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Nominal Rand 
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change
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change

Real % change

R million

2009/10

2010/11

2011/12

2012/13

Administration

  92.0

  101.3

  107.7

  111.8

  9.3

  2.9

10.11 per cent

3.19 per cent

Energy & Broadband

 1 959.2

  150.4

  14.5

  14.9

- 1 808.8

- 1 818.2

-92.32 per cent

-92.81 per cent

Legal, Governance 

  145.9

  54.4

  19.6

  20.4

-  91.5

-  94.9

-62.71 per cent

-65.06 per cent

Manufacturing Enterprises

  199.3

  16.2

  15.6

  16.7

-  183.1

-  184.1

-91.87 per cent

-92.38 per cent

Transport Enterprises

 1 568.7

  18.5

  20.6

  23.4

- 1 550.2

- 1 551.4

-98.82 per cent

-98.89 per cent

Joint Project Faciility

  26.0

  9.8

  8.8

  9.1

-  16.2

-  16.8

-62.31 per cent

-64.67 per cent

TOTAL

 3 991.1

  350.6

  186.8

  196.3

- 3 640.5

- 3 662.5

-91.22 per cent

-91.77 per cent

2009/10 - 2010/11

2009/10 - 2010/11

Budget
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BUDGET VOTE 10: PUBLIC ENTERPRISES 

1. Introduction 

The department’s key role in overseeing State-owned enterprises is to monitor their performance, their financial and operational stability and to promote investment in strategically important sectors of the economy. This also means aligning the mandates of these enterprises with the priorities of government in a manner that does not compromise the commercial viability of each of the entities.
. 
For the financial year under review the department has been responsible for nine State-owned enterprises listed on schedule 2 of the Public Finance Management Act (Act 1 of 1999). These are; Alexkor, Broadband Infrastructure Company (InfraCo), Denel, Eskom, Pebble Bed Modular Reactor (BMR) (Pty), Safcol, South African Airways (SAA), South African Express and Transnet.
 The Department’s overall objectives are to provide an effective state-owned enterprise shareholder management system and to support and promote economic efficiency within each of the state owned enterprises.
 

2. Policy priorities for 2010/11 

The department’s revised mission and strategic focus has thus been organised around the need to actively engage with stakeholders, within and outside government, so that the role of each State-owned enterprise is aligned with broader economic policies and strategies, and to ensure that sectoral policies and regulations support this alignment. The department’s immediate focus is to align State-owned enterprises planning and performance with the outcomes defined by the national medium term strategic framework.
 

The Department has developed a State Shareholder Management Model to bring coherence and consistency to the management of all SOEs. This model will allow government to systematically leverage SOEs’ capacity to achieve strategic national objectives without compromising their financial sustainability.
 Over the medium term the Department will focus on getting government’s acceptance of this Shareholder Management Model and driving its implementation at all the State-owned enterprises. The Shareholder Management Model seeks to achieve the following key objectives:

· Define a clear medium-term strategic intent for each of the SOEs

· Ensure the ongoing commercial viability of the SOE through a constant process of monitoring and risk management and where required, intervention.

· Ensure that competent management of each of the SOEs and that boards fulfil their fiduciary duties.

· Align the activities of the SOE with the relevant sector policies

· Facilitate co-ordination between SOE programmes and relevant Government departments

· Ensure that SOE are adequately capitalised to respond to changing market conditions

A further key focus will be to gain greater recognition for State-owned enterprises as strategic instruments of industrial policy. This among other things means that SOEs’ key programmes must be integrated into the broader industrial policy and economic cluster programme of the government both in terms of funding and policy support. Priority activities for the department to support the implementation of these focal areas include:

· Improving the Izibuko dashboard for the regular and electronic performance updates

· A comprehensive benchmarking framework for all SOEs for systematic comparisons

· Framework for the integration of capital structure analysis, specifically SOEs corporate and investment strategies.

