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AFFIDAVIT

I, the undersigned,

MZWAMADODA MXAKWE

do hereby make oath and state as follows:

I joined the South African Broadcasting Corporation (“SABC”) on 1 July 2018 as
Group Chief Executive Officer.

Unless otherwise indicated, or the contrary appears from the context, all facts

stated herein are within my own personal knowledge and are both true and

correct.

The purpose of this affidavit is to share with the Commission my experience of the

SABC when | joined the Company.

As the national public broadcaster, the SABC must offer in all South Africa’s official
languages, a range of informative, educational and entertainment programmes that
showcase South African attitudes, opinions, ideas, values, talent and artistic
creativity. Programming must also offer a plurality of views and a variety of news,
information and analyses from a South African perspective, and advance national
and public interests. By showcasing South Africa’s diverse cultural heritage and
expression, the SABC represents the hopes, dreams, and aspirations of South

Africans.

The mandate of the South African Broadcasting Corporation SOC Limited (SABC) as
a public broadcaster is defined in legislation as well as in regulations, policies,

codes of conduct and licensing conditions. The foundational statutes are the
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following: The Constitution of the Republic of South Africa, No. 108 of 1996; The
Broadcasting Act No. 4 of 1999, as amended; The Independent Communications
Authority of South Africa Act No. 13 of 2002, as amended; The Electronic
Communications Act No. 36 of 2005, as amended. The Corporation operates
television, radio and online media services that are fundamental to the democratic
and cultural lives of South African citizens. At a time when the availability of
international content is exploding and with unprecedented changes in
broadcasting technology, consumer expectations, and the industry structure,

public broadcasting continues to play a critical role in South Africa and globally.

The SABC has a three-tiered revenue base. These three tiers and relevant

percentages are:

4.1 Commercial revenue (including advertising, sponsorships, carriage fees

and other commercial partnerships) - 84%
4.2 Television Licence Fees - 13%
4.3 Government Grant - 3% (mainly for educational programming)

When ! joined the SABC, Ms Yolande van Biljon had been appointed as the Chief
Financial Officer on 25 June 2018, while the Chief Operating Officer, Mr Chris
Maroleni, was appointed by the Board in February 2018.

At the time of my arrival the Board was seized, amongst other matters, with the

implementation of the following reports:

6.1 Report of the Public Protector entitled, “When Governance and Ethics
Fail”, Report No: 2014; 23 of 2013/2014 issued on 17 February 2014;

6.2 Parliamentary Ad Hoc Committee Report published on 27 February
2017;

6.3 A number of Internal Audit Forensic reports; and

6.4 Special Investigating Unit Reports.

All the above reports documented malfeasance and a systematic collapse of good

Corporate Governance and financial management systems within the Company.
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10.

11,

12,

13.

14,

15.

16.

17.

The Auditor-General Reports for previous financial years aptly recorded the net

effect of the maifeasance and the collapse of Good Corporate Governance at the

SABC.

The irregular expenditure stood at R4.98 billion as at 31 March 2018. Fruitless and
Wasteful Expenditure stood at R230 million as at 31 March 2018.

The Company was technically insolvent.

Over the past 10 years the SABC has only made a profit in the three years from
2011/12 to 2013/14

However, this can be misleading as those profitable years had the lowest
investment in content as indicated by low amortisation of Programme, Film and

Sports Rights. {(“PFSR"), averaging R1.3bn,

The biggest loss in FY 2016/17 also carried the highest amortisation of content at
R1.95bn. It should be noted that low investment in content has a direct impact on
revenue generation. Fresh compelling content drives audience generation, and
these combined enhance revenue performance. As standard practice, advertisers
seek exposure for their products and services on programmes that attract fairly
large audiences. Also, advertising slots tend to be more expensive when audience
numbers are high. Old content and repeat programming do not attract audiences

and therefore impact negatively on revenue generation efforts.

The SABC made losses of R131m in 2014/15, R412m in 2015/16, R1 billion in
2016/17 and R626m in 2017/18. The projected (unaudited) net loss for 2018/19

is R483m and represents an improvement of 33%.
Employee cost averaged 36% (R2.2bn) of total revenue from 2011/12 to 2013/14.

Currently, it is 45%. See Annexure A for a breakdown of employee costs per

category.

The exorbitant cost of Sports Rights and the unfunded public mandate has
continued to affect the financial sustainability of the SABC. As part of its public
service mandate, the SABC’s broadcast offerings must include sports programming.
The mandate categories are clearly defined as sport of National interest, as well as

Developmental and Minority sports. Sport of national interest are sporting events

3

MM-03



18.

19.

20.

that appear in the list of National sporting events of Public Interest in terms of
section (5) (1) (a) - (v) of the Government Gazette, 7 April 2010. They are of
national interest (popularity), enjoy widespread public recognition (participation)
and have particular focus on culture, nation building, the African agenda and
restoring of human dignity. During the past few years, Sports rights costs have
been escalating by exorbitant amounts far beyond inflation, making acquiring them
unsustainable for the SABC. Sports rights are set by Rights Holders, and owing to
the growing demand of new entrants in this landscape, it seems that this escalating
trajectory of costs will continue. During the past five years (2012/13 to 2017/18)
total sports rights and production costs peaked at R3.8 billion, while revenue
generated amounted to R150m. The SABC incurred losses of R3.65 billion. These
losses had to be absorbed by the Corporation as part of its operational costs. The
SABC can neither compete nor sustain the status quo of incurring excessive
expenditure for sports rights and productions with little or no return on

investment.

Signal, linkage as well as broadcast costs are also high and have a severe impact on
the SABC's profitability. The above costs relate to the SABC's transmission of its
signal to the public, and amount to approximately R1.1 billion per annum. This is
in line with the contractual agreement with signal distributing agency, Sentech, and
is based on the number of transmitters availed to the SABC. There are other ad-
hoc costs incurred by the Corporation such as satellite feeds and telephone lines
used during outside broadcasts. The signal distribution model is becoming
outdated owing to the digital migration process. The SABC cannot continue being
locked into restrictive arrangements that have a negative effect on its viability. The
public broadcaster spends 12% of its revenue on signal distribution, whereas the

international average is 7%.

There are many historical commercial deals that were signed for the SABC, that
were not financially sound. Among these are LornaVision (Pty) Ltd; Gekkonomic

(Pty) Ltd trading as Infonomix; Lezaf Consulting; Vision View Productions; Asanta

Sana (Pty) Ltd.

The SABC has been experiencing cash constraints for the past number of fiscals
which have had a direct impact on the replacement, upgrading and maintenance of

broadcast critical equipment. Capex projects had to be deferred over the years
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21.

22,

23.

24,

25.

26,

27.

owing to budget cuts. System and equipment failures are being experienced on an
on-going basis, impacting negatively on the SABC's ability to sustain quality
broadcasts, retain audiences and generate revenue. Furthermore, itis crucial that
the SABC's buildings and infrastructure are fully compliant with the requirements
of the Department of Labour. However, due to lack of funds, maintenance and

upgrading cannot be performed to comply with these requirements,

Some of the members of the SABC Group Executive Committee were identified as
implicated in wrongdoing which involved a number of transactions amounting to
irregular expenditure, fruitless and wasteful expenditure, breach of the provisions
of the PFMA and SABC Procurement Policies, and in some cases, criminal activities.
See SIU report prepared for SCOPA dated 19 July 2019, annexed hereto as

Annexure B

Most members of the leadership team I inherited had lost the moral authority to
lead. Due to the history of how SABC executive directors and management had
conducted themselves, many empiloyees of the SABC had lost faith in the executive
management team and trusted organised labour as their protective gear against

management.

Lower level employees were aware that many senior managers were involved in

corrupt deals that crippled the financial viability of the organisation.

Most promotions and appointments had not been based on merit but rather on
proximity to authority. This created an environment where the SABC policies and
recruitment processes were flouted and resulted in irregular appointments,

bonuses and increases.

The SABC had a huge trust deficit, lack of cohesion and no shared common value

system.
A state of fear, anger and betrayal had engulfed the SABC and its employees.

The SABC had been left without a performance management culture and, in its

place, was a sense of entitlement.
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28.

29.

30.

