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In 2008, the SABC was engulfed in a Governance crisis that was triggered by the fractious
relationship befween the Board and the Group Executive

The crisis was characterised by a fractious relationship between the Board and the Group
Executive Commitiee
in July 2009 he Board of the SABC was dissolved.

The Governance crisis period coincided with the 2008/9 Giobal Economic and Financial crisis
that engulfed the entire global economic system

For the 2008/09 financial year, the SABC reported posted a deficit of R910 million.

The SABC blamed Global Economic and Financial Crisis for losses

Subsequent investigations pointed towards poor Governance as a serious contributor to fina
performance of the SABC.

‘

ATask Team appointed by the Minister of Communications established that the SABC problems .-
went beyond revenues not materialising - crisis was a resuft of gross financial mismanagement,
escalating operational costs, substantial discounts offered to customers and contracts that were -
unfavourable 1o the SABC for the purchase of content. :
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In July 2008, National Assembly introduced amendments to the
Broadcasting Act of 1999 io facilitate the resolution of the Governance
impasse

Board members began to resign one by one until all of them resigned and
the Interim Board was appointed for a period of six months

The interim Board approach the Government for financial assistance
especially to enable the SABC to honour its debts as they become due for
payment.

Government agreed to provide the SABC with a cash allocation of R200
million from the 2009/10 Adjustment Estimates budget.

in addition thereto, a Government Guarantee of R1,473 billion was granted
to allow the SABC to borrow money from the financial markets.
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Explicit Revenue enhancement measures include the following:
-Achieving revenue potential from advertising — The appointment of Senior
Marketing and Sales Director(s), plus the support team to dovetail with
advertisers, along with linking Content to advertising potential (Estimated
revenue of R535 million)

- Sponsorships revenue enhancement of R128 miliion.
Stabilizing programming schedules and up-skilling the Sales and Marketing
Division {estimated at R42 million)

-Reviewing the Sports Strategy and considering in interim, a freeze on all
local and international Sport Rights except for sport which the SABC is obliged
to broadcast

- Reviewing and implementing Corporate Governance and Procurement
policies and procedures so as to curb fruitless and wasteful expenditure

A global leader in the development and use of Information and Communication Tachnologies for secio-econcmic developmant
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Explicit cost-cutting measures

- Content Restructuring ~ The introduction of commerciality, a broader
consensus on selection, arranging advertising at the time of procurement,
avoiding content with big net losses, etc (estimated savings of R336 million)

- Right-sizing the organisation - The payroll to be reduced through
retrenchments and early retirement (estimated saving with of R287 million)

- Reviewing the professional fees, especially SAP consulting fees
(estimated savings of R136 million)

- Other cost, estimated to R72 million were planned to be cut down. The
management of the SABC to decide on where to cut these costs.
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~The SABC to develop, in conjunction with the Department of
Communications, a project plan with completion milestones, fimelines and
executive responsible for the achievement of each of the identified cost saving
and revenue enhancement initiatives

-The pfan to form a basis for monitoring on a monthly basis of the cost saving
and revenue enhancement initiatives

-Project plan to outline the milestones, timelines and responsibilities for
implementing the corrective action to be taken to address issues identified in
various reports that include the Auditor-General and the Ministerial Task Team
reports etc.

The commitments made by the SABC to be captured in the shareholder's
compact to be signed between the Minister of Communications and the
Chairperson of the Interim Board of the SABC
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Monitoring Task Team

Ateam comprising of the SABC, DoC and the National Treasury to be
constituted to receive and consider monthly performance progress reports to
be produced by the SABC

Monitoring Task Team to make recommendations to the Minister and inform
the Minister of Finance as part of performance monitoring
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Monitoring Task Team

Ateam comprising of the SABC, DoC and the National Treasury to be
constituted to receive and consider monthly performance progress reports to
be produced by the SABC

Monitoring Task Team to make recommendations to the Minister and inform
the Minister of Finance as part of performance monitoring

GOVERNMENT GUARANTEE TARGETS
The Govemment Guarantee submission included the three scenarios
indicated in the tables beiow

The SABC chose the Base Case Scenario as a basis for applying for the
Government Guarantee
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@ The SABC was requested to develop a turnaround plan to stabilise, reposition and
place corporation an sustainable financial position going into the future.

