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REVIEW OF INDALHO YETHU 

EXECUTIVE SUMMARY
Indalo Yethu was established in terms of a Memorandum of Understanding concluded between the Department of Environmental Affairs and The Wildlife and Environmental Society of South Africa (WESSA) in August 2005. 
In terms of section 38(1)(m) of the Public Finance Management Act, the Department was obliged to seek Treasury approval before an entity such as the Trust could be established. This approval was however not obtained which resulted in the establishment of the Trust being ultra vires.
The purpose of this review is to investigate the possibilities for amending the corporate form of the Trust and as well as the financial viability of these corporate forms.

The Trust was set up to work with government, civil society and business across departmental mandates to communicate and educate on five sectoral areas including water, energy, waste, pollution and biodiversity. The Trust's mandate is twofold: 

· Education and Awareness: Promoting and encouraging responsible environmental activities through institutional support for focused actions, programmes and projects. 

· Endorsement Programme: Ensuring full implementation of a national eco-endorsement system. 

Indalo Yethu makes use of four core programmatic strategies to fulfil this mandate, namely: Green Skills; Green Jobs and Enterprise Development; Outreach and Awareness and Eco-Endorsement.
The review questions whether these functions justify the existence of a stand-alone entity or could these functions be performed within the Department or by other public entities or service providers. The conclusion is that especially the Eco-endorsement programme may justify the existence of a stand-alone entity.

The review concluded that the operations of Indalo Yethu cannot be supported from the R4 million per year received from the Department. The intervention by the Department to support the Eco-town programme, was a measure to help Indalo Yethu with financial sustainability when it became evident that Indalo Yethu could not raise sufficient revenue to sustain its operations. 
The cost of compliance with regard to statutory requirements associated with a government component and a public entity is very high. There is simply no corporate form that can be sustained with a budget of R4 million.

The main focus of Indalo Yethu was supposed to be the development of an eco-labelling scheme. A study with regard to the development of an South African National Eco-labelling Scheme, indicated that financial self-sustainability for such an institute may only be achieved in the long term, but that it is likely that some form of government funding would be always be required.  

It was never the intention of the Department to fund the operations of Indalo Yethu in perpetuity as the Trust was supposed to generate sufficient income to support its operations.

It is thus recommended that the findings of the report should be shared with the Trustees as well as the different options that can be considered with regard to the future corporate form.

It might also be necessary to consider the dissolution of the Indalo Yethu Trust.
1.
INTRODUCTION

1.1. Indalo Yethu was established in terms of a Memorandum of Understanding concluded between the Department of Environmental Affairs (the Department) and The Wildlife and Environmental Society of South Africa (WESSA) in August 2005, to establish and develop a trust that was to serve as an institution with the objective of developing and implementing the National Environmental Awareness Campaign. 
1.2. In order to continue with the operations of Indalo Yethu whilst the investigation on the future form continued, a further Memorandum of Agreement was signed in 2010 with WESSA effective for 2009/10 and 2010/11, which was thereafter extended for 2011/12
1.3. The purpose of this review is to investigate the possibilities for amending the corporate form of the Trust and as well as the financial viability of these corporate forms. 

2.
REVIEW

1.4. Source documents
1.5. In order to do this review, the Department studied the following documents:
· The Memorandum of Agreement between the Department of Environmental Affairs and Tourism and the Wildlife and Environment Society of South Africa, 2005
· The Memorandum of Agreement between the Department of Environmental Affairs and Tourism and the Wildlife and Environment Society of South Africa, 2010
· The Memorandum of Understanding between Indalo Yethu Trust and the Wildlife and Environment Society of South Africa, 2010
· Indalo Yethu Trust Agreement dated 7 December 2005
· Correspondence between the Department, WESSA and Indalo Yethu
· Strategic Plan for 2011/12
· Annual reports for 2007/08; 2008/09; 2009/10 and 2010/11
· Institutional Framework for the South African National Eco-labelling Scheme, May 2010 

1.6. Background

1.7. Indalo Yethu was created as a legacy programme of the World Summit on Sustainable Development, hosted in Johannesburg in 2002, which emphasised the importance of a more eco-conscience society. 

1.8. It was established in terms of Memorandum of Agreement between the Department and WESSA in August 2005, to serve as an institution with the objective of developing and implementing the National Environmental Awareness Campaign. The Indalo Yethu Trust was to serve as a subsidiary under WESSA. 

1.9. The trust agreement stated that the primary goal of the Trust shall be to design and implement an environmental awareness campaign, which, premised on sustainable development principles, will seek to encourage responsible environmental practice within and across all sectors and levels of society. To this end the Trust's shall, amongst others,:

· serve as an endorsement brand; 
· conduct an extensive communications, marketing and outreach campaign;
· establish and/or enter into partnerships; and
· generate the income required to enable the smooth running of the Trust.  

1.10. In terms of section 38(1)(m) of the Public Finance Management Act, 1999 (Act No.1 of 1999), the Department was obliged to seek Treasury approval before an entity such as the Trust could be established. This approval was however not obtained which resulted in the establishment of the Trust being ultra vires.