31,

The Auditor-General of South Africa made a number of adverse findings against the
SABC for many years. On 31 March 2018, the Auditor General issued a Disclaimer
Audit Opinion. See Annexure C for the 2017 /18 AG Report.

The Executives, Senior Management and employees in general were not
accustomed to assuming responsibility and accountability. There was no culture of
consequence management. The maladministration of the previous administration

has resulted in, amongst other things:

29.1 a culture of impunity;

29.2 a laissez-faire attitude to the work of the Corporation;

29.3 disregard of policies and procedures;

294 no consequence management;

295 the inability for people placed in senior positions to perform;
29.6 lack of a high performance culture; and

29.7 entrenched culture of unethical conduct.

The effects of maladministration within the SABC have therefore inhibited
performance progress and adversely impacted on organisational culture. This
observation is based on outcomes of the various internal interventions undertaken
such as: the culture and climate survey, the employee engagement survey and
group dynamics interventions. One of the key themes that consistently emerge and
rate low from the above interventions is the lack of direction and leadership.
Leadership has a direct influence on culture, and where there is ineffective

leadership, culture is impacted - the two are intrinsically linked.

Research shows that accountable leadership sets the tone for the organisation’s
culture by communicating and demonstrating the values and behaviours which
need to be embodied by all employees including managers. This therefore creates
a culture of accountability where leaders constantly assume ownership and take
responsibility for the decisions, policies, processes and procedures that shape the
organisation. The SABC Culture and Climate Survey of 2017 highlighted that

employees believed that not everyone is held accountable, and where employees
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32.

33.

34,

35.

are not accountable, there is lack of ownership which leads to overall poor

performance,

A strong organisational culture drives sustainable performance and supports
effective decision making, which in turn reinforces ethical conduct and prevents
mismanagement.  Therefore, the constant findings of non-compliance and
irregularities against the SABC reflected that ethics and compliance programmes
were not taken as serious as they should, thereby highlighting a serious lack of
accountability. To create a culture of compliance, there is a need for leadership to
communicate a clear and common understanding of the organisation’s purpose.
This can be done through clearly defined values that will set a tone for ethical

behaviour and compliance.

The Board that was reconstituted in 2017 appointed executive directors with the
requisite business acumen, commercial astuteness and leadership skills to turn

around the SABC.

The Strategic Road Map, first developed in 2018, includes a vision, mission,
strategic pillars, objectives, key performances areas, values and behaviours. (See
Annexure D)It is the role of the SABC’s executive management to develop a
strategy. To this end, in July 2018 the SABC EXCO developed a solid strategic
roadmap with clearly outlined turnaround plans for the SABC. This strategic
roadmap was then shared with the Department of Communications in August 2018
for inputs and comments. The SABC management also arranged a full day
workshop on 3 August 2018 to share the strategy with leaders of organised labour

and solicit inputs.

In line with our governance processes, the strategic roadmap was then presented
to the SABC Board for consideration and approval. The SABC Board is the only
body that can approve or reject the strategy of the SABC. After thoroughly
reviewing the strategy and providing inputs, the Board approved the strategic
roadmap and its turnaround plans in August 2018. The strategic roadmap,

incorporating turnaround plans, was presented to the Parliamentary Portfolio

Committee on Communications in September 2018 for information. The strategic.

pillars and goals of the SABC strategies are:

¢ Financial Sustainability: A financially sustainable organisation;
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36,

37.

38,

39.

40.

e Content and Platforms: Offer a competitive and innovative multichannel),

multiplatform portfolio;
» Digital: SABC everywhere for everyone;
¢ Human Capital: A competent, dynamic workforce that is fit for purpose;

* Governance: Compliant governance practices, risk management and sound

internal controls; and

» Partnerships: Strategic and sustainable partnerships that will enhance the

commercial sustainability of the SABC.

A workshop of middie and senior management team, including our provincial
offices, was organised to communicate the strategic roadmap. The strategic
roadmap and turnaround plans were then cascaded throughout the SABC by
respective Group Executives and General Managers. This was also reinforced

through various communication platforms and channels.

The performance management contracts of SABC employees who signed
agreements were and are based on our strategic roadmap. Even our organisational
operational plans are based on the execution and implementation of our strategic
roadmap. We also shared the Strategic Roadmap with the new members of the

SABC Board for inputs.

The implementation of our strategic roadmap by the SABC employees has guided
the SABC throughout the past and current financial years, and has heiped in
keeping the SABC afloat without any financial injection. It has helped the
Corporation to fulfill its public mandate, drive revenue growth, ensure
organisation wide cost cutting measures, launch OTT and develop a News app,
drive operational efficiencies in the organisation, and deal with legacy governance

matters.

Despite the collective efforts in turning around the SABC, the institution urgently

needs recapitalisation for it to be financially sustainable.

One of the key issues that the SABC is dealing with is managing a number of
disciplinary cases. Almost daily, [ receive forensic reports detailing cases of

wrongdoing by some of our employees, and we are duty bound to act on these.
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41,

42.

43.

44,

From 2012 to 2018, we received a total of 186 cases that our Forensic Unit had to
investigate. Some of these cases date back a number of years and were left
incomplete or abandoned without the allegations being tested and concluded by
the previous management teams. Others cases are more current. During the
financial year 2018/19, there were thirty-eight {38) active cases carried over from
the preceding year and we recorded an additional eighty-five cases (85) during the
same financial year, totaling one hundred and twenty-three (123) cases. Almost all
of these cases emanate from the past legacy of a total disregard of SABC policies

and procedures, as well as a lapse in internal controls and governance.

The SABC is pursuing these matters, whether they are as a result of fraud,
mismanagement, sexual harassment, editorial interference, irregular salary
increases or irregular appointments. Those who are accused of engaging in the
aforementioned conduct go through disciplinary processes. In all these matters,
we ensure that due processes are followed. It should, however, be noted that some
matters might be prolonged owing to the litigation processes in place in order to

recover some of the menies the SABC lost over the years.

The leadership team has a responsibility to stabilise the SABC, strengthen

governance and work on regaining the organisation’s integrity.

The SABC is currently dealing with Irregular Expenditure of R 5.2 billion as at 30
June 2019, and Fruitless and Wasteful Expenditure of about R 458 million incurred
over a number of years dating back to 2012. See Annexure E for a breakdown of
Irregular, Fruitless and Wasteful Expenditure. We are working very closely with
the Special Investigating Unit (SIU) in some of these cases. All our key internal and
external stakeholders have a keen interest in how we address these matters, We
continue to implement the recommendations of Parliament’s Ad Hoc Committee on
the SABC, the Public Protector’s remedial actions and the Special Investigating

Unit’s reports. We continue to address both Internal Audit and the Auditor

General’s findings as reported.

The disciplinary processes, irrespective of who is involved, are not meant to purge,
alienate or go after certain individuals, but rather to do what is right for the SABC
in restoring confidence and credibility. 1 trust that the public and all our
stakeholders appreciate that at the end of the day we must do what is right for our

organisation, regardless of who is involved.
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45,

46.

47,

48,

49.

50.

51.

52.

53.

54.

Consequence management will bring back the culture of accountability amongst all
of us. We are strengthening our internal controls so that we can intensify the

process of rebuilding our organisation.

We continue to build a culture of compliance with our regulatory framework. One
of the Auditor General adverse findings over the years has been the SABC’s failure
to conduct biannual reviews of its policies. Consequently our policies are archaic
and do not provide the SABC with the required agility to compete in a rapidly
changing market environment. We have a plan in place to turn this situation

around, and it is is being overseen by the Board. .

As indicated above, [ inherited an organisation that is factually and commerciaily
insolvent. While we have a solid plan to turn the situation around it is important
for the public and our stakeholders to be aware of the extent of damage caused to
the SABC as an institution, as a business and to the employees of the public

broadcaster.

The SABC is facing serious challenges that threaten the sustainability of the

organisation.

Cash flow is depleted and therefore the SABC cannot honour payments to service

providers, meet its contractual commitments and commission local content

productions.
Trade and other payables amount to R1.8 billion as at 30 June 2019.

Significant suppliers due and overdue are Sentech (R554million), Supersport

{(R259million), SAMRO (R135million) various providers of content (R174milion).

Several major content providers of key programming (eg. ‘soapies’) have ceased

production and are retaining content until outstanding payments have been

received.