@ With the support of Delloitte and Touche, the SABC developed and secured
approval by the Board in November 2010, a high level turnaround plan

@ The Turnaround Strategy identifies six key thematic areas through which the SABC
will be turned around:

- Leadership and governance;

- Financial Management and Controls;

- Reorganisation and people alignment;

- Human Capital Development;

- Improve return on programming operations; and
- Restoring credibility and brand.
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The SABC has identified approximately one hundred and eight projects
that need to be implemented to achieve objectives of its tumaround plan.

A tumaround project steering committee that consisis of all Group
Executive Committee members, meets fortnightly fo monitor project
implementation

Project charters and project plans were drafted and signed off by Group
Executive.

Turnaround project resource requirement reviewed and budgst requests
were made and the project management office and govemance structure
were set up.

After disagreement on the financial projections, Sizwe Ntsaluba vsp was
appointed to review and give an independent opinion on the credibility of
the projections and the underlying assumpticns provided by the SABC
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SizweNtsaluba report concluded that, “differences in GG Targets and the
projections are not ideal as it shows that there are inefficiencies when it
comes to the implementation to achieve the targeis set, a consistent
process needs fo identify where GG are matched to the projections.

The report concluded that, based on the review of the provided targets
and the forecast, and given the history of the SABC meeting its budget, it
does not appear that the SABC would be able to meet the GG targets set
out.”
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Cost Cutting Measures;
@ Reduction in headcount from February 2009 to June 2011 (net reduction in
the region of 400) due to stringent governance processes
@ Re-appointment of staff, as well as natural attrition and contracts not
renewed for positions no longer required
Q@ Voluntary separation options such as voluntary early retirement, voluntary
severance, etc first before any drastic measures are taken
@ Combined effect of cost cutting initiatives resulted to a further reduction of
R104 million of operational costs during the year ended 31 March 2011
@ Employee compensation and benefits reduced from R1.753 billion in 2010
to R1.705 billion in 2011(as per audited financial statements)

- 45
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Revenue Enhancement:

Q@ Trading and Pricing Model, which, if approved, would be implemented ih
F2012/13 only

@ R115m additional revenues from outsourcing Sponsorship Revenues

@ TV Licence Moratorium - this initiative was put on hold and ASD is
awaiting further guidance;

@ TV Licence Tariff Increase — subject to Board approval

& Government Subsidy in respect of Concessionary TV Licence Holders —
subject to Board approval

@ Government Subsidy in respect of lower LSM Households — subject to
Board approval;

@ The combined effect will result in an increase in the revenue lotalling at

least R800 million (as per budgeted figures) for the financial year ending
31 March 2012
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@ The SABC derives its revenues from Advertising; Sponsorship; Trade
Exchanges; licence Fees; Government Grants; Content & Commercial
Exploitation; Revenue Websites and Other Revenues.

@ The main contributing revenues include Advertising (70%), Licence Fees
{16%) and Sponsorship (9%).

@ The bulk of SABC’s expenditure includeemployee compensation and
benefit (32%); amortisation of programme, film and sport rights (31%);
signal distribution and linking cost (9%) and Broadcast cost (6%).
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The total revenue for the year amounted to R5.293 billion, almost on par
with the respect budget of R5.308 billion

The better performance due mainly due to the 2010 FIFA World

The total revenue fallen short by R275.558 million as compared fo the
Government Guarantee targets

Advertising revenue (R3.5 billion) exceeded the budget of R3.3 billion
by 5% mainly driven by the 2010 FIFA World Cup.