1.11. When the error was discovered in 2008, Treasury was informed of this and advice was sought on avenues to rectify the situation. This was crucial as WESSA at that time had indicated its intention to withdraw from the agreement and this avenue of transferring funds to Indalo Yethu had to be replaced with a direct transfer payment to the Trust which would have been regarded as unauthorised expenditure as the creation of the entity did not meet statutory requirements.

1.12. Treasury indicated that it would be prepared to condone actions of the Department if Indalo Yethu Trust was to be dissolved and proposed that the entity be recreated as a subsidiary of the South African National Biodiversity Institute. This was to happen by 31 March 2009.

1.13. The Board of Trustees in principle agreed with the establishment of Indalo Yethu as a subsidiary of SANBI, but as a result of uncertainty on the future corporate form of the Trust the Board of Trustees was not able to begin the process of the dissolution of the Trust. Furthermore, not all of Indalo Yethu's focus areas could be addressed within SANBI's legislative mandate.

1.14. In order to continue with the operations of Indalo Yethu whilst the investigation on the future form continued, a further Memorandum of Agreement was signed with WESSA in 2010 effective for 2009/10 and 2010/11, which was extended for 2011/12.
1.15. The agreement therefore came to an end on 31 March 2011 and as this avenue of channelling funds to Indalo Yethu is no longer available, the purpose of this review is The purpose of this review is to investigate the possibilities for amending the corporate form of the Trust and as well as the financial viability of these corporate forms. 
1.16. Activities
1.17. Indalo Yethu's vision is to create an eco-conscious society through increased awareness, income generation and skills development in the green sector. Its mission is to raise the environmental consciousness of all South Africans, across every sector and level of society, regarding the need to be environmentally responsible in the areas of: climate change mitigation and adaptation; energy use; air pollution control; water use; biodiversity and habitat management; and waste reduction and recycling.

1.18. The first part of Indalo Yethu’s mandate is to focus on education and awareness, while the second part is to focus on eco-endorsement. Indalo Yethu has four core programmatic strategies to achieve its vision namely: Green Skills; Green Jobs and Enterprise Development; Outreach and Awareness and Eco-Endorsement. 
1.19. Green skills: Indalo Yethu focus on skills development and capacity building through support for projects that teach companies and households to manage their environmental impacts in the areas of energy, waste, water, emissions and biodiversity, aiming also to ensure that projects in this area also have a social upliftment component. Indalo Yethu has developed targeted training and skills development interventions, particularly for unemployed graduates and empower women through eradicating environmental challenges in the Women and Environment Programme.

1.20. Green Jobs and Enterprise Development: Indalo Yethu launched the Eco-town initiative, a local government intervention that looks at building capacity and local level to create sustainability-centred models for town development. The programme provides municipal capacity support in waste management and open space planning; creates sustainability centred models of town management; create jobs whilst restoring and rehabilitating the environment; facilitates town functioning in areas such as waste disposal and traffic flow; reduced town impact on environment and human health; increases skills levels and stimulates waste and food garden enterprises; creates visible cleaner towns and grows civic pride and individual responsibility to change behaviour.
1.21. Outreach and awareness: The Greening and Climate Change programme include a range of sub-components of greening, climate change, communications, and stakeholder management. A number of campaigns have been developed to educate and mobilise targeted groups like youth, taxi drivers, and local communities to mobilise them toward more responsible environment and climate action. A key priority is to develop climate change response strategies for local municipalities.

1.22. Eco-endorsement: Indalo Yethu is pursuing an endorsement procedure for eco-labelling to incentivise and promote the uptake of clean green products and services, including hotels and tourist organisations. The programme aims to reward good business practiced and promote competitiveness; empower consumers through an identifiable third party verified eco-label against eco-criteria; reduce the impact on the environment and human health; and promote sustainable consumption and production. 

1.23. Funding  
1.24. Indalo Yethu was established as an agency with the view that it would be able to receive funding from all environmental sector departments. In order to facilitate the establishment of the Indalo Yethu trust the Department transferred R20 million to WESSA in 2005/06. 

1.25. It was originally envisaged that the Trust would be able to generate sufficient income, through eco-endorsement, to fund the operations of the Trust. However, this did not realise and the Independent Auditors emphasised in the 2008/09 Annual Report that the Trust does not have any alternative source of income other than the grant received from the Department and interest earned on these surplus funds and that without additional funds the Trust would be unable to continue as a going concern in future years. 