The public broadcaster relies heavily on these programmes to generate advertising
revenue, and the inability to invest in content negatively affects the financial

sustainability of the SABC and the local production industry.

Service providers that have successfully tendered for the upgrading or

implementation of broadcast critical equipment are now declining tenders or

10
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55.

56.

57.

58.

59.

60.

demanding upfront payment. Many service providers have completely stopped

bidding for tenders.

Maintenance of the SABC’s infrastructure and buildings cannot be performed,
placing the Corporation in an extremely risky position in terms of health and safety

matters.

The 1st Quarter of FY2019/20 saw a number of hazardous and potentially life
threatening events taking place at the SABC. A diesel spill in the Auckland Park
Building caused havoc. Disaster protocols were implemented and alternative
measures were activated to ensure that the radio stations based in the affected
building could continue with normal broadcasting. This meant the relocation of
stations to the TV Building. A number of staff members had to be hospitalised as a
result of inhaling diesel fumes. Three days of operations and productivity were

lost owing to the spillage.

A few weeks later a fire broke out in the SABC’s canteen area and staff had to be
evacuated again. Once more, a number of employees had to be hospitalised as a
result of the incident. . Power failures, old and out-dated infrastructures

malfunctioning elevators and many more factors are contributing to health and

safety risks.

Sports rights cannot be acquired and the SABC is facing increased public pressure
and outcry from the non-broadcasting of sports of national interest. The offers that
the SABC is making to acquire sports rights are being rejected as they are
considered commercially unsound. The SABC is not receiving any funding for

broadcasting events of national interest and therefore some of these productions

will have to be ceased.

On 13 December 2018, the Companies and Intellectual Property Commission
(CIPC) issued a notice of the SABC in terms of Section 22(2) of the Companies Act
of 2008 to show cause regarding reckless trading under insolvent circumstances.
A response was provided by the Board to the CIPC, however, the CIPC indicated

that the situation would be monitored closely.

The Minister of Communications placed a moratorium on the filling of vacancies in
January 2019. The SABC has communicated to the Ministry during the course of

the year to lift the moratorium as the non-filling of critical vacancies has a

11

MM-11

M



61.

62.

63.

64.

detrimental effect on the SABC's business operations, implementation of

turnaround strategies and ultimately revenue generation.

During the 2018/19 financial year 385 staff members left the employ of the SABC
through resignations, retirements and terminations. Between 1 April and 30 June
2019 the Corporation lost another 84 employees. This equates to a turnover rate
of between 9% and 11%. As a result of the above, acting incumbents were

appointed in critical vacancies in order to ensure continuity in business operations.
Amongst others, risks associated with staff acting in critical vacancies are:

* Incorrect or no decisions are being made owing to a lack of skills or the junior

level of the staff member acting;

* Policy requires that staff only acts for a three-month period at a time, which

results in leadership instability and a lack of accountability;

¢ Audit findings are not addressed properly owing to a lack of understanding,

and this will ultimately result in more audit findings;
» No segregation of duties owing to the lack of staff and managers;

¢ All stations managers are acting which has an impact on the delivery of Radio
strategies, audience share and the SABC brand proposition. (In some instances

Interns have to read news bulletins);

The SABC has since July 2019 started with the filling of critical vacancies in order

to give effect to the implementation of turnaround strategies.

The SABC has been working hard during the past number of months to implement
its Turnaround Strategies which are aimed at ensuring that the SABC is able to
operate competitively in the evolving media and digital landscape, while fulfilling
its public mandate to provide informative, educational and entertaining content to

all South Africans.

Additional effort has gone into enhancing revenue generation from traditional and
alternative revenue streams. Revenue initiatives are showing early signs of

positive returns.
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65.

66,

67.

68.

Cost containment and cash conservation measures are in place and year-to-date as
at 30 June 2019, the SABC through these initiatives managed to preserve an
amount of R524million. It is worth noting that R230 million of that relates to
underspending in the investment in content, while RS57 million is due to
underspending in Marketing. However, this has a negative impact on future
revenue generation efforts. . Also, this amount is unfortunately not enough to

address the current and projected losses of the Corporation.

A major focus area is the review of the SABC’s operating model and structure, and
good progress has been made in this regard. The SABC needs to review its
operating model to keep up with the shifting competitive landscape, customer

needs, markets and competitive threats.

The SABC is undergoing a process of rehabilitation and renewal. It should be noted
that many factors - structural and symptomatic - have impacted on the SABC’s

viability over the past years.

In addition to the clear maladministration, corruption, mismanagement, there are
other reasons that have contributed to the SABC's dire financial status. The
following are some of the main contributors to the Corporation’s precarious

financial situation:

68.1 funding model of the SABC (over-reliance on commercial / advertising
revenue);
68.2 regulatory / legislative framework not keeping pace with the evolution

of digital technology, the convergence of media, technology and

telecommunications;

68.3 global slowdown in economic growth and related foreign exchange
fluctuations significantly affecting the core business of the SABC, as it

needs to acquire content, sports rights and technology;

68.4 multinational advertisers have reduced their industry-wide spending

over the past 24 months;
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69.

70.

71.

72.

68.5 SABC’s operating environment which makes it difficult compete with
commercial broadcasters, while complying with public sector operating

guidelines;

68.6 cost of public mandate {compounded by higher costs related to delivery
on the mandate, especially for events of national importance of which

sports is a major contributor, both planned and unpianned).

We aware of the challenges, and working together with the Board, the Department
of Communications, Shareholder representatives and ICASA we are addressing the

identifiable policy constraints strangling the business.

Maladministration within the SABC has inhibited and adversely impacted the
Corporation’s culture. A strong organisational culture drives sustainable
performance and ensures effective decision making which in turn, strengthens
ethics and prevents mismanagement. It is therefore crucial that the SABC
implements an approach that promotes the understanding and embodiment of its
Values, creating clarity and employee connectivity in order to drive organisational
and individual performance. This is also crucial to improving accountability and
ethical behaviour across all levels. To this end, the Values Drive Project has been
implemented in order to achieve the above. Whereas the project will conclude
towards the end of November 2019, debates on the revitalisation of organisational

culture will continue beyond this period.

['am confident that the SABC is on the right path to recovery and profitability. With
decisive leadership addressing the wrongs of the past, and an effective and
implementable turnaround plan to achieve financial sustainability, it is without
doubt that the public broadcaster’s dignity will be restored and will give effect to

its vision of becoming the leading, credible voice and face of the nation and the

continent,

We thank the Deputy Chief Justice for giving us the opportunity to share our

experiences in terms of where we come from, and our plans about where we are

going.
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This affidavit consists of 15 pages (excluding annexures). The dates and
information set out herein was given to the best of my recollection and I reserve

the right to supplement this affidavit if required.

7 —7

DEPONENT

[ hereby certify that the deponent has acknowledged that he knows and understands the
contents of this affidavit, which was signed and sworn to before me
at on this the day of 2019, the
regulations contained in Government Notice No R1268 of 21 July 1972, as amended, and
Government Notice No R1648 of 19 August 1977, as amended, having been complied with.

%MW

COMMISSIONER Ox-"l)ATHS

Full Names: | )<sA B PPELGRYN)
Business Address: 4§ Ry\orWA ROAD

Office: PHTOQNE%‘{ [ BRACTICING) -
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Confidential

—
SABC »

Estimated Employee Compensation for FY2019/2020

Category Estimated Annual
Directors & GE's 26934 558
Senior Management 56 834 315
Middle Management 420 654 416
Bargaining Unit 1595122 510
Guaranteed Compensation for Permanent Positions 2 099 545 798

Non-Guaranteed for Permanent 280 214 762
Total for Permanent P_o'sitions_'» el Tt T 2379 760 561
Independent Contractors. . IR ] '-_;';p}'.;;-* o e £ 8457602090

Non-Permanent. Employees & Interns T TEES

741119 025

Total Estimated Employee Compensation for 2019/2020

. %2 878481676

1. includes Non-Guaranteed Cost Items like Overtime, Sales Commision, Leave Accrual,
Additional Work, SDL. WCA, UIF, Leave Accrual, PRMA Service Cost etc,

2. Figures Based on Total Guaranteed Remuneration Package
3. Assumption that 90% of budget for 2018/2020 will be untlised. At this stage the

budget is underspend by 22%

Note

The figures are based on Payroll data for July 2019 as well as the SABC Income
Statement for the period 1 April 2019 - 31 July 2019 as extrapolated for 12

month

Page 1of1
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i G WING
| |SPECIAL INVESTIGATING UNIT 74 Watermeyer Street, Renimesster Bullding, Meyers Park, Pretoria, 0184 ,5*‘& Y
i i1 _ﬁfﬂ&%‘n‘_’,ﬁz\;a’ga{m Fax+27128430115/08  Websito www.siuoig.za  e-mall info@siu.ong.za 2 ’a
Ref: SABC @'
Eng: Gina Howes against c?rrupim
19 July 2019
Mr Bongumusa Makhathini
Chairman of the SABC Board

South African Broadcasting Corporation
Corner of Artillery and Henley Road
Auckland Park

Johannesburg

2092

Dear Mr Makhathini

RE: PREPARATION FOR SCOPA WITH THE SIU

341

The purpose of this correspondence is to provide the SABC with input to be made to SCOPA
by the SABC on the progress made in the SABC investigation.