· Developing the department’s intellectual property

· Attracting qualified people with shareholder management skills

· Building the department’s brand and reputation

These objectives will be realised within government’s service delivery framework where the work of departments will be measured by outcomes, developed through government’s performance monitoring and evaluation system. This means that ministers will have to sign a detailed Delivery Agreement with the Presidents, and the agreement will outline what is to be done, how and by whom, within what time period and using what measurements and resources.
 This new approach forces governments departments to work through measurable outputs with clear targets and well-defined activities and priorities.

3. Performance and service delivery information

The main objective of the department in overseeing SOEs is to ensure that each of the SOEs are financially viable and can easily operate off their balance sheets rather than rely on the fiscus. The department oversees nine State-owned enterprises, and one of the instruments the department uses to effectively oversee these SOEs are shareholder compacts. Each of the state owned enterprise signs a shareholder compact with the department in which they outline what are their targets and objectives for the year. 

For the past few years most of the nine SOEs have been struggling to be commercially profitable business enterprises. State-owned enterprises like Alexkor, Denel, SAA, Transnet and Safcol have been dealing with ‘legacy issues’ ranging from land claims to burdensome contracts and market challenges. As a result of this SOEs embarked on turnaround strategies – with the intention of aligning themselves with government policy objectives whilst also running their businesses profitably. In order to implement their turnaround strategies successfully government had to recapitalise SOEs and this required a lot of capital. Since the 2004/05 financial year each of the SOE has received the following transfers (excluding guarantees) from government:

· Alexkor (R465 million)

· Broadband Infraco (R1.3 billion)

· Denel (R4.1 billion)

· Pebble Bed Modular Reactor (R8.3 billion)

· South African Airways (R2.2 billion)

· South African Express (R445 million)

· Transnet (R140 million)

Alexkor’s performance has been hampered by the land claim and subsequently by the out of court settlement which made Alexkor to pay nearly R500 million in total as compensation to the Richtersveld community. The Broadband Infrastructure Company which is meant to reduce broadband costs by nearly 30% is not yet fully operational due to some technicalities, and chief among these is the delay in obtaining its licence. Denel continues to make losses and the company has not yet turned profitable despite its turnaround strategy and as such one of its subdivisions Denel Saab Aerostructures is responsible for some of the losses. 

The Pebble Bed Modular Reactor (PBMR) is still under construction and government has decided against any further funding for the nuclear project. Further funding for the project will have to come from investors. South African Airways is one of the SOEs mostly affected by ‘legacy issues’ especially the Airbus contract which the airline is currently renegotiating. As a result of these negotiations (SAA has been reimbursed some of its money) the airline has reported a profit for the 2009/10 financial year. Both South African Express and Transnet have reported a profit for the 2009/10 financial and both on strong balance sheets. Most SOEs have not yet realised their full potential due to the issues highlighted above and non profitability continue to plague some of them. 

4. Budget analysis

In delivering his budget speech for 2010, the Minister of Finance, Mr Pravin Gordhan echoed the same sentiments that have come to characterise government’s new approach that, “the new framework of outcomes and associated targets.”
 The Minister of Finance quipped that over the next three years, the public sector aims to spend about R846 billion on its infrastructure programme. That a significant portion of this public-sector infrastructure programme will be undertaken by state enterprises and will not be directly financed from the fiscus but will largely be met by users, and will in several cases require tariffs to be phased in over the period ahead. 

Examples include Eskom’s build programme of the Medupi and Kusile Power Stations and Transnet’s New Multi-Product Petroleum Pipeline from Durban to Johannesburg. The National Energy Regulator of South Africa (NERSA) granted Eskom a 24.8% tariff increase amounting to R85 billion in real terms for the 2010 financial year.
 Treasury on the other hand has proposed a 7.5 cents a litre increase for petroleum to contribute to the funding of Transnet’s New Multi-Product Petroleum Pipeline whose construction is still underway.
 In line with the Finance Minister’s assertions these capital generating measures will bring relief to this year’s budget.

