected to fill these posts in 2014/15. The Department uses staff to deliver its programmes and consultants are used mainly to support the department’s IT unit.  The vacancy rate has affected the financial performance of the Department with regard to spending allocated budget.
4.1 Overview of Vote allocation and spending (2010/11  -  2015/16)

The increase in allocation over the medium term provide for the expected increase in the number of international tourist arrivals by air from 3.8 million to 4.1 million and create 16 775 full time equivalent jobs through the Expanded Public Works Programme. South African Tourism will receive additional Cabinet approved allocations of R100 million in 2015/16 and R105 million in 2016/17 for domestic marketing programmes through the economic competitiveness support package. This funding will end in 2016/17.   The Financial and Fiscal Commission has warned that given the prevailing economic environment, it is unlikely to see a significant injection of funds from the national fiscus. To achieve the targets in NDP, the Department should focus on strategic interventions that will have multiplier effects in the sector as well as leveraging the favourable exchange rate climate to attract international visitors.

Table 3: Overview of vote allocation and spending
	Programme
	2010/11
	2011/12
	2012/13
	2013/14
	2014/15
	2015/16

	
	Outcomes
	Outcomes
	Outcomes
	Main
	Adjusted
	Outcomes
	Estimates
	Estimates

	Prog 1: Administration
	155.8 
	 195.1
	 179.2
	212.6
	208.1
	212.0
	 221.8
	 234.3

	Prog 2: Policy and Knowledge Services
	644.2 
	694.0 
	 794.0
	911.8
	901.8
	908.790
	925.2
	  1 026.1

	Prog 3: International Tourism
	26.4 22.1
	22.1
	27.1
	41.0
	41.0
	37,886
	 51.9
	54.4

	Prog 4: Domestic Tourism
	317.1 
	339.1 
	 371.6
	355.0
	369.6
	353,991
	 463.2
	 548.4

	Total
	1 143.5
	1 250.2
	1 372.0
	1520.6
	1 520.674
	1 512.667
	1 662.6
	1 863.2


Source: Treasury Estimates of National Estimates (2014)

In line with this warning, the Cabinet approved reductions of R32 million in 2014/15, R48 million in 2015/16 and R9 million in 2016/17 were made, of which R29 million in 2014/15 and R40 million in 2015/16 will be rescheduled to 2016/17 for use in the Expanded Public Works Programme. The rest of the total reduction amount is to be effected on the transfers to South African Tourism, the Expanded Public Works Programme, transfers and subsidies for SMMEs, and spending on non-essential goods and services items, such as catering, travel and subsistence, and consultants.

4.2
Vote allocation and spending for 2013/14

The Department is funded through the funds appropriated in terms of the annual Appropriation Act (and the Adjustments Appropriation Act).  The Department of Tourism had an appropriation of R1.52 billion for 2013/14 which represents a nominal increase of R146.4 million, or 10.7 per cent, from 2012/13.  Transfers and Subsidies comprised the bulk of expenditure and accounted for R1.2 billion of the available budget and of this amount the department had transferred R1.2 billion, or 100 per cent, mainly to departmental agencies and accounts. This meant the Department had an available budget of R360.2 million for operations.  Of this, the Department spent R352.4 million, 97.8 per cent, the majority of which was used on compensation of employees and goods and services.   

The Departmental budget is distributed to four main programmes, namely, Administration, Policy and Knowledge Services and International Tourism and Domestic Tourism respectively.  After excluding transfers, Departmental allocation equates to 23 per cent of the overall budget in 2014/15.  The medium-term priorities for the Departmental spending were to expand domestic and foreign tourism, increase contribution of tourism to economic growth, and create job opportunities, sector transformation and integration of tourism sector
A total of 76.7 per cent of expenditure was under transfers and subsidies and payments for financial assets, with the remaining 23.3 per cent spent on departmental operations.  Operational expenditure, 57.4 per cent was on compensation of employees, 39.3 per cent on goods and services and none was spent on interest and rent on land. Only a negligible 3.3 per cent of expenditure was on payments to capital assets.
Table 4: Departmental allocation and expenditure in 2013/14
	Programme
	Adjustment Appropriation
	Shifts approved by National Treasury
	Virement
	Final Appropriation
	Expenditure
	Over/Under expenditure

	
	R’000
	R’000
	R’000
	R’000
	R’000
	R’000

	Administration
	224 619
	
	342
	224 961
	219 783
	(5 178)

	Policy and Knowledge Services
	928 862
	
	831
	224 961
	219 783
	(46)

	International Tourism
	45 416
	
	(247)
	45 169
	219 783
	(75)

	Domestic Tourism
	384 363
	
	(926)
	383 437
	363 070
	(20 367)

	TOTAL
	1 583 260
	
	- 
	1 583 260
	1 557 594
	(25 666)


Source: NDT Annual Report (2014)

The largest portion of operational expenditure in 2013/14 was R211.7 million spent under the Administration programme mainly on compensation of employees and goods and services totalling 60.1 per cent of the budget.  The main cost driver was the spending under Administrative Fees on the payments made to Department of Public Works for office accommodation which was paid under this item.  Expenditure under this programme increased by R33.1 million, or 18.5 per cent, when compared with the previous year primarily due to additional spending on these items with additional spending under goods and services mainly on computer services, and operating leases.

The next largest element was R68.5 million under the Domestic Tourism programme, followed by R39.3 million under the Policy and Knowledge Services Programme, again primarily for compensation of employees and goods and services.

Operational expenditure grew at a nominal rate of 18.6 per cent, or R55.4 million, when compared to the previous financial year. Rand value expenditure growth was greatest in the Administration programme, mainly driven by increased spending on goods and services and compensation of employees.   The Domestic Tourism and International Tourism programmes showed the next highest growths primarily due to increases in spending on compensation of employees and goods and services, respectively. 

Transfers to Foreign Governments and International Organisations to the end of financial year were R4.8 million, all of which was to the Regional Organisation of Southern Africa (RETOSA), and United Nations World Tourism Organisation for Membership Fees transfers. This represented an increase of R1.3 million, or 37.9 per cent, when compared with previous financial year. The majority of this increase was under the Regional Tourism Organisation of Southern Africa for Membership Fees Transfers.

Transfers to Non-Profit Institutions at the end of the financial year were R26 million, the majority of which was for Strategic Partners in Tourism as Operations Transfer. This represented a decrease of R0.1million or 2 per cent, when compared with the previous financial year.  The Tourism Enterprise Partnership (TEP) is the operating entity for Strategic Partners in Tourism which is a Non-Profit Company (NPC) who utilises funding from Corporate South Africa and government to facilitate the growth, development and sustainability of small tourism businesses in the country.

Transfers to Households at the end of the financial year were R253.6 million, the majority of which was for the Expanded Public Works Programme (EPWP) as Social Relief Assistance transfer. This represented a decrease of R30.2 million, or 10.6 per cent, when compared with the previous financial year.  It must be noted that the issue of classification of EPWP payments was still outstanding between the National Treasury and the Department. Table 5 provides percentage spending by Programme.
Table 5: Percentage of spending by programme 2013/14 

	Programme
	Total Appropriation
	Virements
	Total Expenditure
	Expenditure %

	
	R’000
	R’000
	R’000
	R’000

	Prog 1: Administration
	212 646
	4,536
	212 000
	99.70%

	Prog 2: Policy and Knowledge Services
	911 843
	-
	908 790
	99.70%

	Prog 3: International Tourism
	41 013
	-
	37 886
	92.40%

	Prog 4: Domestic Tourism
	355 072
	(4 536)
	353 991
	99.70

	TOTAL
	1 520 574
	-
	1 512 667
	99.50


 Source: NDT Annual Report (2014)

Average departmental spending increased in real terms by 2.2 per cent per annum (after taking inflation into account) compared to 4.9 per cent expected over the MTEF period.  Total spending performance by the Department improved from 97 per cent of the total budget in 2010/11 to 99 per cent in 2013/14.   

The Administration programme underspent by 10 per cent in 2010/11, largely due to slow filling of vacancies. However, over the past three years, spending performance had been close to 100 per cent.  The Administration Programme spent 99.70 per cent of its budget in the year under review.

The large share of the policy and Knowledge Services budget was allocated to South African Tourism as transfer payment. South African Tourism had consistently spent its full allocation over the years.  Good spending by South African Tourism contributed to the overall spending by the programme being close to 100 per cent with 99.67 per cent achieved in 2013/14.

International Tourism Management consistently produced the lowest spending performance in the Department in 2011/12 (5.5 per cent), 2012/13 (6 percent) and 2013/14 (8 per cent).  Contribution of International tourism was small relative to total spending in the Department and therefore did not significantly impact the spending performance of the department as a whole. However, this did not detract from Department putting in place measures to improve alignment of budgets with spending in the programme.  The International Tourism Programme spent 92.4 per cent of its budget in 2013/14.

Spending as a share of budget by the Domestic Tourism programme improved over the four year period, rising from 93.5 per cent in 2010/11 to 99.7 per cent in 2013/14. The Domestic Tourism programme is a key job creation lever in the Department. Any underspending by the Programme could therefore reduce overall departmental impact of supporting job creation and contributing to economic growth.

4.3
Financial performance for 2013/14 

This section provides a broad picture of spending patterns and challenges for 2014/15. It looks at adjustments, virements, cashflows, over/under-spending, rollovers and savings, and assess the impact.

4.3.1 Quarterly spending trends 

The quarterly performance of the Department given below covers the period including first and second quarter of the 2013/14 financial and a picture at the end of the year.

Table 6: Expenditure per Programme as at 30th September 2013

	Summary of Expenditure as at 30th September 2013 (Two Quarters)

	Description
	Original Budget
	Adjustments
	Updated Budget
	Actual Expenditure
	Variance
	% Spent

	Administration
	205 721
	2 389
	208 110
	93 416
	114 694
	45%

	Policy and Knowledge Services
	875 483
	6 360
	881 843
	432 951
	448 892
	49%

	International Tourism
	49 602
	8 589
	41 013
	18 134
	22 879
	44%

	Domestic Tourism
	369 768
	160
	369 608
	144 736
	224 872
	39%

	TOTAL
	1 500 574
	_


	1 500 574
	689 237
	811 337
	46%


Source: National Treasury (2014)

Programme 1: Administration 

In the second quarter of 2013/14 financial year the Administration Programme had spent 45 per cent of its budget and achieved 45 per cent of targets. However, the Department was falling short on its vacancy rate targets.  The Department was at that point sitting at a vacancy rate of 11 per cent. The Department had lost 80 officials and 4 per cent of staff had moved to other departments. The Department did not have a staff retention programme and this was a course of high staff turnover and the Committee had suggested to the Department that they need to look at developing a staff retention policy to reduce the rate of resignations from the Department. 

Programme 2: Policy and Knowledge Services
The Policy and Knowledge Services Programme had spent 49 per cent of its budget and did not meet all its targets as at quarter 2.  The Department had aimed to host a National Tourism Sector Strategy Delivery Forum in September 2013 but it did not happen due to clashes with the 2013 Tourism Summit. The Forum did however take place in October 2013. A Tourism Leadership Dialogue scheduled for the end of September 2013 could also not take place due to unavailability of the steering committee members for the Department and the private sector. The Tourism Leadership Dialogue did however take place in October 2013.

Programme 3: International Tourism Management

At the end of the second quarter, the 44 per cent of the budget for programme 3 had been spent. The International Tourism Management programme had targeted 42 missions for support to institutionalise tourism. However by the end of September 2013 only 39 missions had been supported. The remainder of the targets were to be supported in quarter three. The Department had also set a target of having a Strategy Framework for NDT’s participation in Brazil, Russia, India, China and South Africa (BRICS).  However, due to delays in stakeholder engagements only a draft framework was in place by the end of September 2013. By quarter 3 the framework would be complete.