Herewith please find inputs to assist SABC with its rasponse to SCOPA's request dated 11
July 20189, for an update on matters referred to the SIU. Please note that there are several
matters in Phase 2 that are nearing completion and the oulcomes will be reporied on once

finalized.
SUMMARY OF OUTCOMES
Evidence referred for the institution or defence of civil proceedings

311 Lornavision

The contract concerned between Lornavision and the SABC has been set aside by the High
Court following litigation between the two parties. On 11 May 2018, the SIU submitied
evidence to the SABC’s attorneys (i.e. Werksmans, who represent the SIU as well) with a

ZAC
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view to suppont a civil claim in the amount of R62 733 556.61 against Lornavision and Mr
Aguma (former Chief Financial Officer of the SABC) (*CFO") and with a view to join the SIU
as a co-plaintift. Whereas the joinder application has been sst down for hearing on 14 August
2018, Lornavision has since filed a second exception. The SIU's application to join the
proceedings was argued on 19 February 2019 and the SIU has been granted leave to
intervene as the second applicant.

3.1.2 Vision View

On 12 March 2018, the SIU submitied evidence to the SABC's attorneys (i.e. Werksmans,
who represent the SIU as well) with a view to institute appropriate civil action aimed at the
setting aside of the contract between the SABC and Vision View to the value of approximately
R52 million. The consequent Notice of Motion was filed on 24 April 2018 and registered under
case number 18/15870, Vision View filed its answering affidavit on 29 May 2018, upon which
a replying affidavit was about to be filed at the date of compilation of this report. To date, the
SABC has paid Vision View an amount of R34 444 720.28 for services rendered in terms of
the contract. On 9 November 2018 judgement was handed down by the High Court setting
the contract aside between the SABC and Vision View, except for the provisions that allow for
the disputes to be resolved by means of arbliration. The court ordered the parties 1o refer the
determination of just and equitable remedy for arbitration.

The S1U has appealed the ruling of the court to the effect that the arbitration provisions in the
contract not be set aside as well. Leave to appeal has been granted and the review application
will be heard on 3 June 2019 and is unopposed.

313 SexelaXabigso

During December 2017, the SABC submitted an application to have the award of a
procurement contract to the value of R9 816 023.52, entered into between themselves and
SekelaXabiso, set aside (case number 17/49870, High Court of Soulh Africa, Gauteng Local
Division, Johannesburg). During April 2018, the SiU submitted additional evidence to the
SABC's attorneys (i.e. Werksmans, who represent the SIU as well) with a view to support the
application and be joined as co-applicant in the matter. The SIU's applicalion to join
proceedings was granted on 5 June 2018, On 24 May 2019 judgement was handed down and
the review application was dismissed.

3.14 Hiaudi Motsoeneng

Following evidence obtained by the SIU, the SIU and SABC jointly issued summons against
Mr Motsoeneng on § February 2018 in the High Court of South Africa, Gauteng Local Division,
Johannesburg (case number 18/04253). The claim against Mr Motsoeneng relates to an
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undue payment in the amount of R11 508 549.12 made 1o him as a3 "success fee” and
damages inamount of R10 235 453.20 caused by him due to irregular appointments, salary
increments, suspensions and unlawful terminations of employment that he sanctioned,
facilitated and/or condoned. Mr Motsoeneng entered an Appearance to Defend and thereupon
filed an Exception to the Particulars of Claims. The SIU Exception hearing was haard on 13
February 2019. Judgement was defivered on 10 May 2019 and the Exception was dismissed
with costs.

3145  Asanta Sang

in the Asanta Sana matter the SIU pravided evidence gathered in order to assist the SABC {o
defend the claim by Asanta Sana for R350 000. This claim resulted from the fact that the
SABC has refused to pay Asante Sana for their duly rendered services — purely on the basis
that the procurement was suspected to have been irregular and despite them not having
suffered any losses.

3.18 |Infonomix

The SIU instituted a review application to set aside the contract between the SABC and
Infonomix. The process is underway.

31.7  Miayeli

The SIU has succeeded in bringing an application to court to be joined as a party in the current
proceedings between Mjayeli and the SABC. The SIU seeks an order to set aside the contract
between the SABC and Mafoko Security Patrols. The value of the contract is R185 519 425.67
but an additional R8 831 252.54 in lieu of the delay in the adjudication of the tender was
approved by the interim Board, even though the actual contract signed was for R185 519
425.67. As part of the court proceedings, the SIU also seeks a just and equitable order seeking
{0 recover monies lost by the SABC.

3.2 Referrals to the relevant Prosecuting Authority

Tabled: Referrals to the Relevant Prosecuting Authority
Name ob TH Nature of $tatus of referral
refarred | referral and offence and
to Bumame value

1. | NPA 06/06/2018 | 1) Frans | Director Attempted fraud | Criminal case opened, Brixton
Lodewyk | Lornavision | and theft R7 308 | CAS 167/7/2018 refers. The

Basson 741.95 SIU is working with the SAPS.
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No | Entity |
referred | referral and offence and
to Surname value
o 2) Loma- Request to have specialised
vision prosecutor forwarded to Adv.
Nkoana at SCCU Jhb on
30/11/2018. A further request
followed on 24/04/2019 for this
case 1o be handled by the State
Capture Team.
2. | NPA 05/04/2018 | Suly Group | Fraudinrelation | Criminal case opaned, Brixton

Motsweni | Executive fo travel claims
SABC Sport | R45 184.56
Division

CAS 156/5/2018 refers. Ms
Molsweni appeared in the
Commerclal Crime Court on
30/6/2018 on 11 counts of
fraud. She was released on
R5000 bail. The next court
appearance was on 17/9/2018
and the case postponsd fo
03/09/2019. Request to have
specialised prosecutor
forwarded to Adv. Nkoana at
SCCU Jhb on 30/11/2018, A
further raquest followed on
2410412019 for this case lo be
handied by the State Capiure
Team. The JHB Commercial
Crime Court is refocating,
therefore ail the matters were
being postponed and this
matter will now be held at
Palmridge Court on 3
September 2019.

3. |NPA 20/09/2018 | Audrey Acting CFO | Contravention of
Rapheia section 45 (c)
and (e ) of the
PFMA

Request to have specialised
prosecutor forwarded to Adv,
Nkoana at SCCU Jhb on
30/1172018. A further request
followed on 24/04/2019 for this
case to be handled by the State
Capture Team.
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Table 1: Referrals to the Relevant Prosecuting Authority

T, Nature of Status of rofarral
refarred | referral - aitach offence and
to  Sumame villue
4. | NPA 02/11/2018 | 1)James | CFQ SABC Attempted fraud | Request to have specialised
Aguma proseculor forwarded to Adv,
2)Frans | Director Nkoana at SCCU Jhb on
Basson Lornavigion 30/11/2018. A further request
3) Lorna- followed on 24/04/2019 for this
vision case to be handled by the State
Capture Team,
5 | NPA 02/11/2018 | James Former Contravention of | Request to have specialised
Aguma Group CFO | section 86 (3) of | prosecutor forwarded o Adv.
the PFMA 1 of Nkoana at SCCU Jhb on
1999 w.r.i Mott 30/11/2018. A further request
MacDonald followed on 24/04/2019 for this
case to ba handled by the State
Capture Team.

