THE BUDGETARY REVIEW AND RECOMMENDATION REPORT (BRRR) OF THE PORTFOLIO
COMMITTEE ON COMMUNICATIONS, DATED 22 OCTOBER 2019

The Portfolio Committee on Communications (PCC), having considered the financial and non-financial
performance for the year 2018/19 of the Department of Telecommunications and Postal Services (the
Department), Sentech, State Information Technology Agency (SITA), Broadband Infraco, the
Universal Service and Access Agency of South Africa (USAASA), the Universal Service Access Fund
(USAF), the South African Post Office (SAPO); .ZADNA, and NEMISA, reports as follows:

1. Introduction

In terms of Chapter 4 of the Constitution of the Republic of South Africa, Act 108 of 1996 (the
Constitution) gives a mandate to Portfolio Committees to legislate, conduct oversight over the
Executive Authority and also facilitate public participation.

1.1. Purpose of the report

The Money Bills Amendment Procedure and Related Matters Act 9 of 2009 sets out the process that
allows Parliament to make recommendations to the Minister of Finance as well as the cabinet Minister
responsible for the vote to ensure the effectiveness and efficiency of the use of resources to ensure
optimal service delivery.

According to Section 5 of the Money Bills Amendment Procedure and Related Matters Act, the
National Assembly, through its Committees, must annually assess the performance of each national
Department. The Committee must submit an annual Budgetary Review and Recommendation Report
(BRRR) for the Department as it falls under its oversight responsibilities, for tabling in the National
Assembly. This process happens every October of each year where the Committee assesses service
delivery performance given available resources; evaluate the effective and efficient use and forward
allocation of resources; and may make recommendations on the forward use of resources.

The BRRR also sources documents from 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 Standing Committee on
Appropriations (SCOA) should consider these when it is considering and reporting on the MTBPS to
the National Assembly.

Lastly, this performance report is also in line with Section 195 of the Constitution and other le gislative
prescripts that guide performance management in the public sector to display and promote
transparency and accountability to stakeholders and the general public concerning matters under their
control.

2. Role and mandate of the Committee
As part of fiscal accountability, government departments have to table their annual reports before
Parliament to account for fiscal expenditure and service delivery performance. The accountability of
public officials, the transparency of public decision-making, access to information, and the
implementation of enforceable ethical standards and codes all have significant impacts on democratic
institutions and poverty reduction strategies.

Accountability is the pillar of democracy and good governance that compels the state, the private
sector, and civil society to focus on results, seek clear objectives, develop effective strategies, and
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monitor and report on performance. It implies that Parliament must hold individuals and organisations
responsible for performance, measured as objectively as possible. Therefore the general role of the
Committee is to:

(i) Consider legislation referred to it;

(i) Exercise oversight over the Department and its entities;

(iii) Consider International Agreements referred to it;

(iv) Consider Budget Votes of the two Departments;

(v) Facilitate public participation process; and

(vi) Consider all matters referred to it in terms of legislation, the Rules of Parliament and

resolutions of the House.

3. Organisational environment

Following President Cyril Ramaphosa’s announcement of a new cabinet in November 2018, the
Department of Communications was merged with the Department of Telecommunications and Postal
Services, and a new Minister Stella Ndabeni-Abrahams and Deputy Minister Pinky Kekana were
appointed.

“This move is going to ensure that we have better alignment and coordination on matters that are
critical to the future of our economy in the context of the 4IR,” President Ramaphosa.

The decision to merge the two Ministries is in line with the realignment of Government as pronounced
by the President during the State-of-the-Nation Address. The President further confirmed that the two
Departments would remain as separate Departments until the end of March 2020.

Upon assuming office, the Department commenced with the preparations on the Organisational
Reconfiguration Project, which deals with the development of a strategy on the role of the
Government in leveraging the 4IR. The strategy on the role of the Government in leveraging the 4IR
will inform the development of the Departmental strategy in line with its revised mandate as well as a
new organisational structure. The reconfiguration process will gain momentum in the 2019/20
financial year.

The Minister also sought to continue on the legacy of former Minister Siyabonga Cwele who had
committed to finding solutions to key programmes of the Department, including but not limited to: (i)
implementation of the National Integrated ICT White Paper; (ii) fast-tracking policy development on
high-demand frequency spectrum; (iii) rationalisation of State-Owned Enterprises (SOEs); (iv)
implementation of the e-Government Strategy; (v) establishment of the Presidential 4R Commission;
(vi) implementation of the SA Connect Policy; and (vii) advancing South Africa’s interests regionally
and internationally.

On human resource related matters for the reporting period, the Department had a total head count of
269 staff. Of these posts 263 were filled, while 6 posts were vacant and funded, which equates to a
2.23 per cent vacancy rate. The Department was allocated a total adjusted and exclusively earmarked
amount of R223,4 million for compensation of employees in the 2018/19 financial year. At the end of
March 2019, the Department had spent R219,3 million.

The main reason for the underspending was the non-filling of vacancies is that a moratorium was
placed on the filling of vacant positions. This was in light of the announcement by the President in
November 2018 that the Ministries of Communications and of Telecommunications and Postal
Services would be merged into a single ministry. However, some key appointments were made during
the 2018/19 financial year before the moratorium was placed i.e. Deputy Director: Accounts, Deputy
Director: Internal Audit, Assistant Director: Bookkeeping and Assistant Director: Physical Security.

In relation to the digital transformation of the Department’s manual business processes, the
Department digitised the process of submitting memorandums through the roll-out of the e-
Submission system. This is part of ensuring that the Department moves towards a paperless
environment.



4, Methodology

For the period under review, the Committee, in exercising its oversight role, considered the 2018/19
Annual Reports and Financial Statements of the Department on 8 October 2019, and those of
Sentech, SITA, BBI, USAASA, USAF, SAPO; .ZADNA and NEMISA on 15 October 2019.

The Annual Report presentations to the Committee were all preceded by the Auditor-General of South
Africa (AGSA) who presented the audit outcomes of the Department and its entities for 2018/19
financial years.

The Committee also considered the 2018 State-of-the-Nation Address (SoNA), the National
Development Plan (NDP), committee meetings recommendations, oversight reports and the 2018/19
Estimates of National Expenditure (ENE). There was no report from the Standing Committee on
Appropriations (SCOA) nor was there a report from the Standing Committee on Public Accounts
(SCOPA).

4.1 Outcomes of the report

This report is aligned to broader government policy framework, New Growth Path (NGP), NDP and
the governing party’s priorities (job creation, poverty alleviation, combating crime and corruption, rural
development, education and health). It reviews the initiatives taken by the Department to ensure that
the priorities of the plan are realised. Furthermore, this report will review and seek to address
challenges emanating from the 5"  Parliament’s Legacy Report and ensure that those
recommendations are responded to in a systematic manner.

The report also assesses the financial performance against service delivery performance to ascertain
whether the budget allocated to the Department was spent as envisaged and annotated in the APP.
Finally, it summarises the observations made by the Committee after considering quarterly reports, all
other necessary documents, as well as presentations generated using oversight instruments, before
making service delivery recommendations.

5. Legislative framework of the Department
The legislative mandate of the Department of Telecommunications and Postal Services is embedded
in the legislation as reflected below:

The Sentech Act No. 63 of 1996, Former States Posts and Telecommunications Act No. 5 of 1996,
Former States Broadcasting Reorganisation Act No. 91 of 1996, Postal Service Act No. 124 of 1998,
Department of Communications Rationalisation Act No. 10 of 1998, Electronic Communications and
Transactions Act No. 25 of 2002, Electronic Communications Act No. 36 of 2005, Independent
Communications Authority of South Africa Act No. 13 of 2000, South African Post Bank Limited Act
No. 9 of 2010, South African Post Office SOC Ltd Act No. 22 of 2011, State Information Technology
Agency Act No. 88 of 1998, Broadband Infraco Act, Act No. 33 of 2007.

In executing its role, the Department is also guided, amongst others, by:
e The Constitution of the Republic of South Africa Act 108 of 1996;
e The Public Service Act 103 of 1994 as amended; and
e The Public Finance Management Act 1 of 1999 as amended.

Chapter 4 of the National Development Plan recognises that ICT is a key enabler of inclusive
economic growth that is critical to addressing inequality in South Africa. In response to this, over the
medium term, the Department of Telecommunications and Postal Services continued to focus on:
implementing the 2016 White Paper on National Integrated ICT Policy; implementing the South Africa
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Connect Broadband Policy; implementing the rationalisation of its public entities; improving the
performance of the entities under the department’s portfolio; as well as promoting innovation and
transformation of the ICT sector as a catalyst for economic growth.

The Department also sets guidelines for the determinations of its regulatory authority, ICASA, and
oversees and strengthens the capacity of state-owned companies within its portfolio.

5.1 Key policy developments and legislative changes
Following the Cabinet approval of the National Integrated ICT Policy White Paper in September 2016,
the Department is continuing with the implementation of the White Paper which “outlines the
overarching policy framework for the transformation of South Africa into an inclusive and innovative
digital and knowledge society.”

Over the short to medium term, the Department will continue to prioritise and develop ICT legislation
required to give effect to the National Integrated ICT Policy White Paper. These include, amongst
others, the Electronic Communications Amendment Bill, Postal Services Amendment Bill, iKamva
National e-Skills Institute Bill (Ikamva Digital Skills Institute Bill) which were introduced to Parliament
during the period under review as well as the ICT Sector Commission and Tribunal Bill. The Digital
Development Fund Bill will be developed during the current financial year. It should be noted that the
Ikamva Digital Skills Institute Bill was finalised in the 5" Parliament.

It must be further noted that the name of the lkamva National E-Skills Institute Bill was changed to
Ikamva Digital Skills Institute Bill following its introduction to Parliament.

6. Strategic outcome-oriented goals

The Department is contributing to Outcome 6 (“An efficient, competitive and responsive economic
infrastructure network”), Outcome 5 (“A skilled and capable workforce to support an inclusive growth
path”), Outcome 11 (“Create a better South Africa and contribute to a better Africa and a better
world”), Outcome 12 (“An efficient, effective and development-oriented public service”) and Outcome
3 (“All people in South Africa are and feel safe”).

The general performance of the Department is summarised below in terms of its strategic outcomes
goals.

Broadband connectivity that provides secure and affordable access for all citizens to
education, health and other government services and stimulates economic development.

In delivering the strategic objective of coordinating broadband connectivity to achieve 100 per cent
population coverage, the Department is contributing to Outcome 6 (“An efficient, competitive and
responsive economic infrastructure network”). The Department focused on project managing
broadband connectivity to the 570 planned sites, of which 266 sites were connected and services
activated while project management of infrastructure roll-out was undertaken for the remaining 304
facilities which await service upgrades and activation. Furthermore, network and internet service pre -
engineering was facilitated for 750 identified sites. The Department has an interim Rapid Deployment
National Coordination Centre in line with the implementation of the Rapid Deployment Policy.

The Department made strides with regards to facilitating and monitoring increased service offerings
and operations of the Cybersecurity Hub. The operations of the Virtual Cybersecurity Hub contribute
to Outcome 3 (“All people in South Africa are and feel safe”). The Department has taken bold and
ambitious approaches to tackle many threats our country faces in cyberspace. Managing and
mitigating those threats is a task that the Department recognises its special responsibility to lead the
national effort required through the monitoring of the operations of the Virtual Cybersecurity Hub.
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South Africa has a modern, sustainable and competitive postal and telecommunications sector
In line with its focus area related to developing and implementing the ICT Policy and legislation aimed
at improving access and affordability of ICTs, the Department has developed and introduced to
Parliament the Electronic Communication Amendment Bill, the Postal Service Amendment Bill and the
Ikamva National e-Skill Institute Bill (Ikamva Digital Skills Institute Bill). The Bills contributed towards
the achievement of Outcome 6 (“An efficient, competitive and responsive economic infrastructure
network”).