Programme 4: Domestic Tourism Management

Only 39 per cent of the budget appropriated for programme 4 had been spend at the end of the second quarter. The Domestic Tourism Branch had met the following targets:  a Draft Report on the progress on the implementation of Domestic Tourism Growth Strategy had been completed; a workshop on Social Tourism had also been hosted; a Maloti Drakensberg Route Working Group Meeting had been convened in September 2013; four Educator seminars had also been successfully held; and a Domestic Tourism Implementation Plan had furthermore been completed.  However, the Department was struggling with meeting the targets for planning towards the implementation of the Tourism Incentive Programme
Total expenditure in 2013/14 was 99.8 per cent of the 2012/13 adjusted appropriation. Expenditure in the first six months of 2013/14 was R689.237 million, or 45.3 per cent of the adjusted appropriation of R1.521 billion for the year. In comparison, mid-year expenditure in 2012/13 was R727.720 million, or 53 per cent of the 2012/13 adjusted appropriation. Compared to the first six months of 2012/13, expenditure over the same period in 2013/14 decreased by R38.483 million, or 5.3 per cent. This was mainly due to undisbursed funds for projects related to the Expanded Public Works Programme.  

At the end of the 2013/14 financial year, the Department had spent 99.5 per cent of its appropriated budget amounting to R1 512.7 billion of R1 520.6 billion total appropriation.  An amount of R7.9 million was not spent.  This under expenditure was incurred mainly due to vacant posts which were filled towards the end of the financial year and operational costs relating to these posts and the implementation of cost cutting measures as per Treasury Instruction 1 of 2013/14. 
5.
FINANCIAL PERFORMANCE FOR 2014/15
5.1
Quarterly spending trends
Having retrospectively looked at the performance of the Department in the previous financial year, the quarterly expenditure of the Department for the year under review is provided below in terms of operational expenditure and transfers per quarter.

(i) Programme 1: Administration

An amount of 58.4 per cent of operational expenditure from April to June 2014 (first quarter) was on Administration, representing R45.3 million, mainly for compensation of employees and goods and services. Expenditure under this programme increased by R4.2 million, or 10.2 per cent, when compared with the same period last year primarily due to additional spending on compensation of employees. The increase in spending under this item is due to the filling of posts according to the new approved structure. 

	A total of 56.7 per cent of operational expenditure from April to September (second quarter) was on Administration, representing R89.4 million, mainly for compensation of employees and goods and services. Expenditure under this programme decreased by R3.9 million, or 4.2 per cent, when compared with the same period last year primarily due to lower spending on goods and services.  This is due to low spending on items such as catering and consultancy services, as in line with the National Treasury’s cost containment measures. The implementation of these measures has also led to a decrease of 45.5 per cent in Travel and Subsistence spending. 

A total of 56.8 per cent of operational expenditure from April to December (third quarter) was on Administration, representing R147.1 million, mainly for compensation of employees and goods and services. Expenditure under this programme increased by R2.4 million, or 1.7 per cent, when compared with the same period last year primarily due to additional spending on compensation of employees. 

At the end of the financial year in 2014/15, 58.5 per cent of operational expenditure was on Administration, representing R217.1 million, mainly for compensation of employees and goods and services. Expenditure under this programme has increased by R5.4 million, or 2.6 per cent, when compared with the previous financial year primarily due to additional spending on compensation of employees. 



	


(ii)  Programme 2: Policy and Knowledge Services 

At the end of quarter 1 operational expenditure was R9.6 million, the majority of which was spent on compensation of employees. Expenditure under this programme  increased by R1 million, or 12.1 per cent, when compared with the same period last year primarily due to additional spending on these items.  

Operational expenditure at the end of quarter 2 was R19.6 million, the majority of which was spent on compensation of employees. Expenditure under this programme  increased by R1 million, or 5.4 per cent, when compared with the same period last year primarily due to additional spending on compensation of employees and payments for capital assets. The reason for this additional expenditure is the filling of vacant posts and the purchasing of computer equipment linked to the filling of these posts. 

At the end of quarter 3 operational expenditure was R31.6 million, the majority of which was spent on compensation of employees. Expenditure under this programme has increased by R3.8 million, or 13.5 per cent, when compared with the same period last year primarily due to additional spending on these items. The reason for this additional expenditure is the filling of vacant posts and the purchasing of computer equipment linked to the filling of these posts.  

By the end of quarter 4 of 2014/15, operational expenditure was R45.9 million, the majority of which was spent on compensation of employees and goods and services. Expenditure under this programme has increased by R6.6 million, or 16.8 per cent, when compared with the previous financial year primarily due to additional spending on these items, with the additional spending under goods and services mainly on business and advisory consultancy services, and venues and facilities.

(iii)   Programme 3: International Tourism

Operational expenditure at the end of quarter 1 was R7.5 million, the majority of which was spent on compensation of employees. Expenditure under this programme decreased by R0.1 million, or 1.6 per cent, when compared with the same period last year primarily due to lower spending on goods and services and payments for capital assets. 

At the end of quarter 2 operational expenditure was R15.5 million, the majority of which was spent on compensation of employees. Expenditure under this programme decreased by R0.8 million, or 4.7 per cent, when compared with the same period last year primarily due to lower spending on goods and services. This is due to the implementation of the cost containment measures on items such as catering and consultancy services. Expenditure on Travel and Subsistence has also decreased by 66.3 per cent.

Operational expenditure at the end of quarter three was R26.8 million, the majority of which was spent on compensation of employees. Expenditure under this programme has increased by R2 million, or 8 per cent, when compared with the same period last year primarily due to additional spending on these items.

In quarter four, operational expenditure in 2014/15 was R36.5 million, the majority of which was spent on compensation of employees. Expenditure under this programme has increased by R3.5 million, or 10.6 per cent, when compared with the previous financial year primarily due to additional spending on these items.

(iv)   Programme 4: Domestic Tourism

Operational expenditure at the end of quarter 1 was R15.1 million, the majority of which was spent on compensation of employees. Expenditure under this programme increased by R0.4 million, or 2.7 per cent, when compared with the same period last year primarily due to additional spending on these items.

By the end of quarter two operational expenditure was at R33.2 million, the majority of which was spent on compensation of employees and goods and services (mainly for travel and subsistence, and venues and facilities). Expenditure under this programme increased by R0.7 million, or 2.3 per cent, when compared with the same period last year primarily due to additional spending on compensation of employees and payments for capital assets. The reason for the additional expenditure on compensation of employees is the filling of the vacant posts and capital assets payments is due to the purchase of computer equipment linked to the filling of these posts.

Operational expenditure at the end of quarter three was R53.6 million, the majority of which was spent on compensation of employees and goods and services. Expenditure under this programme increased by R3.2 million, or 6.4 per cent, when compared with the same period last year primarily due to additional spending on compensation of employees. Similar to quarter 2, the reason for the additional expenditure on compensation of employees is the filling of the vacant posts and capital assets payments is due to the purchase of computer equipment linked to the filling of these posts.

At the end of quarter 4, operational expenditure in 2014/15 was R71.5 million, the majority of which was spent on compensation of employees and goods and services. Expenditure under this programme has increased by R3 million, or 4.4 per cent, when compared with previous financial year primarily due to additional spending on compensation of employees.

5.1.1
Transfers and subsidies

At the end of quarter 1 of 2014/15 the department had transferred R607.4 million or 47.7 per cent of the total available budget for transfers. Nominal growth in transfers from the same period in 2013/14 was 90 per cent or R287.7 million, with the growth being in those to Departmental Agencies and Accounts. Transfers to Departmental Agencies and Accounts to the end of quarter 1 were R558.3 thousand, all of which was to the South African Tourism: Operations transfer. This represents an increase of R323.3 million, or 137.6 per cent, when compared with the same period last year. 

	


At the end of quarter 2 of 2014/15 the department had transferred R836.6 million or 65.7 per cent of the total available budget for transfers. Nominal growth in transfers from the same period in 2013/14 was 58.3 per cent or R308.1 million, with the growth being in those to Departmental Agencies and Accounts. 

		

	


Transfers to Departmental Agencies and Accounts to the end of quarter 3 were R775.9 thousand, the majority of which was for the South African Tourism: Operations transfer. This represents an increase of R93.7 million, or 13.7 per cent, when compared with the same period last year.  The majority of this increase was under the South African Tourism: Operations transfer. Transfers to Foreign Governments and International Organisations to the end of quarter 3 were R2.3 million, all of which was to the United Nations World Tourism Organisation: Membership Fees transfer. This represents an increase of R0.5 million, or 24.9 per cent, when compared with the same period last year. This increase was under the United Nations World Tourism Organisation: Membership Fees transfer. 

	At the end of the 2014/15 financial year the department had transferred R1.2 billion or 98.8 per cent of the total available budget for transfers. Nominal growth in transfers from 2013/14 was 2.3 per cent or R26.3 million, with the growth being in those to Departmental Agencies and Accounts and Households.




The quarterly spending of the Department in 2014/15 followed a consistent pattern with the previous financial years.   The months of January, April, July and October show high spending by the Department.  This is attributed to transfer payments to South African Tourism and households. 
5.1.2
Adjustments and virements for 2014/15

The Department carried out virements between its four programmes after National Treasury approval had been obtained to establish a transfer payment for tourism interpretive signage as well as to provide for the increase in the compensation of employees to accommodate the salary adjustments of assistant directors and deputy directors as per the Department of Public Service and Administration’s (DPSA) Circular 4 of 2014. In the first quarter in Programme 1, an amount of R2.8 Million was relocated to this Programme due to savings from compensation of employees as the Department had delayed to fill vacant posts.  Of this amount R1.7 million was used for telephone; R200 000.00 was used for internal audit and R900 000.00 was used to replace two vehicles. Programme 2, Policy and Knowledge Services, received an additional allocation to assist with the tourism local government conference. 
Table 7: Budget adjustments 

	Programme
	Main Appropriation
	Adjustment Estimates
	Shifts approved by National Treasury
	Virements
	Final Budget (Adjustment estimate plus/ minus virement)
	Actual Expenditure
	variance (Over/ under expenditure)
	Expenditure as %  of final appropriation
	Virement as a % of budget

	
	R’000
	R’000
	R’000
	R’000
	R’000
	R’000
	R’000
	%
	%

	 Administration
	221.8
	224 619
	-
	342
	224 961
	219 783
	5 178
	97,7
	1.2

	Policy and Knowledge Services
	925.2
	928 862
	-
	831
	929 693
	929 647
	46
	100,0
	-

	International Tourism
	51.9
	45 416
	-
	(247)
	45 169
	45 094
	75
	99,8
	-

	Domestic Tourism
	463.2
	384 363
	-
	(926)
	383 437
	363 070
	20 367
	94,7
	1.2

	Total
	1662.1
	1 583 260
	-
	· 
	1 583 260
	1 557 594
	25 666
	98,4
	-


  Source: Adapted from NDT Annual Report and National Treasury ENE (2015)

National Treasury also granted approval to increase the transfer payment to the Regional Tourism Organisation of Southern Africa (RETOSA) to settle the outstanding membership fees which formed part of the implementation of corrective actions. The amount shifted from Programme 3, International Tourism, was R247 000, which represented 0,54 per cent of the appropriated funds. The amount shifted from programme 4, Domestic Tourism, was R926 000, which totalled 0,24 per cent of the appropriated funds.  The virement was approved by the Accounting Officer in terms of section 43 of the Public Finance Management Act, 1999. In accordance with this section of the Act, the amount of a saving under a main division of a vote that may be utilised may not exceed 8 per cent of the amount appropriated under that main division.