1.26. The Department has since 2008/09 supported the operations of Indalo Yethu through a transfer payment to WESSA.

1.27. Since 2009/10, Indalo Yethu has focussed on interventions to ensure sustainability of the Trust, particularly in programmatic focus and fundraising efforts as the unpredictability of funding posed a strain on planned programmes. Part of this funding has come through the Department’s support of the Eco-towns Programme through EPWP funding as well as support from the National Lotteries Board Trust.
1.28. Findings of the review
1.29. Governance: 
1.29.1. Indalo Yethu is managed by a board of Trustees. The Trust Agreement makes provision for six Trustees to be nominated by the Department and two Trustees by WESSA, with a minimum requirement of five Trustees. Each Trustee has one vote, in the event where there is an equality of votes, the chairperson shall have a casting vote in addition to a deliberative vote and one third of the Trustees at any given time shall form a quorum.
1.29.2. The Trust Agreement is silent on the composition of the Board of Trustees. In terms of the Board Charter, appointments to the Board shall be dealt with by the Board as a whole. A recommendation will be made to the Department of Environment Affairs as per the proportional elected representation of DEA and WESSA Trustees provided for in the Trust Deed. In order to qualify as a Board member, proposed candidates should have adequate strategic, analytical, communication, environment and sustainable development knowledge competencies. In general, he/she should:

· have the ability to make informed decisions;

· be able to appreciate the wider environment picture and perspective;

· have integrity in personal and business dealings; and

· be objective at all times about what is in the best interest of the Trust.

1.29.3. The Trustees are appointed with the primary goal of ensuring that the vision of Indalo Yethu is executed. The number of members serving as Trustees stands at five since WESSA has resigned its membership from the Board in 2007. The Department was also not represented on the Board at the time this review was conducted.

1.29.4. The Trust Agreement is silent on the term of office for the Trustees, however the Board Charter provides for a three year term of office that can be extended for one further term.
1.29.5. The Board of Trustees meets quarterly. Two sub-committees, the Audit, Finance and Fundraising Committee and the Nomination, Remuneration and Governance Committee, meet twice a year.
1.29.6. The Board plays an important role in the management of Indalo Yethu. In terms of the Board Charter, the Board is ultimately accountable and responsible for the affairs of the Trust. To this end, the Board:

· retains full and effective control of the Trust;

· gives strategic direction to the Trust;

· monitors management in implementing plans and strategies as approved by the Board;

· appoints the Chief Executive Officer;

· ensures that succession is planned;

· identifies and regularly monitors key risk areas and key performance indicators of the business; 

· ensures that the Trust complies with relevant laws, regulations and codes of business and trust practice;

· ensures that the Trust communicates with relevant stakeholders openly and promptly;

· identifies and monitors relevant financial and non-financial matters;

· establishes a formal and transparent procedure for appointment to the Board, as well as a formal orientation programme for incoming trustees;

· regularly reviews processes and procedures to ensure effectiveness of internal systems of control and accept responsibility for the total process of risk management; and

· assesses the performance of the Board, its committees and its individual members on a regular basis.
1.29.7. The Trust agreement stipulates that the Trustees will serve without remuneration except for expenses incurred in the execution of their duties as Trusties. The Department can however agree to a resolution that the Trustees be remunerated for their services. Currently a honorarium is paid the Trustees annually 
1.29.8. The Trust Agreement provides that the Trust shall be terminated upon resolution passed by at least 75% of the Trustees for the time being in office and approved in writing by the Department and that the Trust shall terminate on a date determined by such resolution. 
1.29.9. In terms of clause 21.2 of the trust deed, upon “dissolution of the Trust all remaining Trust Assets including but not limited to any capital income, shall be transferred to:-
i) a public benefit organisation similar to the Trust and approved as such by the Commissioner for Inland Revenue; and/or

ii) an organisation established by law as envisaged in Section 10(1)(cA)(i) of the Income Tax Act, 1962 (Act No. 58 of 1962)” According to the Income Tax Act, these are organisations which in the furtherance of their sole or principal object provide necessary or useful commodities, amenities or services to the State or members of the general public. 
1.29.10. The Corporate Affairs department of Indalo Yethu is responsible for ensuring effective and efficient corporate governance systems, strategic human resources, legal, telecommunications and technology support services. In addition, it provides secretariat and administrative support. The unit aims to achieve a high level of efficiency within a rapidly changing and growing organisation.
1.29.11. Although it is not a requirement, Indalo Yethu complies with the Public Finance Management Act in terms of procurement policies.

1.29.12. It is concluded that the Board of Trustees is effective in the execution of their duties.
1.30. WESSA role:
1.30.1. In terms of the MoA, WESSA were to, through Indalo Yethu run a comprehensive National Environmental Awareness and Outreach Campaign that covers mandates of key environment sector departments based on a project plan approved by both parties.
1.30.2. In terms of the MoA, WESSA were to, through Indalo Yethu run a comprehensive National Environmental Awareness and Outreach Campaign that covers mandates of key environment sector departments based on a project plan approved by both parties. Key areas of delivery included:

· The development and roll out of an Eco-Endorsement Brand and Campaign that will include:

· Facilitation and implementation of the Eco-Ambassadors programme

· Development and roll out of the corporate endorsement programme

· Oversight support of the National Woman and Environment Forum and coordination of provincial workshops.