3.3 Referrals made for disciplinary, executive and/or administrative action

Table 2: Referrals made for disciplinary, éxecutive and/or adiministrative action

moferred | refarral Surname offence
o
1 SABC 25/06/2018 | Priscilla Acting Chief Irregular and Employee to
Board Nomsa Philiso | Executive Officer | unlawful submit reasons
pracurementre | why they should
Lornavision not be disciplined
by 14/9/2018
2 SABC 25/06/2018 | Prisclla Acting Chief Iregular and Employee to
Board Nomsa Philiso | Executive Officar | unlawful submit reasons
procurement re why they should
Vision View not be disciplined
by 14/9/2018
3 SABC 25/06/2018 Priscilla Acting Chief Misconduct; Employes to
Board Nomsa Philiso | Executive Officer | Breach of SABC | submit reasons
policias, PFMA why they should
and Constitution | not be disciplined
re Lezaf by 14/9/2018
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No | Entity Date of Name and Job Title Nature of Status of referral
referred | referral Surname oifence
1o
4, | SABC 25/06/2018 | Morobadi General Irregularand | Employee 1o
Board Phileon Manager: Policy | unlawful submit reasons
Moilwa and Regulatory | procurementre | why they should
Affairs Lomavision not be disciplined
by 14/9/2018
5. | SABC 25/06/2018 | Morobadi General Irregular and Employee to
Board Philson Manager: Policy | unlawful submit reasons
Mollwa and Reguiatory | procurementre | why they should
Affairs Vision View not be disciplinad
by 14/9/2018
6. [SABC  |25/06/2018 | Morobadi General Misconduct: Empioyee to
Board Fhileon Manager: Policy | Breach of SABC | submit reasons
Moilwa and Regulatory | policies, PFMA | why they shoutd
Affairs and Constitution | nol be disciplinad
re Lezaf by 14/9/2018
7. |sABC 20M1/2017 | Kubendhran | Acting Group Misconduct: Employee resigned |
Board Padayachee Executive: Breach of SABC | on 31 May 2018
Technology policies, PFMA | afler disciplinary
and Constitution | action was
ra Vislon View instituted
8. |SABC [ 26/03/2018 | Bessie Former Acting | Misconduct: Employee ratired
Board Tugwana Chief Operating | Breach of SABC | after disciplinary
Officer policies, PFMA referral was made
and Constitution
ra Vision View
9. [saBC 09/04/2018 | Simon The Head of Misconduct: Dismissed on 5
Board Motaudzi Procurement: Breach of SABC | Ociober 2018 and
SABC Radio policies, PFMA | sanction awaited.
Park and Constitution |
re Vision View
110, | SABC | 08/05/2018 | Zakir Operations Misconduct: Disciplinary
Board Rawoot | Commiitiee Breach of SABC | hearing schedule
mamber policies, PFMA for
and Constitution | 18-19/10/ 2018
re SekelaXabiso
11. | SABC 30/05/2018 | Anand The Group Misconduct; Found guilty and
Board Moodliar Secretary Bireach of SABC | final written
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Table'2: Referrals'made for disciplinary;executive'and/or administrative'action
. ‘Nature of
referred | refesral Surname offence
to
policles, PFMA warning issued on
and Constitution | 16 September
2018.
12. | SABC 08/05/2018 [ Simon | Head of Misconduct: Dismissed on 5
Board Molaudzi Procurement; Breach of SABC | Octobar 2018,
SABC Radio paiicies, PFMA
Park and Constitution
re SekelaXabiso
13. |SABC | O7/05/2018 | Audrey | General Misconduct: Employee resigned
Board Raphela Manager Breach of SABC | on 10 July 2018
Finance and policies, PFMA after the
Reporting and Constitution | discipfinary roferral
re SekelaXabiso | was made,
14. | SABC 07/05/2018 | Audrey General Misconduct; Employee resigned
Board Raphela Manager Breach of SABC | on 10 July 2018
Finance and policies, PEMA after the
Reporting and Conslitution | discipknary referral
re Infenomix was made.
15. |SABC [ 30/05/2018 | Zakir General Misconduct: Disciplinary
Board Rawoot Manager: Breach of SABC | hearing scheduie
Compliance, policies, PFMA for
Monitoring and | and Constitution | 18-19/10/ 2018
Evaluation re Vision View
(16, [SABC | 21/06/2018 | Simon The Head of Misconduct: Dismissed on 5
Board Molaudzi Procurement: Breach of SABC | October 2018 and
SABC Radio policies, PFMA sanction awaited.
Park and Constitution
re Infonomix
17. | SABC 20/06/2018 | Audrey The General Misconduct re Employee resigned
Board Raphela Manager: infonormix on 10 Juiy 2018
Compliance, after the
Moritoring and disciplinary referral
Evaluation was miade,
18. | SABC 17/07/2018 Tshiflhwa The Group Misconduct re Found guilty and
Board Mudaudzi Executive; Infonomix final written
Commercial warning Issued on
[ Enterprises
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Table2i Referralsimadelfor'disciplinany;executive and/oradministrative action
referred | referral Surname offence
to
29 Qctober 2018.
Ha since resigned.
9. | SABC 17/07/2018 | Thandeka The General Misconduct re Discipinary
Board Ndiovu Manager in the | Infonomix hearing schedule
CFQ's Office for
20-21/9/ 2018,
20. [SABC | 17/07/2018 | Ayanda The General Misconductre | Dismissed on 17
Board Mkhize Manager: Supply | Infonomix Oclober 2018,
Chaln
Management,
Governance and
Speciat Projects
21, | SABC 20/03/2018 | Sully Motsweni | Group Execulive: | Misconductor | Found gulity in
Board Sport charges relating | absentia on 11 of
to abuse and the 12 charges.
possible fraud Dismissed on 4
relating to travel | July 2018
claims thereafior.
22. [SABC | 20/03/2018 | Nabeweya | Learning and Incurring of Disciplinary
Board Moosa Davelopment fruitless and proceedings
Specialist wasteful instituted, charges
expenditure of served on
SABC employee and
Foundation funds | disciplinary hearing
date fo be
confirmed.
23. | SABC 29/03/2018 | Iris. CEO: SABC Incurring of Disciplinary
Board Cupido Foundation fruitless and proceedings
wasteful instituled, charges
expenditure of served on
SABC employee and
Foundation funds | disciplinary hearing
date to be
confirmed.
24, | SABC 29/03/2018 | Sully Motsweni | Group Executive: | Acting Found gulity in
Board Sport dishonestly absentia on 11 of
conlrary lo the the 12 charges.
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Status of raferrai
; raferral Surname offence

to
SABC Dismissed on 4
Disciplinary July 2018.
Code re SABC
Foundation
Bursaries

3.4 Other
3.4.1 The SIU identified fruitless and wasteful expenditure which resulted from the

ireguiar procurement of certain service providers and the imegular salary progression and
bonuses paid to certain staff members (including the former Chisf Operating Officer of the
SABC, Mr Motsoeneng). The details of the SIU’s findings of fruitless and wasteful as well as

irregular expenditure are in the table below.

3.4.2
report it to the AGSA and to NT.

These findings have been reported to the SABC with a view to enable them to

No, Beneficiary of the expenditure incurred iegular Expenditure |  Fruitless and Wasteful
. = Expenditure
1. t.ornavision (Pty) Ltd R62 733 556.61
2. Vision View Productions CC R34 444 729,28
3. Lezaf Consulting CC RE 063 000.00
4. SeketaXabiso CA Incorporated R31 247 240.07
5. Asante Sana Constilling R 18 497 605.00
6. Foxton Communicating (Pty)Ltd R1 282 500,00
7. Mott MacDonald Africa (Pty) Ltd RS 812 703.13
8. Success fes paid 1o Mr Motsoeneng R11.508 549.12 (before |  R11 508 549,12 {bafore
tax) tax)
R10 253 453.20 (after tax) B
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No. Boneficiary of the expenditure Incurred Ivegular Expenditure |  Fruitless and Wastefu)

N Exponditure

R10 253 453.20 (after

o - - 1ax)

9. Sully Miranda Motsweni #R4 000 000 (salary R18290.12
progressions)
i} 512 597.92 (bursary

i R512 597.92

4. The SIU is available to discuss any of these matter further with you. Should you have any
questions or require further clarification, please do not hesitate to contact Mr L Lekgetho on

012 843 8534 or email LLekgetho@siu.org.2a.