Some of the virements between programmes are a cause for concern as they point to duplication of functions. A virement of R3.7 million was done from Programme 3: International Tourism to Programme 1: Policy and Knowledge Services.  This money was originally budgeted for goods and services but was moved to programme 3 for South African Tourism to procure the translation and distribution of marketing collaterals.  This was done as the Department realised that South African Tourism already had a contract to translate and distribute marketing material with a particular company to translate for missions abroad.  This shows poor planning and duplication of functions between Programme 3 of the Department and South African Tourism. 

5.1.3
Underspending

Programme 1, Administration, underspent by R5 178 000 due to the application of cost-saving

measures as introduced by National Treasury. Programme 3, International Tourism, underspent by R75 000. An amount of R78.850 million of the 2014/15 budget for the Tourism Incentive Programme (TIP) in the Domestic Tourism programme was declared as unspent funds. This was due to the postponement of the TIP to 2015/16 financial year. The Department had to release this money to Treasury when reprioritisation was done in the Economic Cluster during the Medium Term Review Budget Statement (MTBPS). The TIP funding was reprioritised as the Department had failed to implement its first and second quarter targets and was not ready to implement the programme within the year under review. Programme 4 also underspent by R20 367 000, which included an amount of R18 750 000 linked to incentives for performance against Expanded Public Works Programme (EPWP) targets. As the Department had not reached the third-quarter EPWP targets, it could not access the incentive. It must be noted that most underspending was within Programme 4: Domestic Tourism which was also the poor performing Programme in the 2013/14 financial year.  

5.2 Auditor General Report

The Auditor-General assessed the financial and non-financial of the Department of Tourism and South African Tourism and the results are as follows:

5.2.1
Audit opinion

The Auditor-General’s opinion for the 2014/15 financial year is that the Department of Tourism had a financially unqualified audit with compliance findings. This represents a regression if compared to the 2013/14 financial year where the Department obtained a clean audit. On the other hand, South African Tourism improved from the unqualified audit with findings in 2013/14 to a clean audit in 2014/15.  The issues that were raised by the Portfolio Committee with regard to the audit findings in 2013/14 had been attended to by the entity.
5.2.2
Matter of emphasis

The National Treasury exempted the department from applying the Modified Cash Standard in respect of infrastructure development projects.

5.2.3
Pre-determined Objectives

No material findings on the usefulness and reliability of the reported performance information for the selected programmes were identified. However the Committee raised issues with regard to PDOs in the Strategic Plan and Annual Performance Plan for the 2015/16 financial year. 
5.2.4
Financial Statements

The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework and supported by full and proper records as required by section 40(1) (b) of the Public Finance Management Act.  Material misstatements of disclosure items identified by the auditors in the submitted financial statement were subsequently corrected, resulting in the financial statements receiving and unqualified audit opinion.

5.2.5
Compliance with Laws and Regulations
This relates to finding on financial statements not prepared in accordance with the prescribed financial reporting framework and supported by full and proper records as required by section 40(1) (b) of the PFMA.
5.2.6
Internal Controls

This refers to internal controls relevant to the audit of financial statements, annual performance report and compliance with legislation. Internal controls to ensure that the annual financial statements included the commitments disclosure note in respect of the EPWP training programmes were not effective.

5.2.7
Consultants

No findings relating to the use of consultants by the Department were identified during the audit. 

5.2.8
Fraud

No matters indicating a risk of occurrence of fraud were identified. However, the Auditor-General raised the issue of investigations that have been going on in the Department. The AG indicated that at the date of publishing this report, an investigation had been carried out by the Department, but this report had not been finalised as some of the findings are still being interrogated. Possible irregular and fruitless and wasteful expenditure can only be quantified once the investigation has been finalised.

5.3
Summary of key issues contained in reports of Finance/Appropriation Committees 

The Department was invited by the Standing Committee on Appropriations regarding their budget adjustments as reflected in the 2014 Medium Term Budget Policy Statement (MTBPS) tabled by the Minister of Finance in Parliament on the 22nd October 2014.  The Standing Committee on Appropriations, in the report dated 19 November 2014 indicated that the budget for the Department of Tourism (the Department) has been adjusted downwards by R78.9 million from an original appropriation of R1.66 billion to R1.58 billion. The downward adjustment was due to the declared underspending in the Domestic Tourism programme. Table 8 below provides the adjustments for the Department. 

Table 8: 2014 Budget Adjustment for Department of Tourism

	 
	 
	 
	Declared
	Total
	 
	 
	 Apr-Sep 14

	 
	Main
	Virements
	unspent
	adjustments
	Adjusted
	Apr 14 -
	% of adjusted

	R thousand
	appropriation
	and shifts
	funds
	appropriation
	appropriation
	 Sep 14
	appropriation

	Administration
	          221 819
	           2 800
	  – 
	              2 800
	          224 619
	91 266
	40.6

	Policy and Knowledge Services
	          925 162
	           3 700
	  – 
	              3 700
	          928 862
	683 990
	73.6

	International Tourism
	            51 916
	  (6 500)
	  – 
	  (6 500)
	            45 416
	17 852
	39.3

	Domestic Tourism
	          463 213
	  – 
	  (78 850)
	  (78 850)
	          384 363
	201 226
	52.4

	Total
	        1 662 110
	  – 
	  (78 850)
	  (78 850)
	        1 583 260
	994 334
	62.8


Source: National Treasury (2014)

The Department recorded expenditure of R994.334 million or 62.8 per cent of the adjusted appropriation of R1.583 billion as at the end of September 2014. The Policy and Knowledge Services programme showed an expenditure of R683.990 million or 73.6 per cent of its adjusted budget allocation of R928.862 million. Under the International Tourism programme, an expenditure of only R17.852 million or 39.3 per cent against an adjusted amount of R45.416 million has been recorded. 

In respect of the declared unspent funds amounting to R78.9 million, it was reported that there were delays in the appointment of staff and establishment of governance and management structures for the implementation of the newly introduced Tourism Incentive Programme (TIP). The TIP, which is aligned to the National Tourism Sector Strategy was introduced in the 2014/15 financial year to support growth, development and transformation in the tourism sector. 

The Standing Committee on Appropriations noted that the tourism sector contributed about 9 per cent to South Africa’s Gross-Domestic product (GDP) and as such viewed it as critical to stimulating economic growth. To this end, the Committee expressed its concern at the apparent lack of capacity in the Department to spend its allocated budget and made specific reference to the R78.9 million allocated towards the Tourism Incentive Programme (TIP) which was surrendered to the national fiscus. Furthermore, the Committee was of the view that more resources needed to be allocated towards the tourism sector but that the Department needed to demonstrate its capacity to spend.

The Standing Committee on Appropriations noted with concern the Department’s reported current vacancy rate of 8.4 per cent. The department reported that 250 thousand jobs are to be created through the National Tourism Sector Strategy (NTSS) between 2011 and 2020. This Committee indicated it will closely monitor the job creation and economic development impact of the NTSS in the medium term. The Department had a target of creating 5 625 full time equivalent jobs through the social responsibility programme of the Expanded Public Works Programme (EPWP) for the first half of the year. However, mid-year performance outcomes showed that the Department had only created 635 jobs. In its submission, the Department indicated that work was currently underway and that total annual target for job was to be achieved by end of the financial year. The Committee was of the view that the job creation efforts of government must entail the attainment of targets.

5.4 Summary of key financial issues contained in any other relevant report(s) 

The Standing Committee on Public Accounts (SCOPA) did not raise any issues with regard to spending by the Department.  No financial issues were discovered from other sources.

5.5  2015/16 MTEF financial allocations

5.5.1 Summary of funding submissions to National Treasury for the 2016/17 MTEF.

Having considered the financial performance of the Department in the 2014/15 financial year and the performance in the first quarter of 2015/16, the Committee observed some improvement in the departmental performance.  The focus of the Committee in the current Medium Term Strategic Framework is to inculcate the culture of travel amongst South Africans, and address effects of seasonality and geographical spread. The Committee therefore submits that the National Treasury should consider increasing the amount ring-fenced for Domestic Tourism.  The Department has also been struggling with infrastructure expenditure on the Expanded Public Works Programme and the Committee submits that National Treasury assists Department of Tourism with regard to correcting the accounting treatment for EPWP infrastructure expenditure 
Currency exposure will remain a challenge for South African Tourism as the entity conducts its business with many countries abroad. The Committee submits to National Treasury that a permanent solution be explored to mitigate costs incurred due to foreign currency exposure when conducting international marketing activities.

6 Overview and assessment of service delivery performance

6.1 Service delivery performance for 2013/14 

This section provides information on the performance of the Department against pre-determined objectives as contained in the Annual Performance Plan tabled by the Minister of Tourism.
6.1.1 Annual Performance Plan: Total number of targets for 2014/15 and total number achieved. 

The Department achieved an overall of 84 per cent in the achievement of its planned targets in the 2014/15 financial year.   
Table 9: Total number of targets achieved per Programme in 2014/15
	Programme
	Planned targets
	Achieved
	Not achieved
	Achieved (%)

	Administration
	25
	23
	2
	92

	Policy and   Knowledge   Services
	15
	13
	2
	86.6

	 International  Tourism    Management
	10
	9
	1
	90.9

	 Domestic Tourism   Management
	14
	9
	5
	64.2

	Total
	63
	53
	10
	84


Source: Adapted from the National Department of Tourism (2015) 
This is a decline in performance when compared to 89 per cent achievements of targets in 2013/14.  The programme performance shows 92 per cent in Programme 1; an achievement of 86.6 per cent in Programme 2, Policy and   Knowledge   Services; 90.9 per cent in  Programme 3, International  Tourism Management; and 64.2 per cent in Programme 4, Domestic Tourism. Programme 4 still shows the weakest link in the achievement of targets by the Department as indicated in Table 9.
6.1.2 Programme Performance

The departmental performance for all four programmes in the year under review is provided below:
6.1.2.1   Programme 1: Administration

The performance in the Administration Programme was notable as it greatly contributed to the audit findings concerning the useful and reliable information submitted for audit purposes as per the Auditor General’s expressed opinion for Programme 2 and 4. The programme did fairly well, failing to meet only two of the 25 performance indicators. During the fourth quarter report presentation the Department gave an indication that one of the 25 targets had not been completed yet significant work had been done.  However the annual report gives an indication that although significant work had been done, two and not one of the set targets were not achieved. 

The Department failed to achieve the target of the fourth quarter Risk Mitigation Report stating that it fell outside of the Reporting period. It should be noted that the Department had already struggled with this performance indicator in the previous year. However, the Department had not indicated that the fourth quarter Risk Mitigation Report fell outside the reporting period. Furthermore the Department should in this case have set realistic and achievable targets on risk mitigation in line with what was practical for the year under review. 

The Department also did not achieve the set target for the 100 per cent implementation of the Communication Strategy. The Department fell 9 per cent short of the implementation of the Communication Strategy. The strategic objective of the above-mentioned is reaching out to tourism stakeholders through targeted communication.  The shortfall in achieving the set target could have deprived stakeholders of critical information towards their participation within the sector. It is very important that the Department ensures that targets are fully met, as failure to do so might derail progress towards the envisaged tourism sector economic contribution.

The Department progressed positively with regard to the vacancy rate, surpassing the target of 8 per cent and achieving a vacancy rate of 6 per cent by the end of the financial year. This is commendable as this was not only an occurrence at the end of the financial year, but the Department had ensured that they exceeded the target in all quarters.

The Department did, however, make notable achievements for this Programme and these include meeting the targets in the following areas:

· Development of an annual performance report and four quarterly reports on the implementation of the Strategic Plan and Annual Performance ;
· The review of Strategic Plan and Annual Performance Plan for the 2014/15 financial year;
· Development of four South African Tourism (SAT) oversight reports; and
· Review and implementation of Internal protocol;

In addition, 100 per cent compliance with the following strategic objectives was observed. Cases requiring management in this Programme include;

· Service delivery charter;
· Legislative programme of the Department;

· Tourist complaints referred to appropriate authorities for a resolution within agreed time frames; and

· Management of labour relations.