· Operational management of the national environmental management campaign
1.30.3. In terms of the MoA, WESSA must submit annually before 30 September a proposed budget and work programme for the forthcoming year. The funds are transferred based on the approved business plan 
1.30.4. In practice, the business plan compiled by Indalo Yethu management is approved by the Trustees and WESSA does not influence the strategic direction of the Trust as it is not represented on the Board currently. 
1.30.5. WESSA's primary role is therefore to act as a channel through which funds are transferred to the Indalo Yethu. WESSA is responsible for the administration and accounting of the funds transferred to Indalo Yethu. WESSA administers the payroll and other expenditure on behalf of Indalo Yethu.
1.30.6. Furthermore, in terms of the MoU between Indalo Yethu and WESSA, WESSA must prepare and provide audited financial statement within 60 days of year end. 
1.30.7. The 2006 MoA makes provision for WESSA to receive a management fee of 3.5% of the total of the funds transferred to Indalo Yethu. The 2010 MoA is silent on the management fee. In terms of the MoU between Indalo Yethu and WESSA, WESSA is entitled to management fee calculated at 7% of all funds transferred to WESSA from the Department and any other source of funding that will be managed by WESSA.
1.30.8. Indalo Yethu does have the necessary capacity to administer its payroll and other payments, the administration via WESSA adds no real value, this can be seen as an unnecessary expense.

1.31. Reporting: 
1.31.1. In terms of the MoU between Indalo Yethu and WESSA, Indalo Yethu must prepare and submit quarterly narrative and financial reports regarding Indalo Yethu's spending and projects based on the agreed business plan and will be based on the reporting criteria agreed upon with the Department.

1.31.2. Progress reports, prepared by the management of Indalo Yethu in the format specified by the Department must be submitted quarterly, reporting on progress with outputs and expenditure. The management also reports quarterly to the Board.

1.31.3. These reports are currently submitted to the Chief Directorate: Coordination and Information Management.

1.31.4. Reporting in terms of eco-town programme is submitted monthly to the Chief Directorate: Social Responsibility, Policy and Projects.

1.31.5. However, it is proposed that reporting to the Department should be in line with governance protocol for public entities. 

1.31.6. Indalo Yethu also reports to Parliament from time to time.

1.31.7. It should be noted that the Department does not report on activities of Indalo Yethu in the Estimates of National Expenditure, expect for the expenditure line item to WESSA.

1.31.8. Indalo Yethu is audited by Independent Auditors in accordance with International Financial Reporting Standards for Small and Medium-sized entities and has received unqualified audit since its inceptions. Annual Reports have been compiled for 2007/08, 2008/09, 2009/10 and 2010/11.

1.32. Strategic vision: 

1.32.1. As mentioned above, the Trustees are appointed with the primary goal of ensuring that the vision of Indalo Yethu is executed. The Trustees approves the strategic plan/ annual business plan developed by Management and executed by Management.

1.32.2. Indalo Yethu does not have a five year strategic plan. The annual business plan mentioned above does not the requirements for a strategic plan or annual performance plan in terms of the Framework for Strategic Plans and Annual Performance Plans issued by National Treasury.

1.32.3. The development of a medium term strategic plans will assist Indalo Yethu to prioritise and plan the progressive implementation of their mandates and programmes.

1.33. Revenue and expenditure:

1.33.1. In order to facilitate the establishment of the Indalo Yethu trust a total amount of R20 million was transferred by the Department to WESSA in 2005/06. 

1.33.2. No funding was transferred during 2006/07 and 2007/08 as it was originally envisaged that the Trust would be able to generate sufficient income, through eco-endorsement, to fund the operations of the Trust. 

1.33.3. This did not realise and in order to continue with operations of the Trust the Department transferred R4.468 million in 2008/09. The Independent Auditors also emphasised in the 2008/09 Annual Report that the Trust does not have any alternative source of income other than the grant received from the Department and interest earned on these surplus funds and that without additional funds the Trust would be unable to continue as a going concern in future years. 

1.33.4. The Department allocated R4 million in 2009/10 and R4 million in 2010/11 towards operational expenditure of the Trust. 

1.33.5. Since 2009/10, Indalo Yethu also operates as an implementing agent for the Department's Social Responsibility Policy and Project programme, for the Eco-towns programme. The intervention by the Department to support the Eco-town programme, was a measure to help Indalo Yethu with financial sustainability when it became evident that Indalo Yethu could not raise sufficient revenue to sustain its operations
1.33.6. During 2010/11 Indalo Yethu also received R9.2 million from the National Lotteries Board, and spend R2.3 million of that amount.

1.33.7. In terms of the agreement with Pick&Pay, Indalo Yethu receives 1% of the sales of the products that carries the eco-label. In 2010/11, R40 245 was received for this purpose.