In respect of the Government Guarantee, the actual advertising revenue
has exceeded by just a small margin

Sponsorship: sponsorship revenue amounted to R484 miilion, lower than
the budget of R669 million by 28% due to under performance in
sponscership revenue
In respect of the Government Guarantee, sponsorship revenue has fallen
short by R123 miilion

REPUBLIC OF SQUTH AFR[CA
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Licence Fees amounted to R872 million and was lower than the budget
by 2%.

TV Licence revenue targets not met due to a delay in the finalisation of the
Debt Collection tenders.

There were fewer debt collection agencies on board during the 3% and 4th
quarter and less revenue was collected.

Licence fees have fallen short of Government Guarantee target by about
R61 million.

Total Expenditure: The total expenditure recorded amounted to R5.328
billion, aimost on par with the budget of R5.308 billion.

Total expenditure was better than the Government Guarantee target of
R5.583 hiilion
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Empioyee Compensation & benefits: performed above budget, R1.705
billion versus R1.618 billion.

The line item is headcount related and constitutes 30% of the fotal
expenses and was up from 23% in 2007.

There has been a decline in the headcount of the SABC from 4125 in
February 2008 to 3677 in June 2011,

Employee Compensation has fallen short of Government Guarantee by
R229 million

Amortisation & Impairement of Program, Film & Sports Rights were
R1.677 billion against the budget of R1.669 billion. In respect of the
Government Guarantee, the actual costs were

Education programming performed below budget due to shifts in
scheduling due to the Soccer World Cup and cancellation of the Vodacom
Challenge.
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Signal Distr. & Linking: no major variance between the actual and the
budget

Broadcasting costs: The variance between the budget and actual is
about 5%. The actual and budget costs were R338.173 and R321.139
million respectively
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@ The total revenue recorded amounted to R1.352 billion and maiched the
budget for the period

@ Advertising revenue amounted to R955 million and exceeded budget of
R905 million by 8%. This is also in excess of the advertising revenue for
the prior year of R934 million

@ Sponsorship revenue amounted to R107 million, higher than the budgset
of R82.4 million by 20%. The recorded sponsorship revenue was lower
than the revenue of the same period in the prior year

Licence Fees: amounted to R198 million and were lower than the budget
as well as that of the prior year's by 10% and 2% respectively
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@ The fotal revenue recorded amounted to R1.352 billion and matched the
budget for the period

@ Advertising revenue amounted to R955 million and exceeded budget of
RO0S5 million by 6%. This is also in excess of the advertising revenue for
the prior year of R934 million

@ Sponsorship revenue amounted to R107 million, higher than the budget
of R89.4 million by 20%. The recorded sponsorship revenue was lower
than the revenue of the same period in the prior year

® Licence Fees: amounted to R198 million and were lower than the budget
as well as that of the prior year's by 10% and 2% respectively

- 25
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@ Total Expenditure amounted to R1.143 billion and was lower than the
budget of R1.391 billion and the expenditure recorded for the same period
last year by 18% and 12% respective

@ Employee Compensation & benefits performed lower than budget,
R392 million versus R438 miliion

@ Amort. & Imp. Prog, film & Sports Right: actual recorded was less than
the budget and with what was recorded in the previous financial year by
7% and 30% respectively
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The main assumption in all four scenarios is that the SABC will be making
significant investment that will largely be driven by the era of digital media

in all four the SABC will have liquidity pressures for the 2012/13 to
2013/14 financial years as the cash will fall befow the safety level of R300
miilion

The first three scenarios (represented by blue, red and grey graphs), the
SABC will have negative cash flow from the 2012/13 financial year to the
FY 2013/14

Without Government funding, the SABC projecis that the cash flow will
deteriorate fo R3.7 billion at the end of the 36 months even if the
turnaround is achieved

The SABC recommends scenario four (green graph} which inciudes the
combination of the turnaround achievement and the Government funding
and will achieve ash safety level in the middie of tFY2013/14
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The evidence presented above suggests that the SABC is on the right
track in terms of meeting the conditions of the Government Guarantee