Yours sincerely

Head of the Special Investigating Unit
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Report of the Auditor General to Parliament on the
South African Broadcasting Corporation SOC Ltd
(SABC)

REPORT ON THE AUDIT OF THE CONSOLIDATED AND SEPARATE FINANCIAL
STATEMENTS

Disclaimer of opinion

1. I was engaged to audit the consolidated and separate financial statements of the SABC and its subsidiaries {the group} set out on
pages 88 to 138, which comprise the consolidated and separate statement of financial position as at 31 March 201 8, the consolidated
and separate statement of profit or loss and other comprehensive income, statement of changes in equity and statement of cash flows
for the year then ended, as well as the notes to these financial statements, including a summary of significant accounting policies.

2.1 do not express an opinion on the consolidated and separate financial statements of the public entity. Because of the significance of
the matters described in the basis for disclaimer of opinion section of this auditor's report, | was unable to obtain sufficient appropriate
audit evidence to provide a basis for an audit opinion on these consolidated and separate financial statements.

Basis for disclaimer of opinion

Going Concern

- 3. As indicated in note 1(b} to the consolidated and separate financial statements, the entity incurred a net loss of R621 676 000 as at
31 March 2018 and at that date, its current liabilities exceedad current assets by R291 643 000. The entity was therefore commercially
insolvent because it was not able to pay its debts as and when they were due, even though its assets exceeded its liabilities.
Additionally, | was unable to obtain sufficient appropriate audit evidence to confirm the reasonableness of the cash flows forecasted and
the related assumptions, conditions and events to support management's assessment of the entity’s viability in the foreseeable future.
The solvency of the public entity and the reasonability of the cash fiow forecast s also impacted by my further qualifications on
property, ptart and equipment and programme, film and sports rights as these assets may not be properly valued. Consequently, | was
unable to confirm or dispel whether it is appropriate to prepare the consclidated and separate financial statements using the going
CONCErn assumption.

Property Plant and Equipment

4. Capital work in progress amounting to R106 427 627 included in note 5 to the consolidated and separate financial statements was
incorrecty classified as capital work in progress, while it was available for use in terms of 1AS 16, Property, plant and equipment. This
resulted in capital work in progress being overstated and the related classes of completed assets being understated by R106 427 627.

5. The public entity did not assign unique identifying codes to assets classified as capital work in progress in the asset register. As a
result, | was unable to obtain sufficient appropriate audit evidence relating to the existence and completeness of these assets.
Consequently, | was unable to determing whether any further adjustments were necessary to capital work in progress stated at R184
038 000 in note 5 to the consolidated and separate financial statements. | was unable {o verify these assets by alternative means.

6. Management did not provide the useful lives of property, plant and equipment as part of the asset register, stated in note 5 to the
consolidated and separate financial statements at R1 532 476 000. | was unable to recompute the depreciation charge for the year of
R167 294 000 reflected in note 5. | was therefore unable to confirm the accuracy of the accumulated depreciation of R1 839 556 000
also reflected in note 5. | was unable to determine the amount of the misstaternent of depresiation and accumulated depreciation, as it
was impracticable to do so. Due to the limitation on the depreciation charge ! was unable to determine whether revenue amounting to
R43 280 000 relating to the depreciation of technology assets acquired in terms of the deferred technology grant and the related
deferred grant liability was accurate. As a result, | was unable to determine whether revenue recognised from government grants and
the related deferred grant liability amounting to R186 830 000 and included in notes 19 and 25 to the consolidated and separate

financial statements are accurate.

7. The entity did not assess property, plant and equipment for impairment in accordance with 1AS 36, Impairment of assets. There was
no system in place on which { could rely for the purpose of the audit, and there were no satisfactory audit procedures that | could
perform to obtain reasonable assurance that no assets should have been impaired. Because of the nature of the assels, | was unable
to confirm or verify by alternative means the value of property, plant and equipment. As a result, | was unable to determine the correct
net carrying amount of property, plant and equipment; depreciation; and impairment stated at R1 582 476 000 {2017: R1 615 102 000;
R167 294 000 (2017: R159 912 000); and RO (2017: R6 813 000), respectively, in note 5 to the consolidated and separate financial
statements, as it was impracticable to do so.

8. In the prior year, | was unable to obtain sufficient appropriate evidence to confirm transfers betwsen asset classes amounting to
R212 072 000, as there was no adequate system of internal control to substantiate the transfers between asset classes. Consequently,
I was unable to determine whether any adjustments were necessary to property, plant and equipment disclosed in note 5 at R1 615 102
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000 for the prior year for transfers between asset categories. | could not confirm the transfers by alternative means.

9. In the prior year, | was unable to obtain sufficient appropriate audit evidence for the change in accounting estimates relating to the
review of the useful lives of property, plant and equipment disclosed in note § amounting to R68 089 000. | was unable to confirm the
change in accounting estimates by alternative means. Consequently, | was unable to determine whether any adjustments were
necessary to property, plant and equipment as stated at R1 615 102 000 in note 5 to the consolidated and separate financial

statements relating to the prior year.

10. In the prior year, the SABC did not include all items of property, plant and equipment in the entity’s accounting records, as required
by IAS 16, Property, plant and equipment. The entity did not implement adequate internal control systems in the prior year to ensure
that all items of property, plant and equipment owned by the entity were recorded in the asset register. This resulted in property, plant
and equipment being understated in the prior year. | was unable to confirm the amount of property, plant and equipment to be disclosed
in the prior year by alternative means. Consequently, | was unable to determine whether any further adjustments were necessary to
property, plant and equipment stated at R1 615 102 000 in the consalidated and separate financial statements relating to the prior year.

Programme, film and sports rights

11. The entity did not adequately review the amortisation method and the amortisation period at year-end to properly account for the
pattern of usage of originated programme, film and sports rights that are currently being used to generate exploited revenue and
carriage fees, as required by IAS 38, Intangible assets. These assets were recorded at a zero valus. Consequently, | was unable to
satisfy myself that the originated programme, film and sports rights were recorded at the correct value. | was further unable to
determine the amount of any adjustments that may be necessary to the programme, film and sports rights stated at R756 473 000
(2017: R768 500 000) in note 7 to the consolidated and separate financial stalements, as it was impracticable to do so.

Trade and other Payables

12. In the prior year, the entity did not completely accrue for all goods and services received prior to the year-end but not paid for at
year-end, which resulted in the understatement of the prior year trade and other payables, disclosed in note 22 at an amount of R706
617 000, ard related prior year expenditure for broadcast costs of R519 135 000, marketing costs of R136 401 000, direct revenue
collection costs of R87 471 000, professional and consuiting fees of R105 696 000, and other operational expenses of R673 311 000,
This was due to inadequate systems and processes in the prior year to properly accrue for expenses. | was unable to determine the
amount of any adjustment to trade and other payables and related expenses, as it was impracticable to do so.

13. | was unable to obtain sufficient appropriate audit evidence to verify the prior year restated trade and other payables balances of
R378 5§63 000 included in note 22 to the consolidated and separate financial statements. This was due to management not reconciling
trade creditor balances to creditor statements. Consequently, | was unable to determine whether the trade and other payables balances
were stated at the correct amount. | was unable to determine whether any adjustments were necessary to the trade and other payables
batances for the prior year, as it was impracticable to do so.

Irvegular expenditure

14. The SABC did not include particulars of all iregular expenditure in the notes to the consolidated and separate financial statements,
as required by section 55{(2b)(i) of the Public Financial Management Act of South Africa, 1999 (Act No. 1 of 1899) (PFMA). The entity
did not implement adequate internal control systems to identify and record all instances of irregular expenditure in both the current and
prior years. This resulted in the irregular expenditure disclosure being understated. The full extent of the risstatement identified could
not be quantified and | was unable to confirm the amount of irregular expenditure to be disclosed by alternative means. Consequently, |
was unable to determine whether any further adjustments were necessary to the irregular expenditure disclosure stated at R4 997 300
000 (2017: R4 405 804 000) in note 42 to the consolidated and separate financial statements.