1.33.8. The breakdown of estimated revenue and expenditure for 2011/12 is shown in the table below, as per the Indalo Yethu strategic plan:

	Revenue
	Amount

	Operational grant from DEA
	8 000 000

	Implementers fees
	10 989 720

	Eco-towns programme
	225 422 604

	National Lotteries Board
	8 818 066

	Total revenue
	253 230 390

	Eco-towns programme
	225 422 604

	Greening 2011
	6 310 223 

	Eco-labelling
	6 000 000

	Woman and the Environment
	2 554 200

	National Youth Skills Development
	2 268 890

	Building Eco-Cities
	539 953

	Operating expenses
	4 159 293

	Capital  expenditure
	550 000

	Staff costs
	5 579 178

	Total expenditure
	253 384 341


1.33.9. From the table above, it can be seen that the operational grant received from the Department is not sufficient to cover the operational expenditure (operating expenses + staff costs) of Indalo Yethu. Funding received from the National Lotteries Board is used to fund Greening and Women and the Environment initiatives and implementers fees is used to cover other initiatives such as eco-labelling. 

1.33.10. Although Indalo Yethu has been somewhat successful in raising revenue from other sources (National Lotteries Board and income received as implementing agent for the Eco-town programme), these sources are not sustainable, and continued support from government will be required to fund the basic operational expenditure of the Trust.
1.34. Performance review/Effectiveness: 
1.34.1. Green Skills: Indalo Yethu developed targeted training and skills development interventions, particularly for unemployed graduates. The Building Energy Auditor Training (BEAT) Programme is being implemented as part of the national energy efficiency efforts and will create a pool of skills of energy auditors, currently a scarce skill in SA. The skills development programme is being implemented in partnership with the Departments of Environment Affairs and Energy and is supported by the German Technical Cooperation Agency and National Lotteries Board Trust. 33 youth unemployed electrical engineers have been trained.
Furthermore, Indalo Yethu has supported the reconceptualisation of the Women in Environment programme. The programme targets and promotes the involvement of women in social transformation projects and enterprises which address environmental threats in local communities, whilst generating incomes for women. Middle-aged women and their relationship with the environment has been identified as a key awareness driver in communities that must pool resources to adapt to climate change and other environmental threats. Indalo Yethu found, however, that rural women in particular lack information on the types and scale of threats to their livelihoods, as well as having poor access to funding to help bolster their communities towards greater climate change resilience. Indalo Yethu has been providing assistance with the establishment of 9 provincial Women and the Environment forums. But for the most part, the support from Indalo Yethu for the Women and Environment programme, is to provide funding/stipends for attending conferences and forums.
1.34.2. Green Jobs and Enterprise Development: Currently ten municipalities benefit from the Eco-town programme. Achievements for this programme in 2010/11 include, amongst others: 2 553 street binds and 2 586 wheelie bins for waste separation were supplied; 2 894 previously unemployed persons have been employed in decent jobs (contracts for 2 years); 250 environment awareness ambassadors (25 per municipality) have been trained, many of them are unemployed environment science graduates; bush clearing at the crime hot spots and road vergers has lead to increased safety; gateways have been constructed which mark town entrances and exits, this enhance civic pride and town citizen ownership. However, it should be noted that Indalo Yethu has not been able to reach the targets set in the business plan within the agreed 3 year timeframe of the programme. The timeframe was extended and some of the other deliverables were reduced.
1.34.3. Outreach and awareness: MAKE MZANSI BEAUTIFUL is a call to positive action encouraging South Africans to stop littering, collect, recycle and dispose of waste appropriately. A number of campaigns have been developed to educate and mobilise targeted groups like youth, taxi drivers, and local communities to mobilise them toward more responsible environment and climate action. However, there has been no independent study to determine the effectiveness of these campaigns.
1.34.4. Eco-endorsement: Indalo Yethu is pursuing an endorsement procedure for eco-labelling to incentivise and promote the uptake of clean green products and services, including hotels and tourist organisations. Pick ‘n Pay approached Indalo Yethu with household products endorsed for ecolabelling, using a Canadian standard. Indalo Yethu has since started a national process, also based on the Canadian standard, to provide a South African National Eco-labelling Standard (SANES) in collaboration with the SA Bureau of Standards. The SANES aims to provide an impartial brand in which consumers are able to trust when purchasing an eco-friendly product or service. The procurement of these branded products and services will ultimately result in a lower environmental impact - locally and globally. SANES is aimed to heighten consumer awareness of environmental issues and of the implications of their choices when purchasing. Pick ‘n Pay has been given an interim endorsement and they provide a small portion of their proceeds from ‘green’ products to Indalo Yethu. 
Although some progress was made with regard to eco-endorsement, this was one of the main focus areas identified as indicated in the Trust Agreement, and as such one would have expected more progress in this regard. 
 s
1.35. Conclusion 