A line item by line item comparison of the key Income Staiement items
such as the main categories of revenues and the main cost drivers
suggest an improved performance first three scenarios (represented by
blue, red and grey graphs),

The SABC will have negative cash flow from the 2012/13 financial year to
the FY 2013/14

Without Government funding, the SABC projects that the cash flow will
detericrate to R3.7 billion at the end of the 36 months even if the
turnaround is achieved

The recommends scenario four (green graph) which includes the
combination of the turnaround achievement and the Government funding
and will achieve ash safety level in the middle of tFY2013/14
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The major revenue items of the SABC are Advertising, Sponsorships,
Trade Exchanges, Television Licences, Government Grants and other

A comparison of these items for the FY 2010/11against the same line
items as reflected in the Government Guarantee reveals that Advertising,
and other revenue have exceeded the Government Guarantee targets.\
The remaining revenue iine items have performed below the Government
Guarantee targets

in its monthly reports to the Monitoring Task Team, the SABC highlighted
Sponsorship revenue as the main revenue item that continually presents a
challenge to the Comporation

On the overall the total revenues of the SABC lagged the Govemment
Guarantee target by R275 million

4 globs! leader in the development and use of Information and Gommunication Technologies for socie-econamic cevelopment
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@ The major cost drivers include Employee Compensation, Amortisation and
Impairment of Programmes Film and Sports Rights, Signal Distribution
and Linking Costs and the Broadcast costs

Q9 A comparison of these items for the FY2010/11 against the Government
Guarantee conditions as reflected in the base case scenario that was
preferred by the SABC and accepted as a basis of granting the
Government Guarantee reveals that only Employee Compensation and
Benefits, Broadcast Costs and Professional and Consulting fees have
performed worse than the Government Guaranteed targets

@ All other major expenditures in the year ended 31 March 2011 performed
better that the Government Guarantee targets.

A giobat leadar in the development and use of Infonmation and Communication Technologies for socic-economic development
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@ On the overall and based on the bottom line, the SABC has performed
better for the year ended 31 March 2011 when compared to the
Government Guarantee target i.e. a loss of R228 million

@ The actual performance of the SABC has been a loss of R129 million

@ An addition of some items that were omitted in the Government Guarantee
target increases this bottom line to R214 million which is stil slightly better
that the Government Guaranteed target

@ This performance has been achieve mainly by a combination of a slight
increase in the advertising revenue and a reduction in the some major
costs items

@ While the SABC may be said to be improving, there remains some
challenges that need to be addressed if there is to be a level of comfort
with the performance of the SABC

A glabzlleader in the development and use of Information and Communicaticn Technolagies for socio-economis develppment
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Some of the challenges relate to the performance of the SABC 3 platform
which apparently is still posing a difficult to the Corporation

The Corporation also reports that the sponsorship revenues remain a
challenge as it is performing erratically

Scheduling instability still affects the sponsorship revenues in a major way
The Marketing and Sales Division is reported to be another major

challenge, especially as it relates to the expertise needed to develop
programmes needed to drive sales

With respect to implementation of the Turnaround Strategy, it seems the
SABC has identified the right interventions needed to bring stability to the
organisation

However, going forward the implementation of the turnaround is heavily
dependent on funding being provided

a3
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This is a major risk to the success of the turnaround strategy as there is a
always a chance that funds may not be made available

Another area of major concern is the conclusion that was arrived at by the
SizweNtsaluba Report

According to this report, “Differences in GG Targets and the projections
are not ideal as it shows that there are inefficiencies when it comes to the
implementation to achieve the targets set, a consistent process needs to
identify where GG are matched to the projections

Based on the current review of the provided targets and the forecast, and
given the history of the SABC meeting its budget, it does not appear that
the SABC would be able to meet the GG targets set out.”
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