15. In the prior year, | was unable to obltain sufficient appropriate evidence to confirm irregular expend iture amounting to R192 998 000,
as there were no adequate record keeping controls to ensure that complete, relevant and accurate information was accessible and
available to support the iregular expenditure disclosed. | could not confirm the irregular expenditure by alternative means.
Consequently, | was unable to determine whether any further adjustments were necessary to Irregular expenditure of R4 405 804 000
as disclosed in note 42 relating to the prior year.

Taxation

16. Due to the impact of the above qualification matters, | was unable to obtain adequate assurance that the deferred tax disclosures in
note 20 to the consolidated and separate financial statements were fairly stated, | was unable to determine whether any adjustments
were necessary, as it was impracticable to do so.

Emphasis of matters
17. | draw attention to the matters below. My opinion is not modified in respect of these matters.

Restatement of corresponding figures

18. As disclosed in note 4.6 and 4.7 to the financial statements, the corresponding figures for 31 March 2017 were restated as a resuit
of efrors in the financial statements of the public entity at, and for the year ended, 31 March 2018.
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Significant jJudgement

19. As disclosed in note 25 to the consolidated and separate financial statements, the entity did not recognise licence fees to the
amount of R2 436 780 000 (2017: R1 016 541 000). In management's judgement, it is not probable that the economic benefits
assoclated with these transactions will flow to the entity in order to meet the recognition criteria.

Significant uncertainties

20. As disclosed in note 3@ to the financial statements, the SABC is a defendant in @ number of lawsuits. The ultimate outcome of these
matters cannot be determined currently, and no provision for any liability that may result was provided for in the financial statements.

Responsibilities of the hoard of directors for the consolidated and separate financial statements

21. The board of directors, which constitutes the accounting authority, is responsible for the preparation and fair presentation of the
consolidated and separate financial statements in accordance with the International Financial Reporiing Standards (IFRS) and the
requirements-of the PFMA and the Companies Act of South Africa, 2008 (Act No. 71 of 2008) (Companies Act}, and for such internal
control as the accounting authority detenmines is necessary to enable the preparation of consolidated and separate financial statements
that are free from material misstatement, whether due to fraud or error.

22. In preparing the consolidated and separate financial statements, the accounting authority is responsible for assessing the group's
ability to centinue as a going concern, disclosing, as applicable, matters relating to going concern and using the going concern basis of
accounting unless the accounting authority either intends to liquidate the group or to cease operations, or has no realistic alternative but
to do so.

Auditor-general’s responsibilities for the audit of the consolidated and separate financial statements

23. My responsibility is to conduct an audit of the consolidated and separate financial statements in accordance with the International
Standards on Auditing and to issue an auditor’s report. However, because of the matters described in the basis for disclaimer of opinion
section of this auditar's report, | was unable to obtain sufficient appropriate audit evidence to provide a basis for an audit opinion on
these financial statements.

24. 1 am independent of the group in accordance with the International Ethics Standards Board for Accountants’ Code of ethics for
professicnal accountants {IESBA code) and the sthical requirements that are relevant to my audit of the consolidated and separate
financial statements in South Africa. | have fulfilled my other ethical responsibilities in accordance with these requirements and the
IESBA code.

REPORT ON THE AUDIT OF THE ANNUAL PERFORMANCE REPORT

Introduction and scope

25. In accordance with the Public Audit Act of South Africa, 2004 (Act No. 25 of 2004} (PAA) and the general notice issued in terms
thereof, | have a responsibility to report material findings on the reported performance information against predeterminad objectives for
selected objectives presented in the annual performance report. | performed procedures to identify findings but not to gather evidence
o express assurance,

26. My procedures address the reported performance information, which must be based on the approved performance planning
documents of the public entity. | have not evaluated the completeness and appropriateness of the petformance indicators/measures
inchkled in the planning documents. My procedures also did not extend to any disclosures or assertions relating to planned
parformance strategies and information in respect of future periods that may be included as part of the reported performance
information. Accordingly, my findings do not extend to these matters.

27. | evaluated the usefulness and reliability of the reported performance information in accordance with the criteria developed from the
performance managerment and reporting framework, as defined in the general notice, for the following selected objectives presented in
the annual performance report of the public entity for the year ended 31 March 2018:

|0bjeclives Pages in annual
performance

report

Objective 1~ Financial sustainability 33
‘Objective 2- Content and platforms 3334
|0bjective 4~ Governance 34

28. | performed procedures to determine whether the reported performance information was properly presented and whether
performance was consistent with the approved performance planning documents. | performed further procedures to determine whether !
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the indicators and related targets were measurable and relevant, and assessed the reliability of the reported performance inforration to
determine whether it was valid, accurate and complete.

29. The material findings in respect of the usefulness and refiability of the selected objectives are as follows:
Strategic Goal 1~ Financial Sustainability

Indicator 1 — Achieve annual net profit before tax as per the approved budget

30. The reported achievement of a R629 million loss for the target of RO was not refiable, due to the matters reported under the basis
for disclaimer of opinion related to property, plant and equipment and programme, film and sports rights.

Strategic Goal 2 — Content and Platform
Indicator 1 ~ Achieve ICASA local content quotas as per terrestrial television channel licence conditions

31. 1 was unable to obtain sufficient appropriate audit evidence to support the reported achievement of the targets listed below. This
was due to inadequate technical indicator descriptions and proper performance management systems and processes that
predetermined how the achievement would be measured, monitored and reported. | was unable o confirm the reported achievement of
the indicator by alternative means. Consequently, | was unable to determine whether any adjustments were required to the
achievement listed below as reported in the annual performance report.

|Description Target Actual
Achtevement

SABC 1 70% 73%

SABC 2 60% 71%

SABC 2 40% 52%

l

Indicator 2 — Achieve ICASA PBS radio genre as per SABC broadcast licence

32. | was unable to obtain sufficient appropriate audit evidence to support the reported achievement of the targets listed below: This
was due to inadequate technical indicator descriptions and proper performance management systems and processes that
predetermined how the achievement would be measured, monitored and reported. | was unable to confirm the reported achievement of
the indicator by alternative means. Consequently, | was unable to determine whether any adjustments were required fo the
achievement listed below as reported in the annual performance report.

Description Target Actual
Achievemnent

News 60 min/day 87 min/day

Current Affairs 60 min/day 172 min/day

Informal Knowledge |180 minfweek |1 561 min‘week

buitding

Education  [300 minwesk 359 miniweek

Children 60 miniweek 134 miniweek |

Drama 150 minweek 207 minweek

I

Indicator 3 = Number of provincial programmes

33. | was unable to obtain sufficient appropriate audit evidence for the reported achisvement of 57 against the target of 8 programmes.
This was due to limitations placed on the scope of my work. | was unable to confirm the reported achievement by altemative means.
Consequently, | was unable to determine whether any adjustments were required to the achievement of 57 programmes as reparted in

the annual performance report.

Strategic Goal 4 — Governance

Indicator 2 = Percentage of previous Auditor General findings resolved
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34. The achievement for the target of 50% reported in the annual performance report was 49%. However, the suppaorting evidence
provided did not agree to the reported achievemnent and indicated an achlevement of 12,5%.

Other matters
35. | draw attention to the matter below.

Achievement of planned targets

36. Refer to the annual performance report on pages 33 to 34 for information on the achievement of planned targets for the year. This
information should be considered in the context of the material findings on the usefulness and reliabifity of the reported performance
information in paragraphs 30 to 34 of this report.

Adjustment of material misstatements

37. | identified material misstatements in the annual performance report submitted for auditing. These material misstatements were on
the reported performance information of the financial sustainability strategic goal. As management subsequently corrected only some of
the misstatements, | raised material findings on the usefulness and reliability of the reported performance information. Those that were

not corrected are reported above.
REPORT ON THE AUDIT OF COMPLIANCE WITH LEGISLATION

Introduction and scope

38. In accordance with the PAA and the general notice issued in terms thereof, | have a responsibility to report material findings on the
compliance of the public entity with specific matters in key legislation. | performed procedures to identify findings but not to gather
avidence to express assurance,

39. The material finrdings on compliance with specific matters in key legislation are as follows:

Annual financial statements, performance report and annual report

40. The financial statements submitted for auditing were not prepared in accordance with the prescribed financial reporting framework
and were not supported by full and proper records, as required by section 55(1)(a) and (b) of the PFMA and section 29(1)(a) of the
Companies Act.