The Department also contributed towards Outcome 5 (“A skilled and capable workforce to support an
inclusive growth path”) through facilitating the implementation of the ICT SMME Development
Strategy which is aimed at promoting the growth and sustainability of ICT SMMEs.

In its effort to advance South Africa’s National ICT interests in Regional and International Forums
towards attaining partnerships for economic growth and development, the Department successfully
hosted the BRICS Communication Ministers Meeting 2018 and the ITU Telecom World 2018. The
Department also developed several country positions and participated in various international ICT
fora. Such initiatives contribute towards Outcome 11 (“Create a better South Africa and contribute to a
better Africa and a better world”).

An Inclusive Information Society and Knowledge Economy driven through a comprehensive e-
Strategy and access to Government service.

The Department facilitated the implementation of the National e-Strategy focusing specifically on the
development of the National Digital Skills Strategy which directly contributes towards Outcome 5 (“A
skilled and capable workforce to support an inclusive growth path”). The Department also established
the Presidential Commission on the Fourth Industrial Revolution and developed the e-Mall Platform
for commercialisation by SAPO.

As part of contributing towards Outcome 12 (“An efficient, effective and development-oriented public
service”), the Department facilitated the implementation of the e-Government Strategy with specific
focus on uploading of the e-Services from selected Government Departments, in consultation with
SITA, onto the National e-Services Portal.

Optimally functional Department and SOCs that effectively deliver on their respective
mandates.

In order to contribute towards Outcome 12 (“An efficient, effective and development-oriented public
service”) the Department focused on improving the performance of SOEs though pro-active and
stringent oversight. The Department undertook monitoring and evaluation of performance and
compliance of SOEs against strategic plans and relevant prescripts. Furthermore, draft legislation for
the State IT Company and the State ICT Infrastructure Company was developed.

In order to create a high performing organisation to enable achievement of the Department’s
mandate, the Department has furthermore implemented the recommendations stemming from the
Climate and Culture Action Plan to improve the current climate and culture within the Department to
optimise the delivery of its mandate by implementing and monitoring the Leadership Development
Programme for Executive Management (DG and DDGs); and Programme and Project Manag ement for
Senior Managers.

7. Description and Core Functions

The mandate of the Department of Telecommunications and Postal Services is to develop ICT
policies that will contribute to an inclusive information society. The Department has a responsibility to
modernise the economy and economic infrastructure through: facilitating the rollout of ICT
infrastructure, applications and services; enabling the rollout of postal and banking services;
developing e-strategies to roll out e-government and e-sectoral services; promoting cybersecurity and
the security of networks; and promoting universal service and electronic communications in
underserviced areas.
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The activities of the Department are structured into five programmes, which are:
Programme 1: Administration

Programme 2: ICT International Affairs and Trade

Programme 3: ICT Policy Research and Capacity Development

Programme 4: ICT Enterprise Development and Public Entities Oversight
Programme 5: ICT Infrastructure Support.

7.1 Performance information
As reflected in the graph below, during the 2018/19 financial year, the Department achieved 92 per
cent (24 out of 26) of its planned targets as outlined in its 2018/19 Annual Performance Plan.

.Achieved

. Not Achieved

Budget spending was 99 per cent of its total budget allocation for the year under review. The graph
below is an indication of budget spend against planned targets over three financial years.

As indicated above, the Department did not achieve 2 of its 26 planned 2018/19 annual targets, as
reflected below:
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Implementation of the National e-Strategy
The following planned initiatives related to the implementation of the National e-Strategy were not
fully implemented as planned:

o Approval of the National Digital Skills Strategy

e Approval of the Internet for All Framework

e Provision of secretarial support to the Presidential Commission on 4IR

Broadband connectivity and sustenance of 570 identified sites
There was a deviation of 304 identified sites for which upgrades and service activation was
incomplete by the end of the reporting period.

7.2 Performance by Programme

7.2.1 Programme 1: Administration
The purpose of Programme 1 is to provide strategic leadership, management and support services to
the Department. For the period under review, this programme had one strategic objective which is to
create a high performing organisation to enable achievement of the Department’s mandate.

The Department achieved all the planned targets for the reporting period and therefore there are no
issues to address with regard to under-performance and no changes to the planned targets during the
reporting period.

The Department developed a Leadership Development Programme for Executives, as part of
implementing the Climate and Culture survey action plan and this was monitored on a quarterly basis.

Programme and Project Management development was fully implemented and 83.3 per cent (50) of
identified senior managers were trained during the reporting period and this target was exceeded by
3.3 per cent.

The Department developed the 2018/19 Departmental Budget and Procurement Plan. The
implementation of the 2018/19 Departmental Budget and 2018/19 Procurement Plan was monitored.



The 2019/20 Estimates of National Expenditure (ENE) Chapter and the 2019/20 Procurement Plan
was developed and approved in line with APP priorities, and submitted to National Treasury.

The 2019/20 Strategic risk assessment was conducted, and the Risk Register was updated and
presented to relevant management structures. The Department digitised the process of submitting
memorandums through the roll-out of the e-Submission system. Training for users of the system was
also conducted and a total of 167 staff were trained during the reporting period. Following the roll-out
of the e-Submission system, 368 submissions were generated for the reporting period.

Spending was R235 million in the 2018/19 financial year and R209,4 million in the 2017/18 financial
year. Spending under goods and services declined from R95,9 million in 2017/18 to R85,8 million in
2018/19 financial year. The underspending is mainly due to the posts that were not filled during the
financial year as the result of the moratorium put in place. Spending rate under this program is at 98.2
per cent.

7.2.2 Programme 2: ICT International Affairs
The purpose of Programme 2 is to ensure alignment between South Africa’s international activities
and agreements in the field of ICT and South Africa’s foreign policy.

The strategic objective for the financial year under review was to advance South Africa’s National ICT
interest in Regional and International Forums towards attaining partnerships for economic growth and
development. The Department achieved all the planned targets for the reporting period and therefore
there are no issues to address with regard to under-performance.

Within this programme, the Department reported the following achievements:

RSA Position Paper on SADC roaming was developed. RSA position on SADC Roaming was
advanced at the SADC SCOM in July 2018 and at the SADC Ministerial meeting in September 2018
and the Implementation Plan was developed.

RSA contribution to SADC 4th Industrial Revolution Roadmap was developed and presented at the
SADC ICT Ministerial meeting. The SADC Chairship report was developed and handed over during
the SADC ICT Ministerial Meeting held 24-27 September 2018 in Windhoek, Namibia.

The RSA Position Paper for ITU-PP 18 was developed and approved by Cabinet. RSA Position was
advanced at the ITU PP-18 in Quarter 3 of the reporting period. South Africa was able to advanced 9
proposals which were tabled at the ITU PP-18. An Implementation Plan, stemming from the outcome
of the ITU-PP, was developed.

RSA Position for the reform of UPU was developed and advanced at the UPU Council of
Administration (CA) in October and at the African Union Committee on Information and
Communication Technologies [AU CICT] in November. Implementation plan was developed with
relevant stakeholder engagement.

The Department hosted the BRICS ICT Ministerial 2018 Meeting in September 2018. The Outcomes
Report of the BRICS ICT Ministerial 2018 Meeting was developed. The Handover Report was
developed and submitted to DIRCO as per the national directive.

The Department successfully hosted the ITU Telecom World 2018 in September 2018 as per Host
Country Agreement. The Outcomes Report of the ITU Telecom World 2018 was developed.

Spending was R85,1 million in the 2018/19 financial year and R50,6 million in the 2017/18 financial
year. There was an underspending of R250 thousand in the 2018/19 financial year. The
underspending is due to ITU sponsorship (in cash) amount of R250 thousand not received from a
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sponsor after the funds were already allocated to the Department by National Treasury during the
adjustment budget. Spending rate under this program is at 99.7 per cent.

7.2.3 Programme 3: ICT Policy Research and Capacity Development
The purpose of Programme 3 is to develop ICT policies and legislation that support the development
of an ICT sector that creates favorable conditions for the accelerated and shared growth of the
economy. Develop strategies that increase the uptake and usage of ICT by the majority of the South
African population, in order to bridge the digital divide.

The Strategic Objectives for the 2018/19 financial year are listed below:
(i) Develop and implement ICT policy and legislation aimed at improving access and
affordability of ICTs;
(i)  Promote growth and sustainability of ICT SMMEs through development and implementation
of the ICT SMME strategy; and
(iii) Develop and implement a National e-strategy that will give priority to e-government services.

The Department acknowledges its under-performance on the target related to the facilitation of the
Implementation of the National e-Strategy focusing on identified areas. A change in the approach of
the Presidential Commission on the Fourth Industrial Revolution delayed the establishment of the
Commission. The Commission will commence operations in the 2019/20 financial year. Furthermore,
the Department will approve the National Digital Skills Strategy in April 2019.

During the reporting period the Department concluded consultations for the Electronic Com munication
Amendment Bill, Postal Service Amendment Bill and lkamva National E-Skill Institute Bill (Ikamva
Digital Skills Institute Bill). The 3 Bills were presented to Cluster and Cabinet after which they were
introduced to Parliament. The ECA Amendment Bill was withdrawn following the recommendations by
the Committee.

The Department facilitated the incubation of a total of 76 Internet Service Providers (ISPs) / SMMEs
which was supported by NEMISA and .ZADNA. A programme to promote the international
competitiveness of ICT SMMEs at the BRICS Ministerial Meeting and ITU Telecom World 2018 was
developed and benefited a total of 40 high tech SMEs. The Integrated Annual Report on ICT SMME
Development was also developed.

The Department developed the National Digital Skills Strategy. However, the Strategy was not
approved by close of the reporting period but was instead approved in April 2019.

Through consultations with SAPO, the Department developed the e-Mall Platform for
commercialisation by SAPO. Due to a change in approach, an Internet for All Framework was
developed as opposed to an Internet for All Work-Programme. The Department facilitated and
monitored the implementation of Internet for All initiatives.

The Presidential Commission on Fourth Industrial Revolution (4IR) was established with the
appointment of 30 members. An Inter-Ministerial Committee on 4IR was also established by Cabinet
on 27 March 2019 to support the work of the Presidential Commission. The Department also
developed a report on the Presidential Commission on Fourth Industrial Revolution.

The Department, in consultation with SITA, facilitated the implementation of the National e-
Government Strategy and Roadmap. The National e-Services portal was developed. e-Services from
selected Government Departments were uploaded on the National e-Services Portal, which is live and
interactive.

Spending was R85,4 million in the 2018/19 financial year and R78,5 million in the 2017/18 financial
year. There was an underspending of R202 thousand in the 2018/19 financial year. The
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underspending is mainly due to less advertising costs incurred. Spending rate under this program is at
99.8 per cent.

7.2.4 Programme 4: ICT Enterprise Development and Public Entities Oversight
The purpose of Programme 4 is to oversee and manage Government’s shareholding interest in ICT
public entities and to facilitate the growth and development of Small, Medium and Micro Enterprises
(SMMES) in the ICT sector.

The Strategic Objective for the 2018/19 financial year is to improve performance of SOEs through
proactive and stringent oversight and the Department achieved all the planned targets for the
reporting period.