1.36.  Indalo Yethu’s focus shifted from raising environmental awareness through the roll-out of media campaigns to raising awareness through projects focussing on income generation and skills development in the green sector.
1.37. The take up of the eco-label has been much slower than originally anticipated. It seems that since the introduction of the Eco-town programme, most of Indalo Yethu’s resources have been dedicated to this work, and less focus was place on the eco-endorsement project. (It seems that only one staff member is really involved with the eco-endorsement programme. The success of an eco-labelling scheme could be greatly advanced if government were to implement a green procurement policy coupled with increased awareness from consumers.
1.38. As mentioned previously Indalo Yethu has been successful in raising revenue from other sources, however these sources are not sustainable, and continued support from government will be required especially with regard to eco-labelling. To rely on the implementer's fees received from the Eco-town programme as a funding source for operational costs or other programmes is also not sustainable. This must also be seen against the fact that the Trust was supposed to be financially self-sustainable; it was never the intension of the Department to fund Indalo Yethu in perpetuity.
1.39. Trust law does not provide sufficient guidance with regard to the governance of an entity such as Indalo Yethu and a trust as a corporate form is not supported by National Treasury. The current governance and administration is satisfactory, mainly because the management has taken it upon themselves to comply with the Public Finance Management Act, mainly with regard to procurement and other financial policies.
1.40. The administration through WESSA does not add any real value and is mainly a channel for the funds. 
2. FUTURE ROLE OF INDALO YETHU

2.1. Introduction

2.2. As mentioned above the Trust was set up to work with government, civil society and business across departmental mandates to communicate and educate on five sectoral areas including water, energy, waste, pollution and biodiversity. The Trust's mandate is twofold: 
· Education and Awareness: Promoting and encouraging responsible environmental activities through institutional support for focused actions, programmes and projects. 
· Endorsement Programme: Ensuring full implementation of a national eco-endorsement system. 
2.3. Indalo Yethu makes use of four core programmatic strategies to fulfil this mandate, namely: Green Skills; Green Jobs and Enterprise Development; Outreach and Awareness and Eco-Endorsement. 
2.4. The question must be ask whether these functions justify the existence of a stand-alone entity or could these functions be performed within the Department or by other public entities or service providers, whilst also considering the financial viability of these different options.
2.5. Targeted training and skills development interventions, particularly for unemployed graduates are developed by Indalo Yethu through the Green Skills programme. Although Indalo Yethu has had success with these interventions, there is no reason why these interventions cannot be performed within the Department or by another existing entity.
2.6. Campaigns are developed under the Outreach and awareness programme to educate and mobilise targeted groups to mobilise them toward more responsible environment and climate action. As can be seen by the successful climate awareness campaign managed by the Department during the recent COP17, these functions alone cannot justify the existence of Indalo Yethu. As mentioned already Indalo Yethu was created to raise environmental awareness on the premise that it would be funded though funds received from all environmental sector departments and through eco-endorsements. This has not realised and these functions can be performed in-house.
2.7. Part of the reasoning behind using Indalo Yethu to implement the eco-town initiative under the Green Jobs and Enterprise Development programme was to ensure financial stability of the Trust. Whilst Indalo Yethu has had some successes in implementing this programme, it can also be done trough over implementing agents and therefore this function alone does not justify the existence of a stand-alone entity.
2.8. As indicated in the Trust Deed, Indalo Yethu was set up to serve as an endorsement brand. In this regard Indalo Yethu is pursuing an endorsement procedure for eco-labelling to incentivise and promote the uptake of clean green products and services. The Eco-endorsement programme might justify the existence of a stand-alone entity and this discussed in more detail below. These findings are based on the study by Indalo Yethu with regard to the Institutional Framework for the South African National Eco-labelling Scheme (SANES).
2.9. South African National Eco-labelling Scheme

2.10. Through eco-labelling programmes, government and/or non-governmental programme authorities seek to influence consumer decisions and encourage the production and consumption of environmentally preferable goods and the provision and use of environmentally preferable services. In this regard, eco-labelling serves as a market-based instrument intended to bring about environmental improvement. Eco-labelling programmes can serve to heighten consumer awareness of environmental issues and of the implications of their choices.
2.11. A harmonised set of standards needs to be developed across the country to ensure uniformity and consistency across certification bodies. The recognition of one umbrella organisation will ultimately reduce confusion for customers, potentially increasing the demand for eco-friendly products and services. A national eco-labelling scheme would need to take consideration of existing eco-labelling schemes and incorporate them into the new structures. Based on the need for a credible and transparent system, the governance structure will separate standards development, label licensing and accreditation from certification. 
2.12. Building on these elements the institutional model for SANES has three main constituents: the South African National Eco-labelling Scheme (SANES) Panel, the Accreditation body and the Certification bodies
2.13. Within all eco-labelling schemes researched, an independent board (panel) was established to oversee the scheme. This panel is generally responsible for making decisions and steering the eco-label towards meeting the set objectives. This board is to be balanced and representative to allow for the highest credibility and neutrality. It is recommended that a panel of independent representatives from government, industry, NGOs, experts, consumer organisations, labour unions and academia be established.
2.14. The role of the SANES Panel will be to ensure that the vision and objectives are maintained; facilitate agreements of mutual reciprocity; product and service category selection; and standard development approval.
2.15. An independent Accreditation Body shall take on the task of accreditation of certification bodies. For each product/service category a single set of standards will be provided against which certification bodies will be accredited by the Accreditation Body. It is proposed that the Accreditation Body be centralised within Indalo Yethu's current organisational structure with certain elements being outsourced. The Accreditation Body will consist of an accreditation committee as well as administrative support and auditors.
2.16. The Accreditation Body will be responsible for facilitating standards development; accrediting certification bodies; facilitating training of certification bodies and industry; accrediting testing laboratories; licensing the ecolabel; market research; marketing and communication, facilitate agreements of mutual reciprocity; and promote green procurement.
2.17. The certification of products and services will be conducted by certification bodies that have been accredited and have an existing contractual relationship with the SANES. These bodies should have their own organizational structure depending on the scope of work to be done.
2.18. Certification bodies will be responsible for verification of standards for compliance; reviewing and communicating changes to standards; and providing an appeals and complaints mechanism.
2.19. Financial model
2.20. SANES requires a financial model or strategy for the short, medium and long term. Government funding may be relied on for the initial stages of the scheme start-up, but over time SANES will need to increase the proportion of its funding obtained through revenue generated from its products and services. 
2.21. It must be acknowledged, however, that financial self-sufficiency will take time. With the concurrent national strategies of supporting small and previously disadvantaged businesses, the scheme might need to rely on cross subsidisation or limited core government funding in perpetuity. In the short, medium and long term SANES could consider at the following for income:
· Short term: core funding from government; and standards development funding from government or potentially funded by key industries (industry body or individual companies).