In terms of a capable and skilled workforce the Department achieved the following:

· Female representation in the institution was above the 50 per cent target by 3 per cent;
· 100 per cent implementation Performance Management Development System (PMDS);

· 100 per cent development and implementation of the Workplace Skills Plan (WSP); and

· Facilitation of four Employee Health and Wellness (EHW) programme.

The Administration Programmes expenditure accounted for 58.5 per cent of the departmental operation expenditure. The 2014/15 Administration expenditure when compared to the 2013/14 financial year increased by R5.4 million, majorly influenced by compensation of employees. The Department experienced underspending amounting to R5 178 million for the Administration Programme. The under expenditure was attributed to cost cutting measures implemented by the Department.

6.1.2.2 Programme 2: Policy and knowledge services

This Programme performed fairly well failing to achieve two of the 15 set targets. The target of maintaining two National Tourism Information Gateway (NTIG) fell short of one land port of entry which was Beitbridge. The Department states that the deviation towards the achievement of the target was as a result of restructuring at the Border post, rendering the initiative infeasible. As a remedial action for the failure to achieve the target, the Department has since decided that the infrastructure will be used for the establishment of the Fezile Dabi District Municipality Visitor Information Centre. 

It is acknowledged that the Department sets performance indicators over the MTEF period, however, there are two challenges with the above-mentioned performance indicator, for example it speaks of maintenance of NTIGs then reports development of NTIG. This can be misleading in the sense that maintenance and development are different the other is not resource intensive as the other. Secondly the Department states that restructuring and management processes were a challenge towards the achievement of the target, then choses to refocus the establishment of the infrastructure to another Province altogether. The Department had been previously requested to capture indicators in a manner where the target speaks to the actual achievement. The shift from Beitbridge may negatively impact tourism information management and development from that port of entry. 

The Programme also fell short of achieving the target on research studies conducted, the Department states that this was due to capacity constraint at the University of Zululand. To remedy the situation the Department arranged with the university that a service provider be contracted to conclude the study. The university still failed to deliver on this commitment and the Department recovered the funds that were given to the university.
The department managed to develop the annual progress report of the NTSS, and also submitted the budget structure to National Treasury, and the State of Tourism Report was developed. Further achievements for the Programme are as follows:

· Two tourist arrival forecasting models instead of one, the second model was developed for comparison purposes;
· Development of Tourist guide central database

· Development of Visitor information Knowledge Database tool

· Training of municipalities was concluded;

· Two internal studies were also concluded on rural tourism and community based tourism; and

· An informative useful and well-functioning tourism knowledge portal was developed.

The following reports were concluded:

· National Tourism Careers Expo; 

· Chef Training Programme

· The impact of municipal bylaws on tourism; 

· The annual state of airlift;

· The tourism sustainability post land settlement;

· The implementation of the NDT Stakeholder Engagement Framework (SEF);

· The implementation of the National Visitors Information Framework (NVIF);

· The state of Universal Access (UA) in Provincial Parks;

· The implementation of Knowledge Management Framework (KMF);

· The implementation of the Broad-Based Black Economic Empowerment (BBBEE) Charter Council Plan; and

· The implementation of Culture Art Tourism Hospitality and Sports Sector Education and Training Authority (CATHSSETA) strategy to professionalise guiding.

· The feasibility assessment of creating database of black-owned enterprises in the tourism sector

The Department experienced underspending amounting to R46 thousand for the Policy and Knowledge Services Programme on current payments and payments on capital assets. However there is a disjuncture in what is presented by the 4th Quarter report, where it indicates over expenditure and the Annual report indicates under expenditure. The Treasury report indicates that the over-expenditure was attributed to compensation of employees. 

6.1.2.3    Programme 3: International Tourism

This Programme increased its objective from 2 in 2013/14 to 3 in 2014/15. The extra objective within the Programme was for the reduction of barriers to tourism growth and the enhancement of tourism competitiveness. The Programme delivered 83 per cent of their performance indicators. The Programme fell short of 1 performance indicator to achieve 100 per cent.  The Department failed to implement the strategic political intervention for the Nordic region. The department stated that this was caused by the realisation that the selected platform in the Nordic region would not meet the strategic intent.  The achievements include:

· Two initiatives to support SA missions abroad

· Policy direction on situational reporting for segmented tourism markets.

· An assessment of the potential for South Africa as an aviation hub for the Southern Corridor developed.

· Implementation of one national priority, which was the development of South Africa’s policy position on tourism within SADC and the AU; and

· An annual report on international agreements and strategic national priorities facilitated was developed.

The Department conducted a capacity building workshop on grading and statistics targeted at African countries. 

Financially, the Programme spent 92.5 per cent of the allocated budget. The Department experienced underspending amounting to R75 thousand for the International Tourism Programme. The under expenditure was attributed to the implementation of cost cutting measures. Although it should be noted that the Department experienced over-expenditure by 79.1 per cent on payments made to the Regional tourism Organisation of Southern Africa (RETOSA).  

6.1.2.4    Programme 4: Domestic Tourism

This Programme performed poorly when compared to the 2013/14 financial year. The Department’s spending focus for the 2013/14 was to be on the Social Responsibility Implementation (SRI) sub-programme, which focuses on infrastructure projects under the EPWP programme targeting the youth, disabled, woman, and SMMEs. The programme was expected to create 5625 jobs through the SRI sub-programme for the 2014/15 financial year during the budgeting period. The target was then reduced to 4369 of which the Programme managed to deliver 3037, falling short by 1332 jobs. The Department indicated that the challenges where as a result of procurement challenges and delays in the appointment of service providers for the labour intensive and training jobs. 

The Department firmly believes that appointing service providers well in advance will assist in the achievement of the job creation target. The department had already set the highest target for job creation for the last quarter giving the Department 3 quarters of the financial year to appoint service providers. It is also important to note that the Department achieved above-target for the first three quarters. This gives an indication that the challenges of achieving targets were experienced in the last quarter. Furthermore, it is also important to note that during the quarterly reports presentations, when considering all quarters the Department reported that they were only lagging behind with 525 fulltime equivalent jobs. Mathematically the SRI sub-programme underspent by R20.3 million yet the jobs that were still to be generated would roughly require ± R97 million. 

The Department stated that the implementation of tourism interpretation signage was not correctly formulated, however treasury had agreed that funds be transferred to the relevant authorities. The Department gave no indication on whether the transferred funds were effectively used for the envisaged indicator.

This Programme is the most challenging for the Department in achieving set targets, and it is acknowledged that this is due mainly to the Programme implementing a number of infrastructure projects which present numerous challenges. Achievements in this Programme include: 

· Progress Report on the alignment of the NTSS with Provincial Growth Development Strategies (PGDS) and Integrated Development Plans (IDP) within Metro Councils;

· Four reports on the consolidated Working Groups Meeting decisions and progress;

· Social tourism concept developed;

· Capacity Building workshop

· Service Excellence Strategy implemented.

· Planning for the Dinosaur (interpretive centre project) together with the Department of Environmental Affairs (DEA) concluded;

· Northern Region Rural Tourism Belt capacity building, North KZN, Bushbuckridge, Mapungubwe hosted;

· Tourism month events calendar concluded;

· 35 business supported to grow through mentorship the target in this regard was surpassed by 1; 

· Nine educators seminars held

· 2701 out of 2475 FTE jobs supported through the Tourism Enterprise Partnership (TEP);

· 2757 out of a targeted 2000 enterprises trained;

· National Tourism Careers Expo hosted;

6.2
An analysis of the Department of Tourism for the first quarter expenditure 2015/16

This information forms part of the inputs required by the Portfolio Committee in order to conduct effective oversight and make forward budgetary recommendations. The main focus is on expenditure outcomes for the first quarter 2015/16 financial year.  Majority of the expenditure which is 85 per cent of the expenditure for the first quarter of the 2015/16 financial year was under transfers and payments for financial assets. The remaining 14.6 per cent was spent on Departmental operations.

6.2.1
Programme spending trends

Programme 1: Administration – Administration accounted for 55.2 per cent of the operational expenditure. At the end of the first quarter of 2015, this Programme had spent R48.6 million which is 21 per cent of the allocated budget. The majority of the budget was spent on compensation of employees for improved conditions of service and on goods and services. Expenditure in this Programme increased by R7.2 million which is 7.1 per cent when compared to the same period in 2014.

Programme 2: Policy and Knowledge Services – At the end of the first quarter of 2015/16, this Programme had spent R11 million which is 18.3 per cent of the allocated budget. The majority of the budget was spent on compensation of employees for improved conditions of service. The Department did not make any transfers to higher education institutions resulting in 0 per cent spending for that transfer. Expenditure in this Programme increased by R14.9 million which is 14.5 per cent when compared to the same period in 2014.

Programme 3: International Tourism – At the end of the first quarter of 2015, this Programme had spent R10.3 million which is 25.4 per cent of the allocated budget. The majority of the budget was spent on compensation of employees for improved conditions of service. A further R 2.1 million was recorded as a transfer to the United Nations World Tourism Organisation (UNWTO) for membership fees these membership fees decreased by R0.2 million. This represents 34.9 per cent of the budget for foreign governments and international organisation. Expenditure in this programme decreased by R1.3 million which is 37.9 per cent when compared to the same period in 2014.

Programme 4: Domestic Tourism – At the end of the first quarter of 2014, this programme had spent R18 million which is 23.6 per cent of the allocated budget. The majority of the budget was spent on compensation of employees for improved conditions of service. This Programme also received transfers in the form of households amounting to R53.2 million which translates to 50.7 per cent increase when compared to the same period in 2014. This is indicative of the total expenditure for the EPWP programme, this increase was under the work opportunities transfer. Expenditure in this Programme increased by R3 million which is 19.6 per cent when compared to the same period in 2014.

6.3 Key reported achievements.

The Department recorded a number of achievements in the year under review. A selected list of the key achievements is given below:

6.3.1 Review of South African Tourism

In the year under review, the Minister appointed the South African Tourism Board Review Panel to conduct an extensive review of South African Tourism. The panel reviewed SA Tourism’s institutional alignment and strategic focus in the context of the broader public and private-sector landscape for tourism marketing and tourism-sector governance. A report has been submitted and this will be presented to Parliament in due course.
6.3.2
Launching the Tourism Incentive Programme (TIP)

The Tourism Incentive Programme contributed to poor performance of the Department in the previous financial year, however, the Department has since launched the TIP pilot in March 2015. This new incentive scheme aims to help tourism establishments become graded, seek out new markets and encourage establishments to retrofit with renewable energy sources and diversifying and enhancing the product offering at iconic attractions to improve the overall destination competitiveness.

6.3.3
Designation of the Tourism Complaints Officer

In respect of tourism protection, the Minister has in terms of section 45(1) of the Tourism Act, 2014 (Act 3 of 2014) designated an official of the Department as the tourism Complaints Officer, whose name was published in the Government Gazette. The mandate of the tourism complaints officer includes making recommendations to the Minister for the accreditation of schemes or arrangements within the tourism sector, resolving tourism complaints in terms of section 46 of the Tourism Act, referring complaints received in respect of tourism services, facilities or products to authorities who have jurisdiction to resolve them in the manner provided for in section 47 of the act, and integrating tourism protection with the broader spectrum of consumer protection. Working relationships with the National Consumer Commission and Provincial Consumer Affairs Offices have been established.