Within this programme, the Department reported the following achievements:

e The Business Case for the State ICT Infrastructure Company was developed. Draft Legislation
for the State ICT Infrastructure Company was developed.

e The Business Case for the State IT Company was developed. Draft Legislation for the State IT
Company was developed.

e The Department monitored and evaluated service delivery performance and compliance of
SOEs against strategic plans and relevant prescripts through the development of a
consolidated State of SOEs Report for Quarter 4 of the 2017/18 financial year and
consolidated reports for State of the SOEs for Quarter 1, 2 and 3 of 2018/19 financial year.

e Spending was R3.2 billion in the 2018/19 financial year and R3.9 billion in the 2017/18
financial year. The decrease was mainly due to a reduced allocation amount of R2.9 billion in
this financial year transferred for the recapitalisation the South African Post Office. Spending
rate under this program is at 100 per cent.

7.2.5 Programme 5: ICT Infrastructure Support
The purpose of Programme 5 is to promote investment in robust, reliable, secure and affordable ICT
infrastructure that supports the provision of a multiplicity of applications and services.
The Strategic Objective for the 2018/19 Financial Year is listed below:
(i) Coordinate the Broadband connectivity to achieve 100 per cent population coverage; and
(i) Develop and implement ICT Policy and legislation aimed at improving access and affordability
of ICTs.

The Department acknowledges its under-performance on the target related to the project managing
the Broadband connectivity and sustenance of 570 identified sites. There were challenges
experienced largely with regards to the slow rate of service activations which will be prioritised in the
2019/20 financial year through increasing the project management capacity within the Department.

The Department project managed connectivity to 570 identified sites. However only 266 of these sites
were fully connected with both infrastructure installed and services activated.

Project management of infrastructure installation was undertaken for the remaining 304 facilities
which still await service upgrades and activation. However, there was a deviation of 304 identified
sites which still awaits service upgrades and activation because approval of the roll-over budget by
National Treasury only took place in September 2018, which delayed the activation of services.
Service activations will be prioritised in the 2019/20 financial year.

During the reporting period, network and internet service pre-engineering was facilitated for all 750
identified sites, as planned.
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The Business Case for funding of Phase 2 Broadband Connectivity was finalised, in line with the BFI
funding structuring requirement, and submitted to National Treasury.

The Department facilitated the establishment of the interim Rapid Deployment Coordination Centre
(RDCC), in line with the implementation of the Rapid Deployment Policy.

Operations of the Cybersecurity Hub was monitored, and quarterly monitoring reports were developed
on increased service offerings and operations of the Cybersecurity Hub. Increased service offerings
included the establishment of Sector-CSIRT and increased collaboration, resolution and responding to
threats, information dissemination and incident management, amongst others.

The Department developed the draft SA Preliminary Positions for WRC-19. The draft report was
updated based on the outcomes from Working Parties and submitted as part of multi-contributions to
ITU-R TG5/1 and based draft CPM19-2 report.

Spending was R388,4 million in the 2018/19 financial year and R611,9 million in the 2017/18 financial
year. The underspending of R7,8 million in the 2018/19 financial year against the allocation of R396
million was mainly due to delay in the implementation of the DOA project under Payments for Capital
Assets. Included in the expenditure is the R100 million expensed in line with the MCS requirements
for the SA Connect Broadband. Spending rate under this program is at 98 per cent.

8. Overview and assessment of financial performance of the Department

Overall spending at 31 March 2019 was 99,7 per cent of the allocated budget. A total R2,9 billion
transferred to SAPO in January 2019. Advance payments amounting to R100 million made to BBI
(R77 million) and SITA (R23 million) for the SA Connect project.

Reductions to the 2017 MTEF baseline by 46,5 per cent from R1,7 billion to R923 million. R203,9
million was reallocated from SA Connect (R143,9 million) and Sentech migration of digital signals
(R60 million) to Sentech for dual illumination. The budget allocation per programme was as illustrated
in the table below:

2018/19 2017/18
ALLOCATION EXPENDITURE |AVAILABLE | % Final Actual

PROGRAMMES R'000 % R'000 R'000 SPENT |Appropriation |Expenditure
Administration 239,157 6% 235,003 4,154 98.3% 209,578 209,452
International Affairs and Trade 85,334| 2% 85,084 250( 99.7% 51,748 50,612
Policy, Research and Capacity

Development 85,628 2% 85,426 202| 99.8% 84,518 78,524
ICT Enterprise Development and

Public Entities Oversight 3,200,502 80% 3,200,454 481100.0% 3,942,247 3,941,549
ICT Infrastructure Support 396,315 109 388,447 7,868| 98.0% 886,286 611,924
TOTAL 4,006,936 | 100% 3,994,414 12,522 | 99.7% 5,174,377 | 4,892,055

International membership fees amounting to R28 million were paid in full. Funds not requested is due
to ITU sponsorship (in cash) amount of R250 thousand not received from a sponsor after the funds
were already allocated to the Department by National Treasury during the adjustment budget.

SAPO issued shares to Government in return for the R2,9 billion. For ITU sponsorships, the
Department received in cash as follows:

(i) MTN R25 million
(i) Microsoft R1 million
(iii) IDC R250 000.
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As mentioned previously, the underspending was mainly due to posts not filled during the financial
year. Furthermore, underspending in infrastructure was mainly due to Digital Object Architecture
(DOA) project not implemented during the financial year.

The Cybersecurity awareness was not paid to GCIS because the agreement was not concluded on
time. A R2 million rollover for cybersecurity awareness programme was requested. On Goods and
Services, underspending due to the cybersecurity awareness not paid over to GCIS by end FY was
because the agreement was still pending. A rollover request was made to National Treasury.
Underspending on Capital Assets was due to one car of a former Minister not procured.

8.1 Virements/Rollovers

Virements as reflected on the Appropriation Statement were applied in terms of Section 43(1) of the
Public Finance Management Act 1 of 1999 which stipulates that virements may not exceed 8 per cent
of the amount appropriated under that main division. Funds amounting to R9,947 million (0,15%) and
R5,3 million (1,34%) from programmes 4 and 5 were transferred respectively to programmes 1, 2 and
3 to defray excess expenditure mainly under travel and subsistence, payment for financial assets,
compensation of employees, and foreign governments membership fees.

An amount of R110,3 million relating to the SA Connect Broadband Project was approved by National
Treasury as a roll-over in the year under review.

8.2 AGSA Treport
The Department achieved an unqualified audit opinion for 2018/19 financial year.

The Auditor-General did not raise any material findings on the usefulness and reliability of the
reported performance information for these programmes:

*  Programme 3 — ICT policy, research and capacity development

* Programme 4 — ICT enterprise development and SOC oversight

* Programme 5 — ICT infrastructure support.

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)(a) and (b) of the PFMA. Material misstatements of investments, commitments, and related
parties identified by the auditors in the submitted financial statements were corrected, resulting in the
financial statements receiving an unqualified audit opinion.

The Auditor-General was unable to obtain sufficient appropriate audit evidence that disciplinary steps
were taken against officials who had incurred irregular expenditure as required by section 38(1)(h)(iii)
of the PFMA. This was due to proper and complete records that were not maintained as evidence to
support the investigations into irregular expenditure. The leadership did not exercise oversight
responsibility to ensure that consequence management was fully implemented in the Department as
some of the irregular expenditure investigations have not been initiated or finalised, this was as a
result of a backlog of investigations emanating from 2003 to 2012.

The financial statements contained material misstatements due to incorrect interpretation of
accounting standards and lack of proper review of financial statements submitted for audit against the
supporting schedules submitted to the finance section for the preparation of the financial statements.
As a result, material adjustments were made to the financial statements submitted for auditing.

Improvements in relation to compliance matters as reflected in AG outcomes:
3 AG Findings in Audit Report in 2017/18 vs 2 in 2018/19;
* 28 AG Findings in Management Letter in 2017/18 vs 25 in 2018/19;
* No irregular expenditure incurred during the financial year;
* Previous cases of irregular expenditure amounting to R17,8 million were addressed during the
financial year.
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At the end of the financial year the Department addressed 83 per cent of audit findings raised by the
AGSA. Overall the Department addressed 70 per cent of integrated findings (AGSA and Internal Audit
findings).

According to the Auditor-General’s report, there was material misstatement of financial statements in:
(i) Impairment of SAPO investment;
(i) Key Management Personnel;
(iii) Commitments.

Irregular expenditure wherein investigations not conducted, cases not finalised and the inability to
take disciplinary steps.

The Department did not incur any irregular expenditure during the period under review.

The Department has, after detailed investigations were conducted, reduced the irregular expenditure
of R226 million by R17,8 million. R13,9 million was removed from the irregular expenditure register
based on the investigations conducted and indicated that the amount was incorrectly classified. The
R3.8 million is condoned after investigations were concluded.

Furthermore, the Department is continuing with the investigations to address the irregular expenditure
incurred during the previous financial years.

The amount incurred for fruitless expenditure this year amounts to R13 000, comprising R1 000 for
traffic fines and R12 000 for no shows. Investigation processes are underway to establish the facts
before any action can be taken to implement consequence management effectively. An amount of
R2,7 million was written off from expenditure incurred in the previous financial years. The amount
recovered amounted to R4 000. The Department maintains a register of fruitless and wasteful
expenditure and the policies on losses and debt were reviewed in the year under review. Losses are
written off in accordance with the loss and debt policies as well as chapters 9, 11 and 12 of the
Treasury Regulations. There are punitive measures against perpetrators and awareness campaigns
are carried out to avoid recurrence of fruitless and wasteful expenditure.

At the end of the financial year, the Department had addressed 83 per cent of audit findings raised by
the AGSA. Overall the Department addressed 70 per cent of integrated findings (AGSA and Internal
Audit findings).

9. Entities of the Department
The following shows the transfer of funds to entities and agencies reporting to the Department of
Telecommunications and Postal Services (excluding international organisations):

9.1 Transfers and payments
NAME OF SERVICES AMOUNT AMOUNT ACHIEVEMENTS
PUBLIC ENTITY RENDERED BY TRANSFERRED SPENT BY THE | OF THE PUBLIC
THE PUBLIC TO THE PUBLIC | PUBLIC ENTITY ENTITY
ENTITY ENTITY
NEMISA To provide a R90,8 million R90,8 million ¢ Training was
national done by the
integrated e-skills ColLabs and
development NEMISA’s In-
management house training
system towards division:
sustainable o 4884 e-literacy;
socio-economic e 4445 sector
development in users;

South Africa e 812 ICT
practitioners;
and

e 280 e-leaders
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USAASA To promote R80 million R80 million USAASA
universal service achieved 2 of the
and access in 4 planned
underserviced targets. The
areas achieved targets

are:
o 100% of risks
detailed in the
Risk
Management
Plan mitigated;
and
e 100%
utilisation of
the functioning
SAP ERP
modules
USAF USAF utilised the | R76,7 million R18,9 million The Fund
contributions from reported
licensees achievement of 2
exclusively for of the 11 planned
payment of targets under
subsidies to Rapid
needy persons, Deployment and
undeserved Connectivity. The
areas and achieved targets
schools. are:
To provide e 1 public office
incentives to with 24
network licensees months
to construct and contract
maintain maintained
networks in
underserviced e 16 public
areas offices with
connectivity
maintained
SENTECH To provide R203,9 million R203,9 million SENTECH
common carrier continued to
broadcasting provide support
signal distribution the dual
services to illumination
licensed broadcast phase
broadcasters in until the digital
South Africa migration process
is resolved
According to the Auditor-General, there is material uncertainty to 25 per cent

of

the

telecommunications portfolio is terms of its continuation to operate. In particular, SAPO and BBI
prepared the financial statements on a going concern basis; however a number of events and
conditions have been identified that cast significant doubt on the entities to continue as a going
concern. These are as follows:
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9.1.1 SAPO Group
Material uncertainty as a going concern has been reported in audit report for the past 5 financial
years:

e The entity has a high cost base with employee costs accounting for 69 per cent of their
revenue which contributes to the constant operating losses. Despite cost containment
initiatives, revenue generation plans have also not yielded the desired outcomes resulting in
the entity constantly not being able to generate more revenue than expenses;

e The company continues to incur losses with a net loss R1 117 564 000 during the year ended
31 March 2019;

e Decline of a major market [Mail revenue];

e Both the debtors and creditors days have increased; and

e Increased contingent liabilities.