· Medium term: core funding from government; standards development funding from key industries (industry body or individual companies); certifiers funded through revenue generation from certification and revenue generation from label licensing. 

· Long term: core funding from government (might be unnecessary); standards funding from key industries (industry body or individual companies); revenue generation from accrediting certifiers; revenue generation from training certifiers or training businesses and providing training materials; certification funds certifiers and contributes to core funds of SANES; and revenue generation from label licensing. 
3. OPTIONS CONSIDERED 

3.1. Background

3.1.1. The future corporate form of Indalo Yethu is depended on its proposed focus areas as discussed above. To fully implement the South African National Ecolabelling Scheme, the proposed corporate form should allow for an independent board and should be able to retain revenue.  Furthermore, the roll-out of the SANES would require substantial marketing and communication activities. 

3.1.2. The following options were considered for the way forward: 

· Continue with status quo

· Own entity

· Absorb functions into the Department

· Establish a public entity 
· Government component 

· Subsidiary to existing public entity within DEA family

· Eco-labelling function continuing in another organisation
3.2. Status quo

3.2.1. In terms of this option the current governance and financial arrangements will continue indefinitely. 
3.2.2. As mentioned previously the manner in which Indalo Yethu was created is problematic in that Treasury approval was required before an entity could be established. This approval was not obtained which resulted in the establishment of the Trust being ultra vires.
3.2.3. Treasury allowed the Department to continue funding Indalo Yethu through WESSA as an interim measure until a long term solution could be found. 
3.2.4. Also mentioned previously, the Trust as a corporate form is not supported by National Treasury.
3.2.5. The review found that channelling the funds though WESSA does not add any real value and can in fact be seen as an unnecessary expense as a certain percentage of all funds transferred to Indalo Yethu is retained by WESSA as an administrative fee.
3.2.6. In essence Indalo Yethu is substantially funded by government and should therefore be listed as public entity.  (This option is discussed below). 
3.2.7. Taking the above into account this option is not supported. However, over the short term, as this is the only way to channel funds to Indalo Yethu, the Department should request WESSA to continue with its administrative oversight. 

3.3. Indalo Yethu - form as NGO/company / new partner 

3.3.1. In terms of this option the Department would withdraw from Indalo Yethu, for Trust to then establish itself as a stand-alone entity. The Board of Trustees will be required to find a partner willing to provide equity for the newly established entity. This could take many corporate forms, including continuing as a trust, a company or a section 21 company.
3.3.2. This option would however mean that the Department would no longer be able to fund the operational expenditure of Indalo Yethu. 
3.3.3. Indalo Yethu would have to compete with other entities if the Department requires assistance with rolling-out an environmental awareness campaign and will not automatically be the implementation arm of the Department for these functions. This also applies to the implementation of the Eco-town programme.
3.3.4. International best practice has shown that an eco-labelling programme should be implemented through a government agency and that government support/funding will be required over the long term.
3.4. Absorb function into the Department

3.4.1. A disadvantage of this option is the disruption it would cause to staff as well as the possible fruitless expenditure with regard to rental contracts and any other long term contracts.

3.4.2. As mentioned above, international best practice has shown that an eco-labelling programme should be implemented through a government agency and that government support/funding will be required over the long term.
3.4.3. If the Department wants to continue with pursuing an eco-endorsement brand and wants to generate income from this source, it would not be able to do so if the function were to be absorbed into the Department.

3.4.4. This option will also mean that Indalo Yethu will no longer be able to be an implementing agent for the Eco-town project.

3.5. Establishing a public entity

3.5.1. As is the case with the above option, a significant advantage of this option is that there would be no disruption of staff and that there will be no fruitless expenditure with regard to, for example, rental. 