6.3.4
Alignment of the Tourism BEE Codes

The Tourism B-BBEE Charter Council has undertaken a process to align the tourism B-BBEE codes with the Department of Trade and Industry’s (the dti) revised generic codes of good practice (GCGP). The codes have been finalised and submitted to the dti for gazetting. 
6.3.5
Support provided to tourism SMMEs

The Department has continued implementing its agreement with the Tourism Enterprise Partnership (TEP) to ensure that small, medium and micro-sized enterprises (SMMEs) are supported to improve their performance and increase their profitability. The focus in the past financial year was on skills and product development, quality assurance and access to finance in order to actively support the creation of new jobs and the maintenance of existing ones. Through the partnership, 2 701 jobs were created, 466 rural enterprises supported, 35 enterprises mentored, 282 businesses supported with market access, 1 363 historically disadvantaged enterprises (HDEs) supported and 1 203 enterprises trained during the period under review. 
6.3.6
Growing Indaba as a Pan African Show

The Inaugural Indaba Ministerial Session was held in Durban in 2014 under the theme “Africa: Open for Tourism Business”. The ministerial session provided a platform for politicians and key industry players, whose mandate is to grow and develop travel and tourism on the African continent, to deliberate on emerging tourism trends, opportunities and challenges facing the tourism sector in Africa.

6.3.7
Capacity building programmes
The Department conducted a number of capacity building programmes. These were meant to empower tourism educators. Seminars were hosted in nine provinces and a pilot placement programme was introduced. The programme places educators at tourism establishments with a view to exposing them to tourism operations, thereby enhancing their practical teaching. The National Tourism Careers Expo (NTCE) was held in East London in 2014. The NTCE created platforms to stimulate the interest of learners, students and graduates in the tourism and hospitality industry.

6.3.8 Service excellence initiatives

The Department conducted the Journey to Service Excellence (J2SE) celebration which was the final stage of a three-phase pilot programme that began in November 2013. The programme was aimed at improving service levels and creating a service-oriented culture in South Africa. The Tourism Month and Tourism Day celebrations for the year 2014 were held in Kimberley. The celebrations focused on domestic tourism with the aim of encouraging South Africans to travel and explore their country.

6.4 Non-financial Audit outcomes and steps taken to address adverse audit findings.

The Auditor-General made findings on non-financial issues that need be corrected by the Department.  These include:

6.4.1 Financial Performance Management 

The AG registered concerns with the EPWP. In the past EPWP projects were recorded as transfers and National Treasury general gave exemptions, however for the year under review (2014/15) treasury was initially reluctant to give exemptions and eventually gave exemptions for EPWP infrastructure projects but not for training, this resulted in the unqualified audit with findings. These exemptions will however not apply for the 2015/16 financial year. There were further unspent amounts on the training projects reclassified from transfers to goods and services were not included in commitments and these were funds amounting to R82 061 369. This anomaly was also not picked by the review of the Annual Financial Statements which did not detect the error.

The Auditor-General suggested some commitments to the Committee and was satisfied that these were being addressed as follows:
(i) Misstatements on the reporting of predetermined objectives was attended to and resolved.

(ii) Foreign currency impact negotiations between treasury and SAT was still in progress.

(iii) Maintenance and upkeep of tourist attractions were underway

(iv) Interdepartmental task team to address the challenges which are tourism related also in progress.

(v) Possible decrease in long-haul travellers due to the new visa requirements was an issue under discussion.

(vi) Limited budget to achieve the mandate of the Department in progress.

6.5 Other service delivery performance findings 

This section contains service delivery findings for 2014/15 based on oversight visits and research from external stakeholders.
6.5.1 Oversight visit reports- summary of key service delivery issues. 

The Committee undertook an oversight visit to the offices of the Department, South African Tourism, and met with the private sector.  The oversight included intense engagements with the private sector as the Committee acknowledges that tourism thrives on partnerships and collaboration amongst different stakeholders. This was done through engaging all the tourism sector organisations affiliated to the Tourism Business Council (TBCSA) as an umbrella body coordinating the affairs of the private sector. The Committee also undertook oversight visits to the Eastern Cape and KwaZulu-Natal provinces. The visit to KwaZulu-Natal (KZN) was a joint collaboration with Committees on Arts and Culture, Environmental Affairs and Tourism. The following observations were made with regard to recurring issues in the tourism sector:

6.5.1.1   Poor tourism signage

Signage plays a pivotal role in directing tourists to attractions and other areas of interest.  Tourism signage is also an important aspect of preventing crime against tourists.  Poor signage exposes tourists to opportunistic crimes as they tend to ask for directions thus becoming prone to opportunistic criminal incidents. It was observed that there is poor signage in KwaZulu-Natal, especially around World Heritage Sites, provincial/ local heritage sites, and other roads in general. The challenges with signage need a multi-pronged approach as there are many interested and affected parties that need to be engaged, including the Department of Transport, municipalities, and tourism stakeholders. 

6.5.1.2   Integrated approach to tourism, environment and arts and culture issues

It was observed that there is a need for more coordination amongst the departments of Tourism, Environmental Affairs, and Arts and Culture. These departments have a huge potential to contribute significantly to the country’s economic development through heritage and environmental attributes that could be used for tourism consumption. It became clear that the tourism industry utilises museums, curio shops, heritage sites and environmental experiences as tourism products. However, it was apparent that there is a lack of coordination amongst the three national departments and amongst the three spheres of government in developing and promoting heritage tourism.  Cultural products need be more focused, authentic and sophisticated to diversify the tourism product offering. Heritage sites of local, provincial and national significance form part of the tourism products. However, World Heritage Sites are the joint responsibility of the Department of Tourism and the Department of Environmental Affairs and the Department of Arts and Culture. This necessitates a more focused collaboration amongst these two departments and the Department of Tourism.

An observation was also made that the province of KwaZulu-Natal was developing a number of iconic tourism projects based on Zulu culture and heritage. These include the King Shaka Stature and Isandlwana Precinct which is based on the battlefields concept. The Mandela Capture Site project was also underway based on the Liberation Route.  All these projects will ultimately be used as tourist attractions. It was however observed that there were gaps in the conceptualisation of some of these projects as important aspects such as road signage, onsite interpretative signage, tourism skills development for local people and access roads were not part of the initial plans.  This calls for steering committees inclusive of all the three departments, and other co-opted departments when developing such projects. The three departments should also collaborate in mainstreaming culture and heritage as economic activities.
6.5.1.3   Community benefits from World Heritage Sites

The World Heritage Sites proffer myriad economic opportunities that may benefit proximal communities. It was observed that Isimangaliso Wetland Authority periodically issues a number of tourism related licences and concessions.  The concessions and licences for St Lucia, Eastern Shores, Western Shores and Sodwana Bay section of the park include estuary boat cruises, small boat/walks, fishing charters, bicycle tours, game drives, open vehicles, horse safaris, kayaking, scuba diving and whale watching. In the 2011 licensing period, some bids were reserved for the community, and these required a minimum of 60 per cent or more community ownership. These bids included fishing charters, game drives, whale-watching and boat excursions. However, the manner in which concessions were structured excluded the communities despite some of them being ring-fenced for community beneficiation. These bids were put on a tender system and were too expensive for community members to access. The communities also raised issues about tenders for big contracts which are always given to companies outside communities. An explanation was given that the tenders are advertised at a national level to attract requisite competencies. However, the communities felt they should be empowered to be better positioned to access these projects in future.  Communities were also concerned that local communities are not employed in the parks.

6.5.1.4   Quality of tourist guiding in the country and professionalisation of tourist guides
In South Africa, tourist guiding is a regulated profession governed by national legislation. Any person who would like to become a tourist guide must undergo training as part of a formal qualification registered by the South African Qualifications Authority (SAQA). Upon being deemed competent, such person will receive a certificate issued by the Culture, Arts, Tourism Hospitality and Sports Sector Education and Training Authority (CATHSSETA) or any other accredited institution. Such person must then apply to the relevant Provincial Registrar to be registered in order to operate legally. This process unfolds in accordance with the Tourism Act, 2014 and Regulations of 1994 and 2001 respectively.  It was however observed that some heritage institutions in KwaZulu-Natal do not follow this prescribed legislative process.  The Committee noted that there was lack of understanding of the Tourist Guides Regulations by museums and heritage sites, and guides in some of these establishments were providing wrong and inconsiderate information. There is an urgent need to address this issue and professionalise tourist guides in the country.
6.5.1.5   Maintenance of heritage sites

In South Africa heritage resources and objects are governed at different levels of spheres of government and graded accordingly as Grade 1 under the SAHRA responsibility; Grade 2 under provincial responsibility; and Grade 3 under local government responsibility. It was however observed that the three spheres of government are not in synch with regard to who should be responsible for maintaining these sites. Amafa/ KZN Heritage for example, indicated that they do not have a legal mandate to interact with local municipalities and therefore they cannot intervene with heritage sites which are classified as Grade 3. The heritage sites therefore remain in a state of derelict. This degrades the value and significance of these heritage sites, and in turn poses a challenge for tourism as these cannot be included in tour package.  

6.5.1.6  Professionalisation and commercialisation of cultural performances

It was observed that there are cultural groups who perform traditional dance to tourists as part of a tourist experience and product offering. However, these groups are not properly formalised as trading entities in the tourism value chain.  Their remuneration is not standardised according to the sector Salary Determination issued periodically by the Department of Labour. There is also an opportunity for the Department of Arts and Culture to collaborate with the Department of Tourism in skills training programmes to ensure that authentic cultural performances are rendered at a professional level by all such groups throughout the country.  This will ensure authentic rendition and display of cultural diversity in South Africa. These cultural groups could therefore be professionally registered and attached to accommodation establishments and other tourist attractions as trading entities in the tourism value chain

6.5.1.7 Late release of tourism figures by Statistics South Africa

South African Tourism had been unable to provide tourism figures against their targets for two consecutive years due to a late release of tourism figures by Statistics South Africa.  This hampered the oversight work of the Committee over the entity as targets set by the South African Tourism needs to be verified against that information. 
6.5.1.8   Recurring foreign currency exposure by South African Tourism

The nature of work done by South African Tourism will always expose this entity to foreign currency exchange rates and impact on their budget. The strategies employed by the entity to date have not resolved this challenge year after year. 

6.5.1.9   Stagnant TOMSA Levy collectors

The Committee observed that whilst the TOMSA Levy collection has been increasing year on year the number of TOMSA Levy collectors remained stagnant. This indicated that there were private sector members who were unhappy about the current manner in which collected funds are used by South African Tourism.  South African Tourism had failed to demonstrate to the private sector that TOMSA Levy is effectively used to address marketing of South Africa abroad and domestically.

6.5.1.10
Modernising and revamping Indaba

It was noted with concern that the private sector support tourism Indaba only in principle as a South African event but in the industry is not satisfied with benefits from this trade platform.  The private sector indicated that Indaba does not attract “serious” buyers and there is poor conversion from this event as compared to the new trade shows that have come to the market. The Committee sees this as a lack of innovation and creativity from South African Tourism to position Indaba as an African event on par with similar international events.

6.5.1.11
Decrease in inbound bookings due to new immigration regulations

The Committee observed that most private sector organisations affiliated to the Tourism Business Council of South Africa reported a decrease in forward bookings, especially from India and China, due to the new immigration regulations to start operating on the 1st June 2015.  The Committee noted the information given by the Tourism Business Council which indicates that the country may lose 270,000 international tourists. This would in turn will result to 21,000 jobs lost annually and loss inadvertently cost South Africa R9.7 billion in revenue.

6.5.1.12
Need to promote responsible tourism

The Committee noted that the private sector has realised the need to embrace responsible tourism practices in doing their business.  This is necessitated by current international trends in the industry and is good for business and environmental conservation.  The Committee however observed that the Department of Tourism does not have full capacity to deal with responsible tourism comprehensively as this is only administered at a directorate level without sufficient staff. The Department therefore should look at ways of streamlining responsible tourism and effectively discharge that mandate.