9.1.2 BBI
Material uncertainty on the going concern basis has been reported in audit report for the past financial
4 years:

e Recurring operating losses;
o Total liabilities exceed total assets by R1 207 730; and
e Incurred a net loss of R14 735 million.

9.2 South African Post Office (SAPO) -- R2,947 billion

SAPO is a Schedule 2 public entity in terms of the PFMA. It is a government business enterprise
established to provide postal and related services to the public and derives its mandate from the
South African Post Office SOC LTD Act No 22 of 2011 and the South African Postbank Limited Act No
9 of 2010.

The Postal Services Act No 124 of 1998 grants SAPO the exclusive mandate to conduct postal
services. This Act further makes provision for the regulation of postal services and the operational
functions of the postal company, including SAPO’s universal service obligations and associated
financial services.

9.2.1 Operational highlights
The Post Office took over social grant payments during the current financial year. A total of 7.7 million
grantees were converted to the new gold SASSA cards. The SASSA project was a huge success for
both Post Office and Government with a smooth transition from the old service provider to on-
boarding to Post Office systems.

Post Office has seen revenue growth by 20 per cent year on year. This was largely contributed by the
SASSA social grants payments and the DTT project. An additional 589,156 street addresses were
allocated to citizens against a planned target of 500,000. The Government project to generate geo-
referenced addresses in the rural areas nationally exceeded the target during the year with an
achievement of 4.9 million addresses.

The mail service delivery performance at the end of the year was recorded at 76.4 per cent against
the ICASA approved target of 92 per cent. The operational challenges experienced in Quarter 1 and 2
contributed to the decline of 11 per cent from performance in the prior year.
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The registration of 1 012 518 qualifying needy households have been registered nationally as at 31
March 2019. A total of 549 344 Set Top Boxes has been issued up to 31 March2019. Other highlights
include:

e The Office of Exchange successfully piloted the customs declaration system (CDS) for
countries such as Uganda, Eswatini and Russia;

o A total 3 million textbooks delivered to 3 659 schools in Northern Cape and Limpopo;

A total 4,9 million addresses geo-referenced in rural areas enabling them to be FICA

compliant and contributed to successful National and Provincial elections;

SASSA grants paid to beneficiaries in the National Payments System from 01 June 2018;

Significant progress made with the corporatisation of Postbank;

The Financial Matters Amendment Bill was approved allowing SOE’s to register a bank;

The transfer of the operations of the Postbank division to the Postbank SOC Ltd was

gazetted during March 2019;

Permanent employees headcount reduced by 4 per cent;

e Job creation through the recruitment of 3 000 temporary contract workers and 1 000
permanent employees for the SASSA project;

¢ HR Strategic workforce plan finalised to enable staff optimisation process; and

¢ Improvement of governance reporting structures (Rationalisation of Board committees and
replicating at EXCO level).

9.2.2 Financial performance
The loss for the year increased by R95 million to R1,1 billion:
e Revenue increased by 20 per cent to R5,4 billion from R4,5 billion in prior year;
e Expenses including finance costs increased by 18 per cent to R7,7 billion from R6,5 billion in
prior year:
o0 Expenses excluding SASSA project costs increased by 6 per cent to R6,9 billion; and
0 SASSA Project expenses of R798 million.
Recapitalisation funds of R2,9 billion received in January 2019 and utilised to settle term loans of
R1,035 billion, with balance of R1,2 billion at year end and Postbank depositors funds of R5,2 billion.
SAPO presented the following statement of cash flow for the year ended 31 March 2019.

Statement of Cash flow

<+ Cash utilised by operations — R1,5 billion
= Operations not generating positive cash flows

++ Capital expenditure of R186 million

«+ Postbank cash equivalents and short term investments of R8,4 billion
= Deposits from public of R5,2 billion
= Surplus of R3,2 billion

<+ Financing activities
= R2,9 billion capital injection
= R400 million term loans acquired in December 2017 and R635 million acquired on December
2018 repaid in January 2019, with balance of R1,2 billion at yearend

«+ Liquidity concerns still remain due to expenditure exceeding revenue — Projection to be profitable
in year 2

«+ Post office excluding Postbank

= (Cash equivalents of R1,9 billion (R1,2 billion — recapitalisation funds, R368 million — SASSA
prepayment funds and R300 million — unutilised subsidy)
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9.2.3 Audit opinion
SAPO received a qualified audit opinion due to the following two matters:
(i) Other receivables — unable to obtain cash acknowledgement forms (delays in submissions
resulted in limitation of scope); and
(i) Other deposits (SASSA liabilities) — Insufficient detail on reconciliations of unclaimed amounts
relating to SASSA grants from the Integrated Grant Payment System (IGPS) to SAP.

As at 31 March 2019, the target for Auditor-General SA matters achieved 63.13 per cent, which
constitutes 113 issues, resolved from 180 issues reported. From the 67 issues not resolved, 16 issues
failed implementation whereas the remaining 50 issues are still work in progress.

Trade and other receivables
The entity did not have adequate systems of internal controls for the recording and reconciliation of
these transactions to the financial statements.

Other deposits (grants)
The entity did not have adequate systems of internal controls for the recording and reconciliation of
these transactions to the financial statements.

Lastly, overall performance of SAPO against targets improved to 58 per cent , up 10 per cent from the
prior year (48%). The final allocated budget was the R2,947 billion transferred for the recapitalisation
of SAPO. Expenditure exceeded the budget by R600 million mainly on card costs and security costs
for the SASSA project.

9.3 Sentech -- R203,9 million

Sentech’s legislative foundation is the Sentech Act, the PFMA No. 1 of 1999 and National Treasury
Regulations published in terms thereof serve as the authority for the organisation’s financial reporting
requirements. Policies have been put in place to ensure that there is compliance with all relevant
legislation. The organisation is further guided by the principles embodied in the King IV Report on
Corporate Governance for South Africa and the Protocol on Corporate Governance in the Public
Sector 2002.

In 2002, following the deregulation of the telecommunications sector, Sentech was granted two
additional licences, allowing the company to provide international voice-based telecommunications
and multimedia services. These licences were subsequently converted into an Individual Electronic
Communications Network Service (I-ECNS) and an Individual Electronic Communications Service (I-
ECS), licensed in terms of the Electronic Communications Act (ECA).

Sentech derives its mandate from legislation, particularly the Sentech Act and the Electronic
Communications’ Act. Sentech’s licences enables the Company not only broadcasting signal
distribution but a range of electronic communications service. Therefore Sentech's mandate is to
provide broadcasting signal distribution for broadcasting licensees, with a particular focus on
accelerating the implementation of government ICT interventions within the framework of the NDP
and the strategic integrated project for expanding access to communication technology.

Sentech was established as a technical division of the South African Broadcasting Corporation
(SABC), responsible for the Corporation’s signal distribution services. In 1992, the division was
corporatised as Sentech, a wholly-owned subsidiary of the corporation. In 1996, the Sentech Act No
63 of 1996 was amended, converting Sentech into a separate public entity, responsible for providing
broadcasting signal distribution services as a ‘common carrier to licensed television and radio
broadcasters.

Through the promulgation of the Electronic Communications Act No 35 of 2005, Sentech was then
licensed by the Regulator the Independent Communications Authority of South Africa (ICASA) to
operate as an Electronic Communications services and Electronic Communications and Network
services company. These licences enabled Sentech to provide all electronic communications services
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and networks. As a result, the business model of the Company changed from being a provider of
broadcasting signal distribution services only to be a fully- Information and Communications
Technology (ICT) services and network provider. It is wholly owned by the Government of the
Republic of South Africa as represented by the Minister of Communications

The primary product portfolio consists of Content and Multimedia Services (C&MS), Infrastructure
Management Services (IMS) and Connectivity Services (CS) as illustrated below:

ontel \ Infrastructure | | Connectivity | - \
ultinr Management | | Services (CS) |
j Senices M9 S /

9.3.1 Operational highlights

During the year under review, Sentech business performance was sub-optimal as a result of the
economic challenges that led to churn by customers on some of their services. Regrettably, the
targeted growth of 6,5 per cent was missed and achieved a 4 per cent increase in revenue from
R1,349 million to R1,399 million, a reflection of the tough trading conditions. Earnings Before Tax and
Interest (EBIT) declined marginally from R141 million to R140 million. However, the net income saw
better performance from R152 million to R181 million. This was as a result of improved cost
containment.

Sentech has managed a reliable network availability by exceeding the annual target of 99.80 per cent
by reaching 99.85 per cent. This due to a robust infrastructure with a national footprint, operational
excellence and investment in proper maintenance of Sentech’s network. Other highlights include:

e Sentech has ensured employee development by exceeding training interventions target of 85
per cent training interventions by implementing 163 per cent of the training plan;

e Sentech has connected six broadband sites in remote areas against the set target of four; in
support of government’s SA Connect through the delivery of the Internet for All project;

e To enhance innovation, Sentech developed two digital products, such as fi xed wireless and
OTT platforms in line with the broadband connectivity strategy; and

e Sentech exceeded 6.5per cent of actual Net Profit After Tax (NPAT) spend target on Supplier,
Enterprise and Socio-Economic development by spending 11.4 per cent as a strategy to
contribute to socio-economic transformation and black economic empowerment.

The company achieved 65 per cent as opposed to 80 per cent of the set target in the customer
satisfaction survey. Some of the contributing factors were load shedding that caused severe
disruption to the operations and thus negatively impacted on transmission network availability at
critical times of the day. Sentech remains committed to putting customer centricity pillars at the
centre stage going forward.

9.3.2 Financial performance
EBIT
Despite marginal growth in revenue of 4 per cent EBIT for year was almost at the same the previous
financial year. Cost containment measures throughout the organization enabled the company to at
least maintain overall cost increase to be in line with revenue growth.

Investment in analogue network whilst DTT network remains on air but generating no revenue until
Analogue Switch Off (ASQO). Cash resources preserved for growth increased by 21 per cent.
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EBITDA
EBITDA was boosted by lower depreciation during the financial year.

NET PROFIT

Net profit increased by 19 per cent due higher interest income on overdue accounts and reduction in
deferred taxation.

The key highlights on financial performance are set out in table below:

Description Year ended 31 March 2019  Year ended 31 March 2018  Year ended 31 March 2017
R’000 R’000 R’000

Turnover 1399 127 1349 590 1232619
Normalized EBIT (excluding shortfall in 141738 141 919 103 461
dual illumination funding)
|Dua| illumination funding shortfall 0,00 0,00 | (48 194)
EBIT 141738 141 919 33955
‘ EBIT margin % 10% 1% 3%
Net profit 182 726 152 792 104 153
‘Cash generated from operations 74974 (123 047)| 92 486
Acquisition of Property Plant and (78 837) (110 216) (274 615)
equipment and Intangible Assets
|G0vernment grants received 177 305 215 7ss| 87719
Cash balances 1112 407 916 149 907 357
‘Total Equity 2200 876 1920 014| 1767 472
Return on Equity 8% 8% 6%

As mentioned above, revenue increased to R49,5 million in a challenging economic environment. The
increase was a result of the inflationary increase in the content and multimedia services. Despite the
marginal growth in revenues, Sentech managed to report a net profi after tax of R182 million as a
result of cost containment measures, negotiated satellite costs and an increased investment income.
SENTECH managed to improve its cash flow position closing the year at a cash balance of R1,1
billion, an increase of R196,3 million from prior year of 916 million. This was through rigorous
collection measures implemented and grant funding received from the Shareholder. The overall
outcome of these initiatives is the maintenance of a return on equity ratio of 8 per cent when
compared to the previous financial year.