In terms of allocation the Department of Public Enterprises (DPE) has been allocated in overall approximately R350 million for the 2010/11 financial year. This confirms treasury’s statement that much of the infrastructure funding will not come from the fiscus. This is a huge decrease from the R3.2 billion the Department was allocated for in the previous financial year. The general perception is that this allocation for the Department is mainly for administration and shareholder management of the various SOEs. Consequently, there are no major transfers to State-owned enterprises and only two SOEs are to be funded from this budget namely, the Infrastructure Company (Infraco, R138 million) and Alexkor (R36 million).
Table 1: Programme Budget


Source: National Treasury (2010)

The Department’s budget forecast in the last financial year also indicated a huge decrease for this year’s budget, estimating this year’s budget at R311.9 million instead of the appropriated R350.6 million. The Department’s budget allocation has decreased by R3.6 billion in monetary terms and by 91 in terms of percentage. In other words, the overall budget allocation for each of the Department’s programmes has decreased significantly except for the Administration programme. This however does not mean that SOEs in general are not in need of further capital for their infrastructure programmes. Far from it, over the next five years SOEs are estimated to spend R699.6 billion. This capital according to the Minister of Finance, Mr Pravin Gordhan will come from internally generated resources, and a mixture of long term and short term borrowings in the domestic and foreign markets.
 

To date, State-owned enterprises have obtained loans from the African Development Bank (Eskom US$2.5 billion), the Japanese Bank for International Cooperation (Transnet, Ұ35 billion) and the European Investment Bank (€480 million to various State-owned enterprises). The World Bank’s approval of Eskom’s loan application of US$3.75 billion is a welcome relief in the construction of the Medupi Power Station in Lephalele in Limpopo. The success of Eskom’s loan application will bring great relief to the fiscus and also to South African electricity users as it will complement the utility’s tariff hikes. 

5. Program analysis 

The Administration programme aims to provide overarching management and support functions and processes within the Department. In this financial year the programme’s budget allocation has slightly increased from R92 million in 2009/10 to R101 million in 2010/11 financial year. There is an increase of R2.9 million or 3.19 per cent in real terms. It is the only programme in this financial year whose allocation has been increased. This increase is attributed to, among other things, the establishment of the deputy minister’s office as well as the shifting of the risk component in the Legal, Governance and Transactions programme to the chief investment portfolio manager’s office.
 

The Energy and Broadband programme is responsible for aligning and monitoring the corporate strategies and performance of Eskom, Pebble Bed Modular Reactor and Broadband Infraco against government strategic intent and performance targets. However, and since the 2006/07 financial year the Energy and Broadband Programme has been receiving the highest allocation and this year is no different. This year the programme has been allocated about R150 million and although this amount is less than the allocation the programme received in the previous financial year by R1.8 billion, it is still the highest compared to other programmes. There is only one transfer for this programme and is R138.6 million earmarked for Broadband Infraco. 

The main purpose of the Legal, Governance and Transactions programme is to align governance and risk management practices, and transactions of SOEs with government‘s overall objectives and legislation. The programme has been allocated R54.4 million of the 2010/11 Budget Vote. Compared to the previous financial year this year’s programme allocation has decreased by R94.9 million in real terms and by 62.71 in terms of percentage. The only projected transfer is that of Alexkor at an estimated value of R36 million as part of the funding of the Richtersveld land claims settlement agreement. 

The Manufacturing Enterprises’ aim is to align and monitor the corporate strategies of Denel and the South African Forestry Company Limited (SAFCOL) against government’s strategic intent and performance targets. The budget allocation for this programme has drastically decreased from R199.3 million in 2009/10 to R16.2 million in the 2010/11 financial year. In monetary terms this allocation has decreased by R184.1 million or by 92.38 per cent in real terms. Neither Denel nor Safcol are expected to receive any transfers as it was the case in the previous financial years. The implication is that this allocation for the programme is meant only for the management and oversight functions of the manufacturing enterprises’ sector.

The Transport Enterprises intends to align and monitor the corporate strategies and the performance of Transnet, South African Airways (SAA) and South African Express Airways (SAX) against government’s strategic intent and performance targets. This programme has been allocated R18.5 million for the 2010/11 financial year and R1.5 billion less than the previous year. This year’s allocation has been slashed by 98 per cent with no transfers to any of the SOES that fall under this programme. Most of the transfers in this programme have been going the way of South African Airways but since the airline reported profit in the last financial year this seems to have come to an end. 