6.5.1.13
Slow pace of transformation

The Committee observed conflicting reports of the state of transformation in the tourism sector by various affiliations of the Tourism Business Council of South Africa. Whilst other affiliates perceived the tourism industry as being transformed others were of the view that the industry still reflects the structural economic differences in the sector as a result of the economic history of the country.  The Committee noted that these differences were as a result of the affiliates who looked at how the tourism industry was performing against the tourism scorecard against those who considered transformation holistically.  For those who were not confined to the performance of the scorecard, ownership of the businesses in the sector was still largely unchanged and few emerging operators had entered the sector thus government needed to facilitate radical transformation of the sector.

6.5.1.14
Termination of Tourism Enterprise Partnership (TEP) funding

The Committee noted that the Department had informed TEP management that funding for this important tourism SMME development agency will be terminated in 2016.  The Committee was concerned that the vast knowledge and expertise of TEP in tourism SMME development would be lost in the sector.  The departmental capacity to run the SMME development programmes similar to TEP is questionable and this may lead to a collapse of many training opportunities provided to emerging tourism enterprises.

6.6 Relevant external research assessing performance of the Department 
The Committee reviewed a number of documents from various organisations to gain insight into their perspectives on service delivery by the Department and South African Tourism.  Some of the thematic issues identified include:

6.6.1
Improvement of tourism statistics

In the meeting held with the Statistics South Africa it was noted that there are two main challenges regarding coverage of data received from SITA and DHA. Firstly, there is non-availability of records from certain ports or on some dates of the month; or availability of few records for some ports and dates. The coverage issues tend to delay processing and publication due to the fact that Stats SA has to liaise with DHA to sort out the data coverage issues before processing and publishing data. Secondly, there has been a challenge with retrieving information deposited by DHA on SITA. Stats SA has opted to bypass SITA and obtain information directly from DHA. Other challenges include the change in the acquisition of data from the collection of data from SITA to obtaining data from DHA head office in 2013 caused a long period of delay;  and changes in DHAs own methods of data collection which over the years tended to have impact on the travellers data. A recent example in case is the collection of data on transit passengers. This affected both the processing of data and the presentation of the results starting from January 2014.  However, in the meeting held with the Airports Company of South Africa (ACSA), it was established that this company has some information that could assist in collecting and compiling tourism information. This includes Marketing Information Data Tapes (MIDT) used for processing data throughout the global airline/ aviation and tourism industry. The MIDT contains all booking records made via the major Global Distribution Systems (GDS). These include Sabre, Amadeus, Galileo, Worldspan, and internet booking sites where the booking “engine” is supported by one of these GDS providers (such as Travelocity). MIDT contains origin and destination data of the passengers travelling to and from, as well as within South Africa (two-way pax). Point of Sale Country, where the ticket was booked, specifies whether the passenger was a South African or a foreigner.  Statistics South Africa can augment information acquired from the Department of Home Affairs to compute more comprehensive tourist arrivals information.  Stats SA and South African Tourism could work closely with ACSA to facilitate collection of more comprehensive tourist arrival figures.
6.6.2 Latest Tourism Satellite Account
The latest 2013 Tourism Satellite Account published by Statistics South Africa in March 2015 indicates that the tourism direct gross domestic product was R83 991 million (or 2,8 per cent of total gross domestic product) for 2011, R93 465 million (or 2,9 per cent of total Gross Domestic Product) in 2012, and R103 557 million (or 2,9 per cent of total gross domestic product) for 2013. The year 2013 saw 14 317 908 non-resident visitors to South Africa compared with 13 069 034 non-resident visitors for 2012 and 12 097 490 non-resident visitors for 2011. There were 623 299 persons (or 4,4 per cent of total employment) directly engaged in producing goods and services purchased by visitors in 2011, 645 755 (or 4,5 per cent of total employment) in 2012 and 655 609 (or 4,4 per cent of total employment) in 2013.

The inbound tourism expenditure totalling R71 747 million was recorded in 2011. The main expenditure items were 'non-specific products' (22,4 per cent), 'accommodation for visitors' (15,7 per cent) and 'road passenger transport services' (13,6 per cent). Inbound tourism expenditure totalling R94 183 million was recorded in 2013. The main expenditure items were 'non-specific products' (27,0 per cent), 'connected products' (14,6 per cent), 'accommodation for visitors' (14,2 per cent) and 'road passenger transport services' (11,9 per cent). 

Domestic tourism expenditure totalling R102 877 million (including the domestic portion of outbound tourism expenditure) was recorded in 2011. The main expenditure items were 'road passenger transport services' (30,5 per cent), 'non-specific products' (20,0 per cent), 'accommodation for visitors' (13,5 per cent) and 'air passenger transport services' (12,9 per cent). Domestic tourism expenditure totalling R124 687 million (including the domestic portion of outbound tourism expenditure) was recorded in 2013. The main expenditure items were 'road passenger transport services' (28,7 per cent), 'non-specific products' (19,4 per cent), 'accommodation for visitors' (14,6 per cent) and 'air passenger transport services' (13,6 per cent). The total internal tourism consumption in cash for South Africa in 2011 was R174 624 million (inbound tourism consumption R71 747 million [41,1 per cent] and domestic tourism consumption R102 877 million [58,9 per cent]). The main expenditure items for internal tourism were 'road passenger transport services' (23,5 per cent), 'non-specific products' (21,0 per cent), 'accommodation for visitors' (14,4 per cent) and 'air passenger transport services' (12,7 per cent).

The total internal tourism consumption in cash for South Africa in 2013 was R218 870 million (inbound tourism consumption R94 183 million [43,0 per cent] and domestic tourism consumption R124 687 million [57,0 per cent]). The main expenditure items for internal tourism were 'non-specific products' (22,7 per cent), 'road passenger transport services' (21,5 per cent), 'accommodation for visitors' (14,4 per cent) and 'air passenger transport services' (12,8 per cent).

6.6.3
 Performance of accommodation market and hotel investment in South Africa
The performance of the accommodation sector is one of the indicators used by the Committee to assess the effectiveness of the marketing initiatives conducted by South African Tourism and the impact on investments based on hosting the Hotel Investment Conference (HICA). The Hospitality outlook for 2015-2019 as issued by African Traveller and PWC in 2015 provides the performance of the accommodation sector in the year under review and provides forecasts for the outer years to 2019 which coincides with the current Medium Term Expenditure Framework. 
The accommodation market in South Africa enjoyed its third consecutive year of strong growth with a 9.1 per cent advance following two years of double-digit gains. Spending rose to R18.9 billion in 2014 with rising room rates being the principal driver with a 5.4 per cent increase. This gain, however, was less than the 8.4 per cent increase in 2013. Between 2008 and 2010, the number of available rooms increased by 20 per cent and there was an additional 2.9 per cent increase in 2011 as rooms that entered the market in 2010 enjoyed a full-year of availability. This increase was far faster than the market could bear and occupancy rates dropped from 68.4 per cent in 2008 to 53.0 per cent in 2011.

Over the past three years, room availability was essentially stable and with stay unit nights increasing, occupancy rates picked up, rising to 59.0 per cent in 2014. With the market now improving, there is renewed activity. There are 11 hotel projects in the pipeline in Cape Town alone, with eight currently under construction. The increase in activity in Cape Town is in response to a surging market with hotel revenue growing by more than 50 per cent between 2011 and 2014 and the occupancy rate increasing from 57 per cent to 68 per cent over that period. These projects will add more than 2 000 rooms over the next four years. Marriott International plans to open 30 hotels across Southern Africa by 2020, with several planned for South Africa.

Hotel room availability in South Africa was relatively stable in 2014, edging down 0.2 per cent, but it was expected that new projects will expand the market in 2015. Stay unit nights were flat in 2014 following three years of growth. The market was adversely affected by slower economic growth in South Africa and fears of Ebola, although the epidemic did not directly affect South Africa. The market in 2014 was also affected by an adverse comparison to 2013 when South Africa hosted the African Cup of Nations soccer tournament, which boosted stay unit nights by approximately 11 per cent during January/February 2013. Stay unit nights were flat during the comparable period in 2014. It is expected that stay unit nights would rebound in 2015, helped by an improving global economy and a pickup in economic growth in South Africa. Growth, however, will be limited by the imposition in May 2014 of two new requirements needed to obtain a visa. 
One requirement mandates that foreign visitors must appear in person at a South African consulate to apply for visas to have biometrics taken. A second policy requires that parents and guardians travelling with minors must have an unabridged birth certificate that shows the names of both parents. If a minor is travelling with one parent, an affidavit from the other parent is required granting consent for the trip. The purpose of the latter policy is to stop child trafficking. Tourism industry commentators in South Africa say this has already adversely affected travel from China and India, as potential visitors from these countries may have to travel long distances to a large city to obtain the necessary documentation before travelling to South Africa. Consequently, it is projected that stay unit nights will grow more slowly over the forecast period compared with increases during the 2010-13 period. While the underlying economy is improving in South Africa, load shedding by Eskom to conserve electricity could dampen economic activity and limit growth in the near term. It is expected that the real GDP growth in South Africa will improve to 2.1% in 2015 from only 1.4 in 2014, but this increase will be less than the annual gains over the 2010 to 2013 period. Growth is therefore not expected to exceed 3 per cent until 2018 -19.
6.7 Concluding comments on service delivery performance

The Department did fairly well during the year under review in a number of strategic objectives. The Department met the majority of their set targets and even surpassed some of the targets. In their programmes, the Department has further fostered research as an informative tool that will assist in mapping a well-informed way forward. The involvement of higher institutions does not only assist in creating a knowledge base but will also strengthen relations between the Department and other relevant institutions in producing relevant skills for the tourism industry.

Under the Domestic Tourism Programme, the Tourism Incentive Programme was set to be launched during the 2014/15 financial year to help SMMEs and established businesses to grow through improved access to international buyers and markets. However the Department only launched this programme in March 2015. Indeed, during the Tourism Portfolio Committee presentations on the concept of the Programme on the 5th of September 2014, the Committee expressed disappointment with the briefing and the fact that the concept as presented was not structured in a manner that would see the Department moving towards addressing transformational challenges in the sector because the concept was more geared towards funding existing businesses and not much on new entrants.  It should also be noted that the issue of market access had also been relocated to TIP. It was expected that the increase in tourist arrivals will positively contribute towards the broader objective of growing the GDP and creating jobs. However the annual report outcomes give a different indication were supported jobs supported by enterprises dropped from 4040 in 2013/14 to 2701 in 2014/15.

7. Finance and Service delivery performance assessment

The Department’s operational expenditure for the 2014/15 financial year grew at a nominal rate of 5.3 per cent from R360 million in 2013/14 to R389.6 million in 2014/15. It must however be noted that this budget is exclusive of the transfers and subsidies to Departmental agencies and other institutions significant to the work of the Department. The total expenditure  of the Department taking into consideration the transfers’ grew from R1.5 billion in 2013/14 to 1.6 billion in 2014/15 this represents a 3 per cent growth in actual expenditure. 

The Department has for the past two financial years revised downwards targets which relate to the Strategic objective on the provision of support to tourism businesses through funding and capacity building in order to grow tourism’s contribution to the GDP. This is a serious challenge, these targets are both linked to the EPWP as well as the TEP programme. The Department had since reviewed the work and the contribution of the TEP in the sector and had indicated that it would work together with TEP only till the end of 2015/16.

The Department struggled for the better part of the year to match their scheduled drawings with actual expenditure, in fact all four programmes of the Department had not spent two thirds of their budget on the different programmes with the exception of the expenditure on transfers and subsidies which include Households, university, entity and foreign governments and international transfers by the end of the third quarter. By the end of the third quarter the Department had spent R1.2 billion out of a possible R1.6 billion.