Total Liabilities increased mainly due to the deferred taxation on revaluation surplus and differed
income relating to government grants which will be utilized in the 2019/20 financial year. Overall
Equity was therefore boosted by the upward valuation of assets and profits made during the year.

Cash flow from operations and overall cash balances improved during the year due to the following:
(i) Improvement in cash payments from major customers; and
(if) Cost containment measures and optimization of capital investments.

Conclusion on Financial Performance

* Volatile currency and slow economic growth will continue to have an impact on the
performance of the company going forward;

* Challenges facing community broadcasters and one of the major customers still continue,
however management expects resolution of these issues in the 2020 year.

* Revenue outlook has decreased in anticipation of analogue switch off;

* The company will continue to streamline processes, strengthen business development,
execute capital projects aimed at growing revenue , contain costs and diversify revenue;

* In the medium to long term , the company will pursue opportunities in the African continent,
identify possible acquisitions and grow the Managed Infrastructure Business; and
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* Long term funding plan will be reviewed in light of the funding requirements for the growth of
the business.

9.3.3 Audit opinion

For the 7™ consecutive year, Sentech has received a clean audit.

The Auditor-General evaluated the usefulness and reliability of the reported performance information
in accordance with the criteria developed from the performance management and reporting
framework, as defi ned in the general notice, for Sustainable business growth, Achievement of high-
level of customer satisfaction; and Building a high-performance culture strategic goals presented in
the annual performance report of the public entity for the year ended 31 March 2019. No material
findings on the usefulness and reliability of the reported performance information for these strategic
goals.

The Auditor-General not raise material finding on compliance with the specifi ¢ matter in key
legislation set out in the general notice issued in terms of the PAA nor did identify any significant
deficiencies in internal control.

9.4 USAASA/USAF i R80 million, USAF R18,9 million

The Constitution of South Africa (1996) describes the Bill of Rights as a cornerstone of democracy in
South Africa and states that: ‘It enshrines the rights of all people in our country and affirms the
democratic values of human dignity, equality and freedom.’ Section 16 of the Bill of Rights underpins
the higher guiding principle of USAASA’s mandate to provide access and service that will ensure
freedom of expression for the people of South Africa.

The existence, functions, duties and mandate of the Agency are governed by sections 80 to 91 of the
Electronic Communications Act 36 of 2005 (ECA), which came into operation on 19 July 2006. The
new amendments to the ECA, which have a direct bearing on governance of the Agency, came into
operation on 21 May 2014 and is a public body defined by Schedule 3A of the Public Finance
Management Act (PFMA) No 1 of 1999.

The National Integrated ICT Policy White Paper approved by Cabinet on 28 September 2016 makes
recommendations on new or amended legislation arising from the White Paper. The most significant
proposal with respect to universal access and service is the creation of the Digital Development Fund
(DDF), which would replace USAASA and USAF. It would exclude the policy- and regulation-making
functions currently with the Agency, and the Fund would be responsible in the main for identifying,
awarding and managing projects.

NDP goals that have an influence on USAASA’s strategy and work include:
* Implementation of an integrated e-strategy for the country;
* 100 per cent broadband penetration by 2020 (>2mbs);
By 2030, deployment of a full range of government, educational and information services.

USAASA has rationalised its performance objectives from 24 in 2017/18 to just four (4) in the year
under review.! The four strategic objectives include:?
e Improved risk management services;
e Increased utilisation of the information and communications technology (ICT) system;
e Improved responsiveness by USAASA to the needs of underserviced and unserved
communities through research and development; and

; Pg 5 of Usaasa Annual Report 2018/19
Ibid
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¢ A smooth transition from USAASA/USAF to Digital Development Fund (DDF).

9.4.1 Operational highlights
USAASA rolled out broadband infrastructure at 62 and 212 broadband sites in the underserviced
municipalities of Impendle Local Municipality (KwaZulu-Natal) and Nyandeni Local Municipality
(Eastern Cape) in 2017/18.

In terms of the USAASA strategic goal of ‘An optimally functioning USAASA that effectively delivers
against its mandate’, USAASA’s performance worsened from 67 per cent in the 2016/17 financial year
to 42 per cent in 2017/18. For the 2018/19 targets, achieved annual targets against the planned
annual targets reveal that there were four planned targets and only were achieved, which is a 50 per
cent achievement.

USAASA 2018/19 ANNUAL PERFORMANCE USAASA 2018/19 ANNUAL PERFORMANCE

e

Achieved Not achieved @ Not achieved @ Achieved

ANNUAL TARGETS

Against these targets, USAASA achieved 50 percent, which is a moderate improvement from 42
percent achieved in 2017/18 financial year.3 It is also important to note that in 2016/17, the
performance of USAASA was at 67 per cent at the end of the financial year.

On governance, the entity through its board identified key areas where interventions are necessary for
internal controls needed for strengthening systems and procedures to improve audit outcomes. Risk
management committee was reconstituted and mandated to identify root causes of poor performance.
Combined assurance model was strengthened through assistance from Independent Communications
Authority of South Africa (ICASA), and the Auditor General of South Africa (AGSA) to further enhance
audit reviews on broadband.

The poor project and contract management self-evident in the performance results of the organisation
is a clear indication of lack of required skKills to deliver results.

On key broadband deliverables for 2018/19 financial year, USAASA had an obligation to deliver on
the following:
e Construct or upgrade the backhaul infrastructure;
Connect 1 295 sites by year 2020;
Connect government facilities such as local municipal offices;
Enable and facilitate the adoption of e-health, e-education, e-agriculture and e-government;
Rollout of Wi-Fi hotspots;
Create opportunities for local small, medium and micro enterprises (SMMES).

9.4.1.1 USAF

® Ibid
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Worringly, USAF received a qualified audit opinion for two consecutive years. There was failed
processes for BDM inventory management. The expiry of installers’ contract led to stoppage of
installations while failed procurement processes for the appointment of a service provider to roll out
broadband infrastructure in PSJ and Ingquza Hill local municipalities. Hence a mere 9 per cent
achievement against the planned targets in the 2018/19 APP. Graph below is a depiction of the non-
performance of USAF against its planned targets for the financial year 2018/19.

USAF 2018/19 ANNUAL PERFORMANCE USAF 2018/19 ANNUAL PERFORMANCE
Planned target
wv
[
w
O
=
=
-
<
=
Z
=
<
Achieved Not achieved @ Not achieved @® Achieved

One of the eleven planned targets was achieved, resulting in ten of the eleven planned targets were
not achieved, translating to 91 per cent non-achievement.

9.4.2 Financial performance
As illustrated in table below, USAASA had a total revenue of R81 906 million of which R80 million was
in the form of government grants and subsidies. The Agency had a deficit of R23 million by the end of
the financial year after a total expenditure of R105 million.

Accumulated surplus as at March 2019 was at an alarming R29 million. But it must be noted that this

is in the backdrop of a 50 per cent achievement of the Agency’s targets for the financial year under
review.
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Universal Service and Access Agency of South Africa

Audited Annual Financial Statements for the year ended 31 March 2019

Statement of Financial Performance

iGovernment grants & subsidies
Interest received - investment Other income
Recoveries

'Total revenue

Expenditure

Employee related costs

Legal fees

Depreciation and amortisation
Finance costs

Lease rentals on operating lease
BDM Warehouse and Logistics
Loss on disposal of assets and liabilities
Fair value adjustments

iGeneral Expenses

Total expenditure

(Deficit) surplus for the year

Recoveries from former employee(s) and interest earned from short-term call account was at R1.8
million while recoveries from former employee(s) and interest earned from short-term call account
amounted to R1.8 million by end of financial year under review. Saving realised due to vacancies
during the year amounted to R3.7 million.

As illustrated in table below, USAF had a total revenue of R159 119 million of which R76 million was
in the form of government grants and subsidies and R82 million was from finance income. USAF had
an alarming deficit of R199 million by the end of the financial year after a total expenditure of R358
million owing to the Digital Terrestrial Television project and Broadband project which had an
expenditure of R320 million.
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Universal Service and Access Fund
Audited Annual Financial Statements for the year ended 31 March 2019

Statement of Financial Performance

Transfers and subsidies
Finance income
Other income

Total revenue

Expenditure

Finance Costs

ICT Rapid Deployment and connectivity projects
Digital Terrestrial Television Project

Broadband Project

Audit Fees

Administrative Expenses

Total expenditure

(Deficit)Surplus for the year

9.4.3 Audit opinion
For USAASA, for the first time, no material findings on the Audit of Predetermined Objectives
(AOPO). However the Agency received an unqualified opinion with findings. Furthermore, USAASA
achieved an unqualified audit opinion for the past four years, with emphasis of matters. There was a
reduction in the number of findings raised by the AGSA as compared to the previous financial year.

Qualification on the inventory of set-top boxes due to inadequate internal controls to properly account
for and safeguard set-top boxes held by third parties.

Other findings include:
¢ Adoption and embedding of effective governance principles i.e. meaningful recognition and
contribution by assurance providers that led to the commissioning of two forensic audits on
Broadband and SAP ERP system; and
e Collaboration with ICASA on the audit of Broadband and Connectivity.

For USAF, no material findings on the Audit of Predetermined Objectives (AOPO). There was a
reduction in the number of findings raised by the AGSA as compared to the previous financial year
and collaboration with ICASA on the audit of broadband and connectivity was in place.

The majority of the disclosed fruitless and wasteful expenditure for the current year was caused by
interest, fines and legal fees due to the non payment of creditors and USAF contributed R4 million.
USAF further received a qualification relating to its inventory.

For both USAASA and USAF financial statement preparation remains a concern, as material
adjustmentshad to be made to the financial statements submitted for auditing.

Both had material compliance findings, mainly due to non-compliance with procurement and contract
management regulations and poor quality of financial statements, more details on nature of findings

and in terms of disregard to compliance with legislation, USAASA and USAF were found wanting in
terms of prevention of irregular expenditure.

9.5. Broadband Infraco (BBI) -- R410 million
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Broadband Infraco was established in 2007 in terms of Broadband Infraco Act No 33 of 2007 (the Act)
as a State-Owned Entity (SOE). The Company was registered in 2008 with the Companies and
Intellectual Property Commission (CIPC) as an entity owned by the government and the Industrial
Development Corporation (IDC). In October 2009, an Individual Electronic Communications Network
Services (I-ECNS) license was issued to the Company by the Independent Communications Authority
of South Africa (ICASA). The Company commercially launched on 18 November 2010. As per the
requirements of the Companies Act No 71 of 2008, Broadband Infraco was registered as a State-
Owned Company (SOC) with the CIPC with effect since 2013.

The Company is a Schedule 2 public entity in terms of the PFMA. Broadband Infraco is a national
asset that is leveraged by the Government to drive national growth and industrialisation. Its extensive
fixed national and international infrastructure is open to all competitive and public Information
Communication Technology (ICT) operators. Our legislative mandate is set out in the Broadband
Infraco Act No 33 of 2007. Its objectives are to expand the availability and affordability of access to
electronic communications, including, but not limited to, underdeveloped and underserviced areas.
These are aligned with the Electronic Communications Act No. 36 of 2005 and commensurate with
international best practice and pricing, through the provision of electronic communications network
services and electronic communications services.