The Joint Project Facility (JPF) co-ordinate and develop cross-cutting projects that leverage the assets, and capabilities of the State-owned enterprises to the benefit of the economy.
 Budget allocation for this programme for the financial year 2010/11 is estimated at R9.8 million and like all the other programmes has been allocated less compared to the previous financial year when it was given R26 million. The budget is used for expenses related to support functions such as remuneration and goods and services. The Joint Project Facility was established in 2005/06 and was funded by all the SOEs. In 2006/07, the unit was included as a sub-programme under the Manufacturing Enterprises programme, but through the realignment of the functions within the Department a new programme (JPF) was created in 2007/08 and historical expenditure was adjusted accordingly. 

The overall expenditure on consultants by the department has slightly decreased from R91.5 million in 2009/10 to R86.7 million in 2010/11. The decrease is insignificant if inflation (the general increase in prices) is taken into account, and in real terms this might not be a decrease at all. Having said that, the use of consultants by the department has been one of the major challenges Parliament has been trying to understand, particularly the increasing expenditure over the years on such services. The issue of skills transfer and the recruitment of skilled personnel or specialist seem to be one of the unresolved challenges the department is still grappling with.    

6. Key issues for consideration by parliament

In his Budget Speech for 2010/11 the Minister of Finance referred to the expenses incurred by State-owned enterprises when he said, “Too often the culture […] in state owned enterprises is to ratchet up salaries, spend on frills, travel in luxury and spend more on marketing the agency than in fixing the service.”
 He said that, this year and together with the minister in the Performance and Evaluation and Monitoring Unit in the President’s Office will be conducting comprehensive evaluations of several key spending areas with a view to eliminating ineffective programmes and generally improving value for money. 

Taking into consideration what the Minister said in his budget speech Parliament will also need to pay close attention to SOEs’ cost-cutting measures in reducing costs. Such measures should also be incorporated in each SOEs’ Shareholder Compact for effective monitoring purposes by Parliament. State-owned enterprises’ Shareholder Compacts must also set targets on how much an SOE intends to save and within what time period. 

In the last financial year for example, the Minister of Finance referred to SAA’s funding challenges whilst also committing government to financially support the airline’s turnaround strategy. The minister went on to say that he is sure that Parliament will agree with him that this will not be a recurring allocation.
 In the 2009 financial year South African Airways reported a profit although on a weak balance sheet, indications are that the airline is returning to financial sustainability. The same attitude needs to be inculcated to all SOEs, that when the Minister of Finance or Parliament identifies certain weaknesses that those problems are addressed and the situation does improve. 

The use of consultants by the department seems to be a recurring phenomenon with no signs of ever improving. Last year the Minister of Finance pointed out that, “There is insufficient control […] of consultancy services. Stricter oversight of the activities and executive remuneration in agencies and government enterprises is also required.”
 When Parliament raised the matter about the use of consultants two years ago, the department explained that some of its staff personnel were specialists and as a result are classified as consultants. The department promised to make this clear in their books so as to give Parliament a clear picture of their staff profile and level of skills competence. This has not been the case and yet Parliament needs to know exactly how much the department spends on consultants so as to understand the extent to which skills shortage is affecting the department.

Parliament will also need to pay close attention to the Ministerial Committee that is driven by both the Finance Minister, Mr Pravin Gordhan and the Department of Public Enterprises’ Minister, Ms Barbara Hogan. The Minister of Finance, Mr Pravin Gordhan referred to the “rationalisation” of SOEs without being specific about what this means, speculations in the media are that some SOEs might be shifted to their relevant departments, e.g Transnet under the Department of Transport. It looks like the recommendations of the ministerial committee once they come out will have huge implications on the department’s role over SOEs or none at all. Either way Parliament will need to be informed of the developments and even be briefed of the likely outcome as part of its oversight functions.
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