The Department’s spending also correlated with the achieved deliverables; Virements were much lower and within the acceptable range. This indicates improvement when compared to the 2013/14 financial year. The Department had virements amounting to R1.73 million, R926.000 of these virements were redirected from the EPWP, which has, according to the Annual Report, yielded jobs below the set target. This, however, raises serious concerns considering that the Department had initially planned for 4369 full-time equivalent but only managed to deliver 3037. The Department further conducted forensic investigations on 13 SRI projects and was in the process of reviewing the report.
8. KEY FINDINGS - COMMITTEE OBSERVATIONS AND RESPONSES
8.1 Technical issues 

Section 40 (1) (e) of the Public Finance management Act of 1999 stipulates that the accounting officer for a department, trading entity or constitutional institution must, in the case of a constitutional institution, submit to Parliament that institution’s annual report and financial statements, and the Auditor- General’s report on those statements, within one month after the accounting officer received the Auditor-General’s audit report.  In addition, the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004) and the general notice issued in terms thereof determines the Auditor-General’s  responsibility to report findings on the reported performance information against predetermined objectives for selected programmes presented in the annual performance report, non-compliance with legislation and internal control.
In the year under review, the Department and South African Tourism tabled their Annual Reports on time and met the technical requirements of submission to Parliament. The Committee however, notes that the Department did not meet all the technical requirements when tabling the Annual Financial Statements. The Department continued to report performance to the Committee on biannual basis, but reached an agreement with the Committee that quarterly reports will be submitted in subsequent years. The Department has since started to report quarterly from the first term of 2015/16. 

8.2
Governance and operational issues

This section deals with general governance and operation concerns and Committee evaluation of how well the Department operates; such as IT, infrastructure matters, human resources, disciplinary and grievance processes and audit action plans.

In the year under review, the Department showed some lack of leadership with regard to issues that were raised by the Committee and the Auditor General.  These relate to:

8.2.1   Leadership

The Department has shown little progress with regard to leadership, this is mainly due to the fact that the Auditor-General had raised issues in the previous financial year regarding the lack of IT Support policy. The department has since drafted the policy, however the policy had not been approved hence the little progress. It is worth noting that other policies and procedures were in place and the Department had made improvements based on the findings and recommendations made in 2013/14.

8.2.3
Financial Performance Management

The major challenge with regards to financial performance management was the process regarding the EPWP funding. In the past, EPWP projects were recorded as transfers and treasury general gave exemptions, however, for the year under review (2014/15) treasury was initially reluctant to give exemptions and eventually gave exemptions for EPWP infrastructure projects but not for training, and this resulted in the unqualified audit with findings. These exemptions will however not apply for the 2015/16 financial year. There were further unspent amounts on the training projects reclassified from transfers to goods and services were not included in commitments and these were funds amounting to R82 061 369. This anomaly was also not picked by the review of the AFS which did not detect the error.

8.2.4
Governance

There was 100 per cent compliance with governance issues in the Department as cleared by the Auditor-General.  The Department presented improvements in three key risk areas and these were other notable improvements in Supply Chain Management, quality of performance report and issues of Information Technology policy which was attended to as previously raised by the Auditor-General.  However, the challenge was with the Risk Mitigation Report which was not finalised in the fourth quarter and fell outside the reporting period. However, as at the 31st May 2015 the fourth quarter Risk Mitigation Report had been developed, analysed and submitted to the Risk Management Committee. The Audit Committee held 4 meetings in 2014/15 to discharge its oversight responsibilities and ensure that the Department has and maintains effective, efficient and transparent systems of finance, risk management, governance and internal control.
With regard to Risk Management, the Risk Management Committee held 4 meetings in 2014/15 to discharge its governance responsibilities relating to risk management in line with PFMA, NT Regulations and Public Sector Risk Management Framework.  The Department also conducted strategic and operational risk assessments.  With regard to fraud and corruption, the Department disseminated information to staff on fraud prevention, detection and reporting; conducted a fraud risk assessment to identify and assess potential fraud risks and response strategies to mitigate such risks (assessment mainly focused on high-risk areas including supply chain, departmental projects, IT, payroll and travel services management); and published fraud and corruption reporting hotline number published on Dept. website.  With regard to conflict of interest, there was 100 percent compliance by SMS members on disclosure of financial interests.  The Draft policy on the performance of remunerated work outside of the Department was being finalised. And the Tender Committee members required to read, complete and sign declaration of interest forms.  The Department also has a Code of Conduct setting minimum compliance standards by employees. Any alleged breach is regarded as misconduct, to be investigated and followed by disciplinary action and appropriate sanctions. In ensuring the Health, Safety and conducive environment for employees, the Department has appointed health and safety representatives, fire marshals and first-aiders who have completed training in basic first aid and fire-fighting. Additional fire equipment is installed in the Department to ensure proper fire detection. 
The Committee had raised concerns with the Board of South African Tourism which did not comply with the King 111 Report recommendation in terms of good governance in the 2013/14 financial year.  The Entity has since improved on its governance issues and established Board Committees as recommended in the King 111 Report.  In line with the PFMA and King III Report on Corporate Governance Recommendations, the Internal Audit Unit provided the Audit and Risk Committee and Management with the assurance that the internal controls are appropriate and effective. A formal risk assessment was conducted during the period under review and the top ten strategic risks affecting the business were identified. There were no matters reported that indicated any material deficiencies in the systems of internal control or any deviations thereof. In line with the statutory requirements and Audit Standards, the independence of the Internal Audit Unit has been assessed
8.2.5
Forensic Audits

The Committee had requested the Department to provide information on the forensic audits and litigation with regard to the Social Responsibility Implementation Programme. However, the Department had not provided this information, citing that the investigations were not complete. The Annual Report and the Auditor-General however, indicated that the investigations had been concluded and the Department was still studying the report. This report is important for the Committee as most of the SRI projects are on hold or have been given additional funding due to misappropriated project funds. 
8.2.6
Financial misstatements

South African Tourism showed a marked improvement with regard to its financial reporting. The entity improved from the unqualified audit with findings in 2013/14 to a clean audit in 2014/15.  This was due to the management of the entity having addressed issues that were raised by the Portfolio Committee with regard to the audit findings in 2013/14. However the Department regressed.
8.2.7
Information Technology

In the 2013/14 financial year, the Committee had raised concerns with the user access management and programme change management which were not effectively monitored by the Department. This had resulted from management oversight in ensuring that the IT system which was not being implemented properly.  The Department has improved on this and tightened the management of its IT systems. The Auditor-General also did not pick any issues related to IT management in the period under review.

8.3 Service delivery performance 

The Committee made a number of recommendations in the 2013/14 financial year Budget Review and Recommendations Report. The Department had addressed most of those issues in the year under review. Some of the concerns are recurring, including:
8.3.1 Policy, planning and strategic alignment at local government

The Committee observed that the roles and responsibilities between spheres of government and their marketing entities are still a challenge in some provinces. The Committee acknowledges that municipalities are responsible for planning and zoning at a local level.  This includes zoning for different types of land uses.  In the same vein, municipalities are responsible for developing Local Economic Development Plans and should be careful about promoting certain land uses to the detriment of others. The Committee warns that tourism is a service industry that is sensitive to other land uses and duty of care should always be exercised when municipalities issue licences for certain projects or businesses.  Internal communication should also prevail within the municipality to ensure that all municipal projects are in synch and do not trigger tourism sensitivities.  .

The Committee also observed that there are still challenges faced by some provinces and municipalities in developing and running tourism coordinating structures.  Despite the Department having well established governance and coordination structures at a national level, some provinces, especially municipalities still do not have these structures.  The Minister is in a better position to lobby for the development of these coordinating structures through MinMec engagements. 

8.3.2 Fragmented brand positioning

Some provinces still have a challenge with brand positioning.  In the case of Eastern Cape, there are various pay-off-lines such as “Home of the legends”; “The Adventure Province” and “Home of The Big 7” adopted and used by different organisations when marketing the province.  These communicate and send different messages to potential tourists, thus confuse the market.  The Committee also observed that the provincial branding driven by the Office of the Premier is “The Home of Legends” whilst most of the provincial tourism marketing material bears “The Adventure Province”. This poses a challenge for national branding and marketing and calls for the Minister of Tourism to ensure that all provinces are aligned to national tourism branding for efficient and effective marketing messages.
8.3.3 Staff Competency, efficiency and effectiveness 
The Committee observed that some provinces are struggling with research capacity at both provincial and metro/municipal levels. This has a negative impact to South Africa as a tourism destination in general as tourism thrives on the full understanding of contemporary industry trends and projected future performance.  Research capacity is thus needed at all levels of government to ensure good planning and management that will in turn bring benefits to South Africa and various provinces in general. Good research capacity will assist tourism organisations and destinations, and help the managers of tourism companies and destinations, their partners and other stakeholders in particular, to make better decisions regarding tourism. This should be based on good understanding and use of tourism indicators as central instrument for improved planning, management and marketing of the destination.

The Committee also observed during interaction with some tourism officials at a municipal level that issues of competency and efficiency are still recurrent with regard to performing expected tourism functions.  This was seen as a cause for some municipalities failing to fulfil their tourism mandate. Staff members were struggling with simple tasks in their portfolios to assist the local communities on tourism.  This included issues such as lack of tourism awareness by locals, knowledge of funding avenues, planning, marketing and coordination of tourism at a municipal level.  This challenge continues despite capacity building programmes being implemented by the Department with the assistance of the University of Pretoria. This calls for the Department to review the reach of this programme and its impact in addressing capacity issues at a local level.

8.3.4 Signage and tourism infrastructure

The Committee observed that tourism developments in the country are still stifled by lack of bulk infrastructure such as water, electricity, and road access Tourism signage is poor in some areas and non-existent in others throughout the country.  Some major national and provincial attractions such as World Heritage Sites have no proper signage from national roads and major access routes.  Travelling to these attractions and facilities becomes difficult and time consuming.  Poor signage also exposes tourists to danger and make them prone to opportunistic crimes such as mugging and hijacking.  The Department is in a better position to work with other departments, provinces and municipalities to unlock tourism infrastructure requirements, especially for strategic tourism projects that have potential to create jobs and foster transformation. It is acknowledged that the Department has started efforts to coordinate signage issues with the Department of Transport. However, collaboration between the Department of Tourism and the Department of Transport should be intensified to get a quick solution to this problem.  The Committee also observed that some tourism support infrastructure, including quality of access roads, bulk infrastructure, and other related infrastructure is still a challenge in the country.  Other issues that impact on tourism infrastructure include cleanliness of the towns and maintenance of municipal parks. The interactions with the South African Local government Association and the Department of Cooperative Governance and Traditional Affairs need to be intensified to address infrastructure issues as guided by the Back to Basics programme.

8.3.5 SMME Development

The emerging tourism enterprises still face challenges. The tourism industry is characterised by emerging enterprises which are struggling with a number of issues including market access, access to funding and appropriate skills.  The National Department of Tourism and provinces, including provincial tourism entities, are involved in a number of tourism SMME development programmes. However, there is lack of coordination between the SMME programmes provided by the provinces and those supported by the national Department and municipalities. This calls for a coordinated SMME support programme by all spheres of government as the Department lacks a comprehensive SMME strategy geared towards incubating SMMEs to ensure they are self-sufficient and sustainable. SMME programmes are fragmented and impact is not visible on the ground. The Committee also observed that the Tourism Enterprise Partnership (TEP) programme funded by the National Department of Tourism was effective to a limited extent as the SMMEs visited by the Committee indicated their satisfaction with the support provided. Some of these SMMEs had won some provincial and national tourism awards.  However, some SMMEs cannot access assistance as the SMME programmes provided by the TEP are accessed at a fee.  In justification of the fee, TEP argues that based on international best practice with regard to enterprise development cost sharing, they charge an annual administration fee of R600.00 and a commitment fee of 10 percent per service used. This poses a challenge for some SMMEs who cannot afford the fees, and this is demonstrated by the non-achievement of a target to support rural enterprises whereby the Department cited that some rural enterprises could not afford the fees. The Department should therefore have a targeted SMME strategy that will ensure growth and sustainability in the SMME sector.