Broadband Infraco’s mandate therefore is to expand the availability and affordability of access to
electronic communications, including, but not limited to underdeveloped and underserviced areas
through the provision of electronic communications network services and electronic communications
services.

9.5.1 Operational highlights
Eighteen (18) of the nineteen (19) targets were met translating to 95 per cent achievement. Only one
target on financial sustainability was not achieved.

Below is an annotated summary of other key highlights for the year under review:

* Quarterly performance reports submitted timeously;

« Current ratio is achieved at 117 per cent against a target of 55 per cent;

« EBITDA is achieved at 36,8 per cent versus a target of 22.9 per cent;

« SMME invoices were paid within 15 days versus a target of 30 days;

» Debtors were collected within 54 days versus a target of 60 days;

* A total number of 313 SA Connect sites were installed and 258 tested end-to-end versus a
target of 166;

* 0.15 per cent network performance rebates as a percentage of revenue were paid versus the
target of 0.3 per cent;

» Core network faults were restored within 5.90 hours on average versus a target of 7.5 hours;

« 3 SMMEs were allocated OEM installation work versus a target of 3;

* The discretionary spend on broad-based black economic empowerment (B-BBEE) totalled 104
per cent versus a target of 70 per cent;

* 49 per cent of the total discretionary spend was with Black Owned Entities (BOE) versus a
target of 40 per cent;

* 44 per cent of the spend on BOEs was with Black Women Owned Entities (BWO), versus a
targeted spend of 10 per cent;

* 8 per cent of the spend on BOEs was with Youth Owned Entities (YOE) versus a targeted
spend of 5 per cent;

« 2% of the spend on BOEs was with People with Disabilities Owned Entities (PWD), versus a
targeted spend of 1 per cent;

* 1 School selected in North West, telematics on distance platform was connected, computers
provided and educators trained versus a target of 1 school adopted in underserviced areas;

+ 1.80 per cent of the total salary bill was spent on training versus target of 1 per cent;

* 6 new technical interns were appointed versus a target of 6. The one technical intern who was
still pursuing his P2 has successfully completed his National Diploma; and
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* Progress on resolving external audit findings was assessed and reports submitted.

Lastly, revenue increased by 8.4 per cent year on year versus a target of 40 per cent. Though this a
significant improvement, the non-achievement of the target was mainly due to cancelled links and
long sales to billing cycles. It is expected that revenue will increase in the 2019/20 financial year due
to major contracts that are being provisioned.

9.5.2 Financial performance

Amidst another tough economic year, BBl was able to improve financial performance, increase cash
resources and improve on the overall financial health of the company. Revenue increased by 8 per
cent year on year and Cost of Sales reduced by 3 per cent year on year mainly due to the correction
of maintenance costs previously set-off and partly by the increase in costs to provision the services
for the sites, connected under SA Connect. Operational expenses increased by 5 per cent year on
year while the operational loss decreased by R99 million to R14 million for the financial year under
review (see table next page):

2019 2018
Note(s) R '000 R 'D00

Revenug |6 410915 378 200
Cost of sales 17 (181 323) (187 304)
Gross profit 229 582 191 886
Other operating income 18 178 483 B8 567
Other operating expenzes 18 (320 605} (304 124)
Operating profit (loss) B7 470 (22 661)
Imvestment income 12 4400 3634
Finance costs 13 (106 284) 4116
Loss before taxation (14 414) (113 143)
Texation 24 (322) (328)
Loss for the year (14 736) (113 471)
{ther comprehensive ncome -

Total comprehensive loss for the year (14 736) (113 471)

The increase of government sites connected under SA Connect and the mitigations that had been put
in the place to improve sales enabled the company to increase its revenue by 9 per cent when
compared to the 2017/18 financial year. Furthermore the increase of the customer base from 46 to 57
complemented the increase in revenue.

However, even with these improvements, the Company did not meet the set targets for revenue. The
main contributors to the below target performance are that several budgeted links were terminated
during April 2018, the delayed implementation and recognition of revenue on large contracts and the
continued economic downturn experienced in the ICT market.

Lastly, the company remained cash positive with a positive Earnings Before Interest, Taxes,
Depreciation, and Amortisation (EBITDA) of R 154 million and a positive net inflow of cash resources
from operations for the second consecutive year.

9.5.3 Audit opinion
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BBI has remain stagnated in the same finding over a five year period with an unqualified audit with
findings; material compliance findings, mainly due to non-compliance with procurement and contract
management regulations and poor quality of financial statements.

Inadequate record keeping, insufficient oversight, lack of implementation of standard operating
procedures, improper review of Annual Performance Report, insufficiently skilled resources,
insufficient understanding of Framework for Managing Programme Performance Information (FMPPI)
were the rootcause for the low scoring on usefulness of performance indicators and targets as well as
reliable reporting of achievements.

Among other findings, there is a material uncertainty on going concern of the entity, lack of controls
around the recording and movement of spare assets. Creditors were not paid within 30 days and
creditor reconciliations were not performed and there was incorrect ageing of creditors.

Predetermined Objectives were incorrectly calculated and the Audit firm’s name was not on the CIPC
document. Management of procurement and contracts, prevention of irregular expenditure as well as
prevention of fruitless and wasteful expenditure reflected a disregard of compliance to legislation.

BBI's R52,5 million in irregular expenditure mean the majority was caused due to unauthorised
amendments to tender processes and contract management issues.

Lastly, a number of events and conditions have been identified that cast significant doubt on the entity
to continue as a going concern. BBI demonstrated material uncertainty on going concern which has
been reported in audit report for the past financial four years, including (i) recurring operating losses;
and (ii) total liabilities exceed total assets by R1 207 730. BBI incurred a net loss of R14 735 million.

9.6 NEMISA -- R90,8 million

Legislatively, the National Electronic Media Institute of South Africa (NEMISA) was established as a
non-profit institute of education by the Department of Communications in terms of the Companies Act
(1973). Itis listed as a schedule 3A public entity in terms of the PFMA.

NEMISA offers national certificates and short courses in the areas of television production, animation
and radio production. The institutes programmes are structured to enhance the market readiness of
students in a wide range of broadcasting disciplines. Among it services is to provide a national
integrated e-skills development management system towards sustainablesocio-economic
development in South Africa.

NEMISA is in the process of becoming the iKamva Digital Skills Institute. This is an integration of
three entities, NEMISA, the e-Skills Institute (e-Sl) and the Institute for Satellite and Software
Applications (ISSA):

e NEMISA is a non-profit education institution that trains previously-disadvantaged individuals.
Its original focus was developing skills in TV, radio and broadcasting. With the growth of
digital technologies, this focus broadened to include skills that fall within digital content
production;

e The e-Slis a branch at the Department of Telecommunications and Postal Services. Its aim is
to enable the e-skilling of South Africa — to train digital skills for the world of technology. It has
been building provincial CoLabs and creating training programmes, among other things; and

e |SSA is a directorate at the Department of Telecommunications and Postal Services. It offered
postgraduate qualifications in engineering and information and communication technology.
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Because the world today is driven by technology, and modern digital technology continues to increase
in capacity, mobility, affordability and accessibility; with other significant advances including the
convergence of different types of technologies into one device (such as audio, video, calls etc. in a
mobile phone), the need to develop e-skills is recognised in national policies. And NEMISA is further
mandated to develop e-skills capacity in South Africa by creating a partnership framework that guides
e-skills initiatives.

9.6.1 Operational highlights
In the backdrop of budget constraints and the fact that the term of the current Board ends 30
September 2019, the entity had a few highlights as annotated below:

Entity performed very well consistently throughout the year in the quarters (90% Q1, 87% Q2,
100% Q3, 67% Q4);

Achieved unqualified audit outcome;

Resolved the strategic planning finding in the Audit Report;

Strategic and Annual Performance Plans were prepared in line with the envisaged mandate;
Entity was represented at the ITU & BRICS meeting in Durban;

In-House Training Unit rolled out full SAQA qualifications and skills programmes;

In-House Training Unit has full time students on the campus;

Expansion of CoLabs in provinces, i.e. introduction of UMP;

Entity performed very well consistently throughout the year in the quarters (90% Q1, 87% Q2,
100% Q3, 67% Q4);

Achieved unqualified audit outcome;

Resolved the strategic planning finding in the Audit Report;

Strategic and Annual Performance Plans were prepared in line with the envisaged mandate;
Entity was represented at the ITU & BRICS meeting in Durban;

In-House Training Unit rolled out full SAQA qualifications and skills programmes;

In-House Training Unit has full time students on the campus; and

Expansion of CoLabs in provinces, i.e. introduction of UMP.

9.6.2 Financial performance
Total revenue for the year under review was R97 million to an total expenditure of R97 million.
However, there was an operating deficit of R6 million within the reporting period based on adjustment
(see table below):
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Approved Final Actual
Statement of Financial Performance budget Adjustments Budget amounts Difference Reference

Revenue from exchange transactions

Exchange revenue - - - 34 272 34272
Interest received - investment - - - 3862616 3862616 2
Total revenue from exchange transactions - - - 3896888 3896888

Revenue from non-exchange transactions

Transfer revenue

Appropriation income 90 761 000 6550000 97311000 94863414 (2447 586) 3
Total revenue 90 761 000 6550000 97311000 98760302 1449302
Expenditure

Personnel (23000 581) - (23000581) (21956 287) 1044294 4
Depreciation and amortisation - - - (1135238) (1135238)
Goods and services (74310 419) - (74310 419) (78765 225) (4 545 806) 5
Total expenditure (97 311 000) - (97 311 000) (101 856 750) (4 545 806)
Operating deficit (6 550 000) 6 550 000 - (3096 448) (3 096 448)

Gain on disposal of assets - - - 625 578 625 578 1
Deficit for the year (6 550 000) 6550 000 - (2470870) (2470870)

In terms of budget vs actual variance, in the main, it relates to income generated by the sale of motor
vehicles and was not included in the Budget:
* Interest earned on the rolled-over funds which was not included in the budget;
* The difference is due to the e-Sl allocation from DTPS that was not received by NEMISA as
per the budget;
* Underspending due to vacancies that were not filled; and
* Overspending/deficit due to prior year commitments realised as expenditure in the current
year.

9.6.3 Audit opinion
Non-compliance is mainly due to:
Irregular expenditure
* Previous year identified in current year : R11,2 million (This relates to current rental
agreement and insurance contract that was concluded in previous years);
* Current year : R14,3 million (mainly relate to the above two contract expenditure incurred in
the current year);
* Internal Audit is conducting internal investigation on Irregular expenditure; and
+ Consequence management processes to be initiated upon conclusion of Internal Audit
investigation.

Difference in Reported Performance

This was due to interpretation. We reported numbers based on learner who completed training,
irrespective of whether they signed the attendance registers. The APP for 2020/21 will indicate
completion of training as evidence.

Proper Supply Chain Management
This was due to issue of capacity challenges within SCM unit. The position of SCM manager has been
reviewed to ensure that a suitable candidate is appointed at appropriate level (grade).

Financial Statement Adjustments
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Due to issues of SCM above, disclosure (i.e. commitments, irregular expenditure) were incomplete.
Appointment of suitable SCM manager and regular reviews of contract register will be done to
address this.

9.7 SITA T R5 billion (R23 million for SAConnect)

SITA prides itself that on its 20 year anniversary and 25 years into the country’s democracy, it has
been the backbone of the SA government and has helped to propel the country into a positive
trajectory of development.