3.5.2. As a public entity, Indalo Yethu will be able to continue with its functions with regard to the eco-labelling and as an implementer of the Eco-town project if it is agreed that this function should continue.

3.5.3. In essence Indalo Yethu is substantially funded by government and should therefore be listed as a public entity. 
3.5.4. However, government as a whole is proposing the rationalisation of entities and where possible functions should be performed within departments. Therefore, it is unlikely that the National Treasury will agree to establishing a public entity. 

3.5.5. The cost of compliance with the requirements of the PFMA, and other governance requirements, of a stand-alone entity is very high, which will mean that funding will have to increase significantly without necessarily increasing the output of Indalo Yethu.

3.6. Government Component

3.6.1. A government component is a separate institution within the public service and listed in Schedule 3 of the Public Service Act, 1994 (Act No.103 of 1994). This organisational form intends to enable direct service delivery through a focused and fully ring-fenced entity. Such a component will be under the direct control of an executive authority or the accounting officer of the Department, with accountability and responsibility vested in the functionaries directly involved with the performance of the functions in question.  

3.6.2. The head of component will be the accounting officer in terms of the Public Finance Management Act. Such a component may have original statutory powers or assigned or delegated statutory powers and duties. The assignment or delegation of powers and functions can be effected in terms of the Public Service Act without having to amend the particular general Act. The assignment of powers and functions in legislation to the head of a government component requires the approval of Parliament.  

3.6.3. A government component is linked to a principle department responsible for the relevant policy/functional area in order to assist the executive authority to exercise oversight over the component on policy implementation, performance, integrated planning, budgeting and service delivery. A government component falls within the budget Vote of the principle departments and may receive a transfer payment from the principal department. This organisational form provides for flexible accountability arrangements with more than one accounting officer under the same Vote.

3.6.4. The advantages of using this organisational form in the public service include -

a) administrative and operational arrangements can be customised to suit a particular service delivery environment;
b) improved governance through direct accountability and decision-making as close as possible to 
the point of service delivery;
c) direct control and influence by the Executive Authority over service delivery outcomes and outputs without the need to create entities outside the public service;
d) an institutional mechanism to reincorporate some public entities, if required, into the public service; and
e) the establishment, if required, of an advisory board to advise the executive authority on service delivery matters and/or to accommodate stakeholder interests.

3.6.5. The advantage of this option is that Indalo Yethu will be able to receive external funds and allows for an advisory board. It is not sure if an advisory board will be sufficient in terms of the requirements for the SANES Panel as described above.

3.6.6. This entity will be fully PFMA compliant and this will ensure good governance.

3.6.7. The disadvantage of this option is that it takes time to set up a government component and cost of legislative compliance remains very high, the same as in the case of a public entity.

3.7. Subsidiary of public entity

3.7.1. Due to the fact that the cost of compliance is so high for a stand-alone public entity or government component, it could be considered to establish Indalo Yethu as a subsidiary of an existing public entity. The only public entity within the DEA that can be considered for this option is SANBI.
3.7.2. However, a subsidiary can only be created for a commercial enterprise where Indalo Yethu is a "public good" entity.
3.7.3. The main concern is however that only the so-called "green issues" could be accommodated within SANBI's legislative mandate, which would mean that Indalo Yethu would not be able to continue with its other focus areas such as waste management and water use.   
3.8. Eco-labelling function continuing in another organisation
3.8.1. The National Cleaner Production Centre of South Africa (NCPC-SA) it is a key industrial sustainability programme of the Department of Trade and Industry (the dti), hosted at the CSIR. Its mandate is to enable South African industry to increase its competitiveness and sustainability through more resource efficient and cleaner production.

3.8.2. The option for the eco-endorsement programme to continue as part of the mandate of the NCPC was not fully explored during this review, but it is recommended that it be further investigated. 
4. Conclusion
4.1. The operations of Indalo Yethu cannot be supported from the R4 million per year received from the Department.

4.2. The intervention by the Department to support the Eco-town programme, was a measure to help Indalo Yethu with financial sustainability when it became evident that Indalo Yethu could not raise sufficient revenue to sustain its operations. 
4.3. The cost of compliance with regard to statutory requirements associated with a government component and a public entity is very high. There is simply no corporate form that can be sustained with a budget of R4 million.

4.4. The main focus of Indalo Yethu was supposed to be the development of an eco-labelling scheme. A study with regard to the development of an South African National Eco-labelling Scheme, indicated that financial self-sustainability for such an institute may only be achieved in the long term, but that it is likely that some form of government funding would be always be required.  

4.5. It was never the intention of the Department to fund the operations of Indalo Yethu in perpetuity as the Trust was supposed to generate sufficient income to support its operations.

5. Recommendation
5.1. The findings of the report should be shared with the Trustees as well as the different options that can be considered with regard to the future corporate form.

5.2. It might be necessary to consider the dissolution of the Indalo Yethu Trust.
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