8.3.6
Need to develop niche tourism products 
The Committee observed that there are various niche tourism products pursued by various provinces.  The Department is however not involved in supporting these niche products and has reservations in developing some of them. Some of these include cruise tourism as pursued by Western Cape, KwaZulu-Natal and to some extent Eastern Cape, and medical tourism. There is also limited involvement of the Department in developing and promoting local events and sports tourism.  

The Committee also observed that the country has a number of possible tourism routes that could be developed yet they remain dormant and underdeveloped. These include to an extent the heritage route, battlefield routes, and township tourism. Some provinces have potential to strengthen their heritage tourism through creating heritage routes that could complement the proposed Liberation Route.  This should embrace colonial history and township tourism in other areas. Some provinces boast large townships in South Africa and this presents enormous opportunities for developing sound township tourism that could complement and benefit from the heritage and liberation routes. The Department should therefore link potential of these provinces with their Heritage and Cultural Tourism Strategy and find ways of developing new tourism routes.
8.3.7 
Lack of transformation

The tourism industry still reflects structural economic attributes of the past as the sector remains untransformed.  The ownership structure reflect that large tourism companies are still owned by the few citizens who were previously privileged. The black ownership is mainly confined to small tourism enterprises and some of community-based projects are struggling or have been closed down. 
8.3.8
Need to improve airlift
The Committee observed that airlift remains a challenge for South Africa, and Africa as a continent in general. The country is a long haul destination and airlift remains at the centre of facilitating foreign tourist arrivals and unlocking domestic tourism in the country. Travel by air within South Africa is too expensive and stifles domestic tourism.  In addition to expensive air travel, some destinations in the country have poor connectivity. Some smaller towns with tourism potential have poor connectivity or frequency of flights and can be accessed through connecting flights via OR International airport. The Committee has also noted that the cost of flights is also linked to other travel related charges such as airport taxes which are very high in some airports in South Africa.  Some Low Cost Airlines have been pulling out of certain routes and others reducing frequencies. Relevant authorities such as the Department of Transport, Public Enterprises and Airports Company South Africa must be consulted to discuss the impact of poor airlift in the tourism industry.  There is also a need to lobby the African Union to enforce the implementation of the Yamoussoukro Declaration.
There has also been a slow uptake by African countries in implementing the Yamoussoukro Declaration. This matter requires a political and diplomatic intervention to ensure that the improved airlift in Africa does not benefit international carriers at the expense of the continent.
8.3.9
Private sector contribution to marketing

The Committee noted that the number of the TOMSA Levy collectors has been declining.   The private sector complains about how this levy is utilised by South African Tourism. This contribution is crucial to augment government funds appropriated to South African Tourism, which is too little compared to the country’s competitions with regard to international tourist market share. 

8.3.10 Maintenance of tourist attractions

Most tourist attractions in the country fall outside the span of control of the Department.  Some important attractions such as cultural and heritage sites fall within the ambit of the Department of Arts and Culture, provinces or even municipalities. The committee noted with concern that some of these attractions are not well maintained and some are in the state of disrepair.  This affects product offering as some of them are internationally acclaimed and draw a number of tourists to South Africa.  The Department is urged to work closely with relevant departments and authorities to promote proper maintenance of tourist attractions throughout the country.

8.4
Financial performance including funding proposals 

The financial performance of the Department for 2014/15 was at 98.4 per cent of the R1 583 260 adjusted appropriation.  South African Tourism was given R100 million additional budget for domestic tourism.  Given that domestic tourism has been neglected in the past, this budget will not be able to change the plight of domestic tourism as quickly as it is necessary to improve and cushion the domestic market. An additional budget is therefore needed to stimulate domestic tourism through embarking on robust market activation campaigns, providing marketing collateral, and providing incentives for companies that are prepared to package and drive domestic tourism.  Additional budget is also needed to ensure radical economic transformation of the tourism industry to change the structural economic imbalances of the past.  The Department has a potential to initiate projects could contribute towards creating direct and indirect jobs thus addressing the triple challenge of poverty, inequality and unemployment.
9. Recommendations

After thorough consideration of the performance of the Department of Tourism and South African Tourism, and the environment under which these entities operate, the Committee would like to make the following recommendations to both the Minister of Finance and Minister of Tourism: 

Recommendations to the Minister of Finance

9.1 Financial performance including forward funding recommendations

9.1.1 Appropriation of Tourism Budget 

It is recommended that the National Treasury considers increasing the amount of the budget ring-fenced for Domestic Tourism to ensure the growth of this market and self-sustainability of the tourism industry in South Africa.
9.1.2 Classification of EPWP Expenditure

It is recommended that the Minister of Finance assists the Department of Tourism with regard to correcting the accounting treatment for EPWP budget at the Department as there is a threat of no further exemptions given to the Department on the modified cash in respect of the infrastructure projects.

9.1.3
Permanent solution for foreign currency exposure

It is recommended that the Minister of Finance assists South African Tourism in finding a permanent solution with regard to costs incurred due to foreign currency exposure when conducting international marketing activities.

Recommendations to the Minister of Tourism 
The following recommendations are made to the Minister of Tourism with regard to both the National Department of Tourism and South African Tourism:

National Department of Tourism

9.2 Governance and Leadership

9.2.1 Improvement on Financial Misstatements 

It is recommended that the Department, through the Chief Financial Officer, ensures that the Annual Financial Statements are submitted according to the prescribed legislation and notices issued by the National Treasury to avoid negative findings by the Auditor-General.
9.2.2 Accountability to Parliament

It is recommended that the Department responds to the recommendations made by the Committee in the Budget Review and Recommendations Report at least at the beginning of the next financial year to assist Parliament to track improvements effected on the specific issues raised by the Committee. 
9.2.3 Avoiding under expenditure
It is recommended that the Department conducts proper planning for its intended projects to ensure that projects commence on time and there are no outstanding planning and approval related issues that may cause unnecessary delays.

9.2.4
Dealing with recurring issues 

It is recommended that the Department addresses all the recurring issues emanating from the previous Budget Review and recommendations Reports.

9.2.5
Implementation of the Auditor-General findings

It is recommended that the Department and South African Tourism address all the issues raised by the Auditor-General for the 2014/15 financial year.

9.3 Determining the budget for National Department of Tourism

It is recommended that the Minister of Tourism commissions an econometric study to determine and quantify the budget needed for both the National Department of Tourism and South African Tourism in order to make realistic budgetary recommendations to the Minister of Finance based on reliable information.

9.4
Recovery Plan to address negative perceptions created by Immigration Regulations.

It is recommended that the Minister:

(i) Conducts an economic impact and regulatory assessment study to ascertain if there were unintended consequences created by the introduction of the Immigration Regulations in the tourism sector.

(ii) Develops a recovery plan including positive messaging to international markets addressing the negative perceptions created by the Introduction of Immigration Regulations.
9.5 Corporate citizenship in the tourism sector

(i) It is recommended that the Minister of Tourism, in collaboration with the Minister of Labour, conducts a study in line with the sectoral wage determination, to investigate corporate citizenship and employment patterns in the tourism sector and ascertain if the jobs created in the sector benefit the citizens of South Africa. 

(ii) It is recommended that the Minister of Tourism engages the Minister of Arts and Culture in professionalising cultural performances rendered at tourism attractions and facilitate formalisation of cultural groups into business entities that can trade with the tourism sector to avoid abuse of such groups. 
9.6 Forensic audits and improved Social Responsibility Implementation (SRI)
It is recommended that the Minister:

(i) The Department produces a comprehensive status report of all incomplete Social Responsibility Implementation projects throughout the country and indicate what the proposed intervention planned for each of them are.
(ii) Enhances its project planning to include all aspects of building infrastructure projects, including all necessary studies and approvals such as Master Site Development Plans; Environmental Impact Assessments; and Architectural designs approved by the municipality, and iimproves contract management capacity and acquire building engineering expertise to ensure payments are not done without comprehensive inspection on the work done by contractors.

(iii) Reports annually on all the EPWP projects that funded for that particular financial year, and the report should give an indication of the number of projects funded and / or planned projects.

9.7 Tourism policy, planning and coordination at local level
It is recommended that the Department develops an implementation plan for the Local Government Tourism Toolkit to have a structured programme that enhances capacity of personnel at a local level and assist municipalities to perform their tourism function.

9.8 Radical economic transformation
It is recommended that the Department implements tourism initiatives that drive radical economic transformation and strive to achieve a balanced and equitable ownership structure of the tourism sector in the country. 
9.9 Tourism SMME development

(i) It is recommended that the Department develops a comprehensive tourism SMME strategy that will ensure growth and sustainability in the SMME sector.

(ii) It is recommended that the Department considers conceptualising and implementing a Tour Operator Incubator Programme aimed at developing black and emerging tour operators that could unlock the domestic tourism market and progress in the sector to provide inbound tourism services.

(iii) It is recommended that the Minister of Tourism in collaboration with the Ministers of Arts and Culture and Small Business Development formalise the small businesses that trade in the tourism value chain, such as crafters, and provide formal market stalls and souvenir shops or outlets. 

9.10 Improvement of tourism infrastructure 
It is recommended that the Department collaborates with other departments and spheres of government to ensure that tourism infrastructure is improved and/ or provided by relevant authorities to facilitate tourism development and tourist experience. 
9.11 Professionalisation of tourist guides

It is recommended that the Minister intensifies programmes intended to professionalise tourist guides and collaborates with the Minister of Arts and Culture in developing standardised scripts that provided factual information in all heritage sites in South Africa.

South African Tourism

9.12 Quantification of marketing budget

It is recommended that South African Tourism conducts a benchmarking study to analyse and quantify how much is needed to effectively market South Africa both internationally and domestically. 

9.13 Improved domestic tourism
(i) It is recommended that South African Tourism intensifies programmes that drive conversion of the potential domestic market to take domestic holidays and engage in leisure activities. 

(ii) It is recommended that South African Tourism revises the Shot Left campaign and develop a dedicated user-friendly website with different packages. 

9.14  Revision of tourism statistics

(i) It is recommended that South African Tourism and Statistics South Africa finalise the methodology of collecting domestic tourism statistics and produces credible international tourist arrivals figures.
(ii) It is recommended that the Department and South African Tourism works closely with other government entities such as Airports Company of South Africa and provincial authorities to collect and collate tourism statistics.

9.15 Addressing geographical spread and seasonality

It is recommended that South African Tourism initiates effective programmes to deal with geographical spread and seasonality throughout South Africa.

9.16 Reconstitution of the Tourism Grading Council  South Africa and improvement of the Grading Scheme 
(i) It is recommended that the Department conducts a legislative and policy review of the implementation model for the tourism grading scheme in South Africa.

(ii) It is recommended that the Department implements the recommendations of the SAT Review Report with regard to the Grading Council of South Africa.

(iii) It is recommended that the Grading Council of South Africa enhances and implements all the current basket of benefits meant to improve grading of tourism facilities in South Africa.
9.17
National Conventions Bureau

It is recommended that the National Conventions Bureau assists provinces that do not have capacity to generate and follow on leads to bid and acquire business events.
9.18 Addressing concerns on TOMSA Levy
It is recommended that South African Tourism works closely with TOMSA in addressing pertinent concerns of the industry on how the levy is spent to encourage and maximise collections and contributions to marketing initiatives.
10.
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