SITA is committed to leveraging IT as a strategic resource for government, managing the IT
procurement and delivery process to ensure that the government gets value for money and uses IT
effectively to support the delivery of eGovernment services to all citizens.

Financial year 2018/19 marked the second year of implementation of its new business model which
intended to transform the internal operations to offer value added innovative service offerings to
address the long-standing customer service delivery challenges and improve the provision of
government services to the citizens.

A SITA was expected to deliver services within the context of government cost
containment initiatives, the impending SOC rationalisation and persistent systemic and
institutional challenges.

A SITA aligned its business operations to government imperatives that enable service
delivery to the citizen by focusing on key strategic priorities , namely; Electronic
Government, ICT Security , Procurement and Core IT Services.

9.7.1 Operational highlights
SITA effectively supported the country’s e-Enablement and digital transformation drives aimed at
transforming the public service through digital technologies.

SITA deployed 55 eServices to external clients in various provinces and 4 eServices were deployed
for SITA internal use, namely; SITA Compliance Website, SITAVarsity, NDP2030 Hackathon Website
and SITA Skills Audit.

Overall the benefits of the e-Services deployed have positively impacted the end-users through
improved access to services, decreased operational costs, improved efficiencies and accessibility
while equally SITA internal business operations have been bolstered.

SITA embarked on an infrastructure modernisation journey to re-engineer the current environment
into modern state-of-the-art facilities that includes the introduction of a cloud capability.

SITA launched its new government cloud infrastructure for South Africa which is said to be one of the
largest government clouds in the world in conjunction with Gijima, Huawei, and IBM.

The rollout of broadband connectivity, a very capital intensive programme, was flagged as a critical

focus area by the Executive Authority, as South Africa is challenged with issues of accessibility,
usability, and affordability.

However, the annual performance results point to the achievement of 50 per cent of annual targets.
Challenges leading to the unsatisfactory performance in some indicators:
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9.7.2

Delays in the finalisation of the organisational design program leading to lack of capacity and

skill to deliver on planned targets;

SLA metrics was not achieved primarily due to the power outage that took place in August

2018 that had a negative impact on some metrics;
Capacity constraints in the procurement function;

Corporate and structural changes, which in affected the ICT acquisition, spend through SMME

entities; and

Significant investments made on strategic projects as part of operationalising the business

model resulted in cash flow constraints.

Financial performance

The group financial performance is summarized as follows:

31 March 2019 3 March 2018
Rand ‘000 % change
Revenue 5027 325 -12.70
Gross Surplus 258 027 -21.57
Surplus for the year — before tax (137 017) -144.12
Total asset 4422513 6.80
Net asset 2850 857 -3.40
Cash generated from operations (160 4230) -130.80

It is clear from the above that SITA has not performed well in the current year compared to the
previous years. The company has had many challenges in the current financial year but still
sustainable and financially sound.

9.7.3

Dividends: There were no dividends declared for the current financial year ended 31 March
2019; and

Internal Controls: The Board has the ultimate responsibility for establishing a framework of
internal controls. The controls are designed to provide cost effective assurance that assets
are safeguarded and that liabilities and working capital are efficiently managed. The internal
control environments were effectively managed by management and monitored by the internal
audit department. During the year internal controls operated effectively.

Audit opinion

SITA received unqualified audit report with findings on Audit of Performance Information and
compliance with legislation.

SITA received the same audit opinion for the past 3 consecutive years being 2016/17, 2017/18 and
2018/19).
The following includes the control deficiencies raised by AG:

Inadequate process and systems to prevent Irregular expenditure;
Compliance with PFMA and SCM prescripts;

Weakness pertaining to IT Governance and IT general controls;
Effective controls around Contract Management; and

Record keeping and reconciliations.

The main root causes for the findings raised by AG includes:
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* The review and recording processes were not always effective to be able to detect and correct
misstatements in the financial statements;

* Ineffective contract management and incomplete contract register due to lack of capacity
within the Supply Chain Management (SCM) division;

* Poor record keeping with the SCM division leading to information not always readily available
for audit purposes; and

* IT Controls had not been adequately designed or implemented to enable an effective IT
control environment.

9.8 .ZADNA -- R14 million

The .za Domain Name Authority (.ZADNA) is a not-for-profit organisation that manages and regulates
the .za namespace. .ZADNA is accountable to the South African Department of Telecommunications
and Postal Services, but does not receive government funding which means it is exempted from
complying with the Public Finance Management Act.

There was a total of 120 targets for the year, and ZADNA achieved 118 (98%) of the targets. There
were 2 targets (2%) that were not achieved are deferred to 2019/2020

ZADNA is mandated to:
e Comply with international best practice in administration and management of
the .za namespace in compliance with international best practice
» Licensing and regulate registries
» Licensing and regulate registrars for respective registries
* Publish guidelines among others.

9.8.1 Operational highlights
.ZADNA'’s priorities in the Policy and Regulation work area focused on the review of the .ZA General
Policy and the draft SLR Policy. The review of the .za SLD General Policy focused on issues relating
to direct registration. .ZADNA achieved its targets in these areas.

The .ZADNA team’s performance in education and awareness surpassed the set targets. The
stakeholder engagements improved so much that .ZADNA surpassed its target.

The roll-out of .ZA Registrar-Reseller Development Project also proceeded as planned. The project
had over 200 young people being exposed to the ISP opportunities and .ZADNA also trained in the
targeted 30 NHI sites as committed to in the 2018/19 budget vote speech.

The ZADNA Board’s work in enhancing the corporate governance environment bore fruits as more
internal policies and controls were approved and implemented.

A risk management strategy, containing a detailed risk register was also compiled and approved by
the Board. In addition to the already documented risks, Techcom helped ZADNA management
compile a risk analysis of .ZADNA'’s ICT infrastructure and of the risks inherent in the administration
of the .ZA namespace. The ICT risks were added to the 2018/19 Risk Register. The revised Risk
Register was approved and endorsed by .ZADNA'’s Internal Auditor’s for purposes of the 2018/19
financial year. In addition, a company-wide Risk Management Plan was approved and included in the
2018/2019 Annual Performance Plan. .ZADNA reported on a quarterly basis on its risk management
and mitigation strategies.
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.ZADNA co-hosted the 2018 ZAIGF with the Department of Telecommunications and Postal Services
from 16-17 October 2018 in East London.

The .ZA namespace continues to grow with aid from conducted awareness and educational
campaigns, coupled with innovation of new methods to register .ZA domains. There were 1 222 372
million registered .ZA domain names by 31 March 2019.

However, .ZADNA'’s main challenge remained the uncertainty surrounding revenue generation from
paid domain name registrations, which was due to the .ZACR fee dispute. Management resultantly
looked at alternative ways of receiving revenue and this resulted in .ZADNA exploring SLRs as an
alternative revenue source in an attempt to avoid over reliance on a single source of revenue.
.ZADNA is looking forward to the finalization of the ICT Policy White Paper process that will see the
ICT regulators (including .ZADNA) being integrated in the near future.

Furthermore, during the 2018/19 financial year, .ZADNA deferred the employment of new staff due to
financial constraints which was caused by ongoing fee dispute between ZACR and .ZADNA. The
ZACR-.ZADNA fee dispute outcome was in favour of .ZADNA; however .ZADNA experienced
challenges in the enforcement thereof as ZACR elected to review the decision. After numerous
engagement meetings between the ZACR and the .ZADNA Board, the parties came to an amicable
solution, which resulted in the conclusion of a settlement agreement between .ZACR and .ZADNA.

The .ZA namespace grew lesser during 2018/2019 with 37 257 new registrations than in 2017/18
where 46 711 new registrations were achieved. There were 1 222 372 registrations by 31 March 2019
compared to 1 170 472 the year before.

9.8.2 Financial performance
The 2017/2018 Financials had to be restated to take into consideration the effect of the ZACR
Settlement Agreement. The revenue was initially recorded at R7 per domain during the arbitration
process. ZADNA and ZACR entered into a settlement agreement which resulted in the additional R5
(R12-R7) being recovered with effect from June 2016 hence there is a surplus for 2017/2018 and
2018/2019.

The arbitration outcome was in favor of ZADNA, and in accordance to the settlement agreement the
revenue is been collected from ZACR from for the periods starting June 2016. The amount of R
3 236 841 has been collected already at financial year end.

Revenue was restated in the Financials to be at R12 per domain name fee. Revenue for the year
amounted to R14million, see table below:

STATEMENT OF PROFIT AND LOSS AND OTHER COMPREHENSIVE INCOME

Restated

Figures in Rand Note(s)

2019 2018
R R
Revenue 7 14 660 631 13 982 224
Other Income 6 15 006 12 000
Total income 14 675 637 13 994 224
Operating Expenses (11 945 518) (11 857 528)
Operating Surplurs 2730120 2 136 696
Investment Revenue 9 57 021 225 748
Surplus before taxation 2787 141 2 362 444
Tax Exempt 10 - -
Total Comprehensive Surplus 2787 141 2 362 444
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Legal expenses increased from R1 271 309 in 2018 to R1 471 633 in March 2019. The increase is a
result of the ongoing registry fee increase arbitration between .ZADNA and ZACR and other
investigations which took place. The expenses are expected to decrease substantially in 2019/2020
since the arbitration has been concluded.

Communications and awareness expenses decreased from R1 210 485 in March 2018 to R 77 611 in
2018/2019, The decrease was inevitable due to the shortfall in revenue, which was the result of the
extended registry fee increase arbitration.

Rental increased from R784 360 in March 2018 to R828 743 in March 2018. The increase was
attributable primarily to VAT and inflating rates on the monthly rates.

And salaries reflect both inflationary adjustments and new employee costs. They increased by from R
3111 658 in March 2018 to R 3 340 826 in March 2019.

9.8.3 Audit opinion
.ZADNA is not a State entity and therefore audits are not conducted by AGSA. No further information
is provided in this regard in the report except to emphasize that ZADNA achieved another clean
(unqualified) audit.

10 Observations
10.1 The Department
The Committee noted that:

(i)  the Department received an unqualified audit;

(i)  the Department addressed 83 per cent of the findings raised by the Auditor-General;

(iii) the Department did not achieve 2 of its 24 planned 2018/19 annual targets;

(iv) the reason for the non-achievement were as follows:

a. broadband connectivity and sustenance of 570 identified sites. The reason for the non-
achievement was due to the deviation of 304 identified sites for which still awaits
service upgrades and activation; and

b. implementation of the National e-Strategy focusing on identified areas. The reason for
the non-achievement relates to the National Digital Skills Strategy which was approved
in April 2019, after the close of the reporting period of 31 March 2019.

(v) the Department had developed and is implementing an Integrated Action Plan (IAP) to focus
on providing a systematic resolution of findings and ensuring that root causes are effectively
identified and addressed;

(vi) noirregular expenditure was incurred during the financial year under review;

(vii) the Department addressed previous cases of irregular expenditure amounting to R17,8 million
during the financial year;

(viii) fraud allegations at the Department took longer than 3 months to be investigated;

(ix) the Department was in the reconfiguration process together with its entities.

10.2 SAPO
The Committee noted:
(i)  with concern that SAPO achieved a qualified audit opinion with findings and commended
SAPO for its performance, considering unexpected and rush transfer of functions of the South
Africa Social Security Agency (SASSA) grant payments;
(i) that SAPO’s target of Revenue Retention through Operational Effectiveness was not achieved
due to the impact of the 2 months’ work stoppage and the decline of mail revenues;
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(iii)

(iv)
(V)
(vi)

(vii)
(viii)
(ix)
(x)
(xi)

10.3

that SAPO’s target to reduce operating costs was not achieved due to the consolidation and
optimisation of the regional operations infrastructure network policy being only approved on 5
March 2019;

that SAPO did not achieve its governance performance objective due to the fact that the
SASSA project was implemented during the year and bound by strict and short timelines;

that SAPQO’s overall performance against targets improved by 58 per cent, up 10 per cent from
the prior year (48%);

with concern that SAPO obtained a fruitless and wasteful expenditure audit to the amount of R
54 million, with interest, fines and penalties;

with concern that SAPO did not investigate its fruitless and wasteful expenditure;

with concern that SAPO has no Board and that there are only two members of the Board left
who were appointed in 2018;

with concern the internal control deficiencies at SAPO in respect of the SASSA social grants;
with concern that SAPQO’s debt-collection processes was inadequate; and

with concern that fraud allegations at SAPO were not properly investigated.

Sentech

The Committee noted:

(1)
(i)
(iii)

(iv)
v)

(vi)

10.4

that Sentech received an unqualified audit outcome with no findings and commended Sentech
for the achievement of a clean audit and encouraged the entity to share its experience and
practice with other entities;

that Sentech achieved 78 per cent performance against predetermined key performance
indicators (KPIs);

that Sentech displayed effective leadership during the financial year under review;

that Sentech did not achieve its target to increase sales revenue;

that the financial performance of Sentech was due to the volatile currency and slow economic
growth, challenges facing community broadcasters and the decrease in revenue outlook in
anticipation of analogue switch off; and

that Sentech did not achieve its target to enhance customer orientation.

SITA

The Committee noted:

()
(i)
(iii)
(iv)
(v)
(vi)
(vii)
(viii)
(ix)
(x)
(xi)

(xii)
(xiii)

with concern that SITA obtained an unqualified audit with findings;

with concern the performance achievement of 50 per cent on annual targets;

that material financial statements adjustments had to be made for auditing purposes;

that SITA had material findings on its performance information due to insufficient oversight
and inadequate implementation of proper record keeping;

with concern that SITA had material compliance findings, mainly due to non-compliance of
procurement and contract management regulations and poor quality of financial statements;
with concern that previous actions to prevent non-compliance with supply chain management
legislation proved ineffective;

with concern that contract management is not effectively implemented to prevent non-
compliance with legislation and regulations;

that the record system is inadequate to enable reliable reporting of achievements in the
annual performance report;

that SITA did not achieve its target to increase customer satisfaction levels;

that SITA did not achieve its procurement target of ICT acquisition spend through SMMEs;
that SITA did not achieve its financial sustainability target in that the percentage of EBIT
(Earnings before interest and taxes) was not met;

that SITA has not meet its target to ensure employee satisfaction;

with concern that irregular expenditure during 2018/19 amounted to R1 030 465 000 and R628
882 000 of it related to irregular expenditure incurred in prior years.
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(xiv) that the majority of the irregular expenditure was caused due to competitive bidding processes

not being followed in the awarding of a specific contract;

(xv) with concern the contradicting presentations between the Chairperson of the Board and the

Acting CEO which presented different perspectives on the state of affairs at SITA; and

(xvi) with concern that some contracts were awarded to bidders that did not comply with SCM

10.5

policies.

BBI

The Committee noted:

(i)

(i)
(iii)
(iv)

(v)
(vi)

10.6

that Broadband Infraco (BBI) achieved an unqualified audit outcome with findings;

with concern that the accounting authority did not exercise adequate oversight responsibility
regarding compliance with applicable legislation and related internal controls that resulted in
the lack of proper procurement and contract management processes;

with concern that action plans developed to address internal control deficiencies were not
adequate in all instances;

with concern that SCM processes were flouted, resulting in irregular expenditure and in
contravention of the PFMA;

that BBI achieved 18 of the 19 targets, which is an achievement of 95 per cent; and

that the target not achieved was in respect of the percentage of revenue growth due to
delayed sales in the billing cycle and commended BBI for commencing to address all audit
findings

USAASA/USAF

The Committee noted:

(i)

(if)
(iif)
(iv)

(V)

(vi)
(vii)

10.7
(1)
(i)
(iii)

10.8

with concern that USAASA achieved an unqualified audit with findings;

that USAASA will undergo reconfiguration before the end of financial year March 2020;

that only two of the four planned targets were achieved,;

that the two targets not achieved were (i) the responsiveness of the entity to underserviced
communities and (ii) the facilitation of a smooth transition from USAASA/USAF to the Digital
Development Fund;

with concern that USAF remained unchanged since the last financial year and its qualified
audit outcome with findings remained unchanged;

with concern the contradicting presentations between the Chairperson of the Board and the
CEO which present different perspectives on the state of affairs at USAASA; and

with concern that the set-top boxes inventory at USAF could not be accounted for and
therefore financial statements could not be signed off.

NEMISA

The Committee noted:

that NEMISA achieved an unqualified audit; and

with concern that NEMISA paid exaggerated amount for rental of its premises

.ZADNA

The Committee noted:

()
(i)
(iii)

(iv)

and commended .ZADNA for achieving a clean audit;

that .ZADNA achieved 118 of the 120 targets which amounts to 98 per cent;

that the Chief Executive Officer was suspended in December 2018 and that the process of
appointing a CEO was underway; and

that the two targets which were not achieved, were in respect of the School of Internet
Governance project and the maintenance of research, due to the lack of finance.
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11.
11.1

Recommendations:
Department

The Committee resolved that the Minister should ensure that:

(i)

(if)
(iii)
(iv)

(V)
(vi)

(vii)
(viii)

(ix)

11.2

the Department and its entities develop an effective system for improving financial capacity,
compliance with legislation, and performance reporting;

action plans for mitigating non-compliance forms part of the performance contracts of relevant
officials;

the Department and its entities should prioritise to fill key vacancies with suitably qualified
persons;

the Department and its entities implement consequence management systems as and when
transgressions and poor performance is identified, especially involving irregular expenditure;
investigations on all fraud allegations be finalised;

the March 2020 target for completing the reconfiguration of the Department is realised so that
it can focus on service delivery;

an implementation plan for rollout of set-top boxes is tabled;

the Committee receives a comprehensive report rationalising the proposed mergers of some
of its entities; and

the Committee receives a legislative programme.

SAPO

The Committee resolved that the Minister must:

()

(i)
(iii)
(iv)

(v)
(vi)
(vii)
(viii)

(ix)
(x)
(xi)

(xii)
(xiii)

(xiv)

(xv)
(xvi)
(xvii)
(xviii)
(Xix)
(xx)
(xxi)
(xxii)

11.3

ensure that fraud allegations related to grant payments and cards at SAPO be properly
investigated and finalised;

ensure universal access to postal services and prioritise particularly the rural areas;

ensure that all critical posts are filled;

table in the Committee an update report on the appointment of SAPO Board and commit to
appoint the Board before end of November 2019;

ensure that SAPO properly investigates fruitless and wasteful expenditure;

develop systems to curtail future fruitless and wasteful expenditure;

address internal control deficiencies impacting on SASSA social grants;

expedite the Postal legislation amendments, in particular (i) the Postbank Act; (ii) the Postal
Services Act; and (iii) SAPO Act;

ensure that SAPQO’s overall turnaround is expedited;

ensure that ICASA enforces postal regulation;

monitor SAPQO’s upgrading of postal outlets to meet SASSA standards as per the signed
Service Level Agreement;

monitor SAPQO’s service delivery, in particular USO branches;

ensure that SAPO and the Postbank maintain SLAs as required in terms of the Postbank
corporatisation process;

monitor SAPO and the Postbank’s implementation of the digital strategy and connectivity of
postal outlets;

monitor SAPQ’s implementation of the retail property optimisation strategy;

guard against compromising USO and SASSA grant payments;

ensure readiness of SAPO e-commerce;

monitor the implementation of the SIU and Public Protector’'s recommendations;

monitor the implementation of the AG’s recommendations of the Annual Financial Statements;
expedite the finalisation of the Postbank banking license application;

engage further on the separation of the PostBank from the SAPO Group; and

ensure that the Process Optimisation Strategy and Staff optimization are implemented.

Sentech

The Committee resolved that the Minister must

(i)
(i)

ensure that Sentech promotes diversity and inclusion of females at executive positions;
ensure that Sentech considers the dual illumination project from a state of readiness of the
country perspective; and
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(iii)
11.4

ensure that Sentech shares its success strategy for maintaining a clean audit opinion.

SITA

The Committee resolved that the Minister must:

(i)
(i)

(iii)
(iv)
(v)
(vi)
(vii)
(vii)
(ix)
(x)
(xi)
(xii)

(xiii)

(xiv)

11.5

ensure that SITA fill all critical positions such as the Chief Executive Officer, Chief
Procurement Officer and the Chief Financial Officer;

ensure that SITA has a new Chairperson of the Board as the position of the outgoing
Chairperson comes to an end;

ensure that there is an action plan in place, with timelines to address audit outcomes;

ensure that there are contingency plans to prevent further non-performance;

ensure that consequence management for individuals accused of theft is finalised,;

ensure that corrective action is implemented and that the skills deficit is addressed;

ensure that SITA employs skilled staff to stabilise the organisation;

ensure that SITA Executive security is prioritised considering the threats against them;

ensure that SITA improve its SMMEs engagement;

expedite amendment of legislation in order to improve SITA effectiveness;

ensure that SITA resolves the recurring irregular expenditure patterns;

ensure that SITA provides an update on the details pertaining to irregular expenditure
detailing the involved persons as and when they appear before the Committee;

ensure that issues raised by the AG resolved expediently including:

a. lIssues that resulted emphasis of matters on the unqualified audit opinion (impairment loss

of R157 127 000 on intangible assets that was incurred as a result of a write-off).

b. Recurring irregular expenditure/ effective steps were not taken to prevent irregular

expenditure; and
ensure that SITA develops an effective audit action plan to address internal and external audit
findings.

.ZADNA

The Committee resolved that the Minister should encourage the disciplinary process in respect of the
former CEO of .ZADNA is fast-tracked and that a report is made available to the Committee.

11.6

BBl

The Committee resolved that the Minister must:

(i)
(i)

(iii)

11.7

ensure that processes are in place to adequately facilitate BBI's debt collection processes;
ensure that an action plan is made available to the Committee on how BBI will mitigate audit
findings; and

ensure compliance to the PFMA and related legislation on financial reporting of entities.

USAASA/USAF

The Committee resolved that the Minister must:

(i)
(i)

(iii)
(iv)

ensure that USAASA presents the reconfiguration plan to the Committee before March 2020;
ensure that USAASA presents an action plan of its plan to mitigate audit outcomes before the
end of the financial year;

ensure that financial statements are signed off in respect of the set top boxes inventory at
USAF;

ensure that USAASA put processes in place to address the recurring irregular expenditure;
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(v) ensure that USAASA conducts investigations on irregular, fruitless and wasteful expenditure
and take disciplinary steps against liable officials;

(vi) ensure that USAASA improves on planning and contract management of USAF projects;

(vii) monitor all connected sites in order to ensure consistent connectivity of government
institutions, clinics and schools;

(viii) ensure that USAASA meet the target on providing Internet access to connected sites

(ix) ensure that USAASA reduces overspending on legal and consultants’ fees; and

(X) ensure that USAASA meets the target on installation and distribution of set top boxes to
gualifying households.

11.8 NEMISA
The Committee resolved that the Minister should:
(i)  ensure that the rental contract matter at NEMISA is investigated; and
(i)  ensure that there is consequence management in place for the persons responsible for
brokering the exaggerated rental contract.

Report to be considered.
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