41. Material misstatements of revenue; expenditure; taxation; property, plant and equipment; and programme, film and sports rights
identified by the auditors in the submitted consolidated and separate financial statements were comected subsequently, but the
uncorrected material mlsstatements and supporting records that could not be provided resulted in these financial statements receiving a

disclaimer of opinion.
Procurement and contract management

42, Goods, works or services were not procured through a procurement process which is fair, equitable, transparent and competitive,
as required by section 51(1)(a)iii) of the PFMA. Similar non-compliance was also reported in the prior year.

43. Some contracts and quotations were awarded to bidders based on preference points that were not allocated and/or calculated in
accordance with the requirements of the Preferential Procurement Policy Framework Act of South Africa, 2000 (Act No. 5 of 2000) and
its regulations. Similar nen-compliance was also reported in the prior year.

Expenditure management

44, Effective and appropriate steps were not taken to prevent irregular expenditure, as required by section 51{1)(b)ii) of the PFMA. The
value as disclosed in note 42 is not complste, as management was still in the process of quantifying the full extent of the irregular
expenditure. The majority of the irregular expenditure disclosed in the financial statements was caused by deviations from processes

prescribed in the supply chain policy of the entity.
45. Effective steps were not taken to prevent fruittess and wasteful expenditure amounting to R84 021 000, as disclosed in note 42 to

the annual financial statements, in contravention of section 51(1)(b)(ii) of the PFMA. The majority of the fruitless and wasteful
expenditure was caused by interest on overdue accounts and unauthorised compensation identified through forensic audits conducted.

Strategic planning

46. An annual shareholders’ compact was not concluded prior to the start of the financial year in consultation with the executive
authorily, as required by treasury regufation 29.2.1. The compact was submitted to the executive authority prior to the start of the
financial year, however this was only approved in February 2018,

47. As a result of the above, the key performance measures and indicators included in the shareholders’ compact were not agreed
between the accounting authority and the executive autherity prior to the start of the financial year, as required by treasury regulation

W
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28.2.2.

OTHER INFORMATION

48. The accounting authority is responsible for the other information. The other information comprises the information included in the
annual report, which includes the directors’ report, the audit committee’s repoit and the company secretary's cerlificate, as required by
the Companies Act. The other information does not include the consolidated and separate financiaf statements, the auditor's report and
those selected objectives presented in the annual performance report that have been specifically reported in this auditor's report,

49. My opinion on the financial statements and findings on the reported performance information and compliance with legistation do not
cover the other information and | do not express an audit opinion or any form of assurance conclusion thereon.

30. In connection with my audit, my responsibility is to read the other information and, in doing so, consider whether the other
information is materially inconsistent with the consolidated and separate financial statements and the selected objectives presented in
the annual performance report, or my krowledge obtained in the audit, or otherwise appears to be materially misstated.

51. As a result of the disclaimer of opinion expressed on the financial statements, | do not conclude on material misstatements of the
other information relating to the financial statements. If, based on the work | have performed relating to the audit of performance
information and compliance with legislation, | conclude that there is a material misstatement of this other information, | am required to

report that fact.
52. | have no matters to report in this respect.

INTERNAL CONTROL DEFICIENCIES

§3. | considered internal control relevant to my audit of the consciidated and separate financial statements, reported performance
information and compliance with applicable legislation; however, my objective was not to express any form of assurance on it. The
matters reported below are limited to the significant internal control deficiencies that resulted in the basis for the disclaimer of opinion,
the findings on the annual performance report and the findings on compiliance with legislation included in this report.

Leadership

54. Action plans developed to address the poor audit outcomes of prior years were not effactively implemented and monitored during
the year. However critical leadership positions were filled after year end and management have started developing a turn-around
strategy. The impact of this strategy will be assessed with the next audit.

35. Despite weaknesses identified in the supply chain management control environment, the entity did not implement adequate
consequence management processes for transgressions against applicable policies, laws and regulations.

Financial and performance management

56. As the public broadcaster, the SABC has a public communications mandate and serves the large majority of citizens in this country.
The entity is in the process of negotiating for additional support from the Department of Communications and the National Treasury as
wall as various financial institutions. However, the public entity did not prepare reliable cash flow forecasts.

57. The property, plant and equipment register was not properly maintained to ensure that all assels wera recorded at the correct value.

58. Management did not implement adequate review procedures to ensure that indicators and targets included in the corporate plan
were useful and that information reported in the annual performance report was adequately supported with appropriate evidence.

59. Management did not adequately implement review and monitoring controls to prevent non-compliance with applicable laws and
regulations relating to supply chain management.

60. In addition, where the controls did not prevent non-comphiance with supply chain management legislation, detection controls were
also deficient as not all imegular expenditure was disclosed.

Governance

61. There was a lack of appropriate risk management activities to ensure that threats affecting the entity were effectively identified,
monitored and responded to on a strategic level.

OTHER REPORTS

62. | draw attention to the following engagements conducted by various parties that had, or could have, an impact on the matters
reported in the entity’s financial statements, reported performance information, compliance with applicable ilegislation and other related
matters. These reports did not form part of my opinion on the financial statements or my findings on the reported performance

information or compliance with legislation.. l#
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investigations

63. The Special Investigations Unit and the forensic unit of the SABC were in the process of conducting several investigations related to
various instances and allegations of financial misconduct and possible fraud. The investigations were ongoing at the date of this report
and may, or may not, result in disciplinary and/or criminal proceedings against the parties concerned.

Pretoria
17 August 2018

i
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1. EXECUTIVE SUMMARY

This document provides an overview of the direction we are going as the
national public broadcaster, as we endeavour 16 turnaround the SABC into a
financially viable organisation that is committed to its mandate of providing o
range of compelling informative, educational and entertaining programmes
via felevision, radio and digital platforms. The Strategic Roadmap includes a
proposed renewed vision, mission and strategic positioning. In order to
achieve our corporate goals, we will adhere to our corporate values whilst
being guided by a set of behaviours in achieving our Key Performance Areas.
This Strafegic Roadmap outlines the role we all need to play in ensuring that
we become a high performing organisation that is relevant and truly
competitive.

2. INTRODUCTION AND BACKGROUND

The SABC is more than just a Public Broadcaster, it is a daily companion to
millions of South Africans, allowing audiences to watch, listen and engage, in
their mother tongue, with news, public service programming, events of
national importance, and other moments shaping their lives.

The paost two fiscals were particularly difficult for our organisation on many
fronts. External and internal factors detracted from the SABC delivering on a
number of key strategic imperafives, and this constrained our agility to
respond to environmental factors / pressures compared to other industry
players. The SABC has a statutory mandate to reach and serve all South
African audiences.

In the absence of a clear tumnaround strategy and integrated strategic
alignment, the organisational disconnect between divisional, Provincial and
SABC corporate strategy as well as inefficiencies in the Operating Model, it
was necessary to develop a S-year Strategic Roadmap that will not only
address the above but ensure a sustainable and profitable SABC.

3. VISION

Our organisation need a renewed vision that will guide us in terms of what we
want to achieve mid to long term. The following Vision has been developed:

To become the leading, credible voice and face of the nation and fthe
confinent.

2 /
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4, MISSION

The focus and direction of our organisafion during its stabilisation, renewal
and sustainability period are encapsulated in the following mission:

A high-performing, financially sustainable, digitised national public
broadcaster that provides compelling informative, educational and
entertaining content via all platforms.

5. STRATEGIC POSITIONING

The success of the Stategic Roadmap is dependent on the SABC
repositioning itself in the following manner:

We will be the Prefemed Broadcaster within our Communities. To ensure that
we become the prefered broadcaster, we will provide compelling
informative, educational and entertaining content via all platforms which is
accessible by all South Africans. In doing so, we will adhere to the prevailing
legislative and regulatory framework.

We will become the Preferred Employer with Employees who are our brand
ambassadors. From a people perspective, our employees will excel in an
authentic and transparent, environment driven by a high performance
culture. Talent attraction and retention, leaming and development are high
priorities and so is having the right people in the right job - highly skilled,
motivated, engaged, and passionate people. Our workplace has to
become a safe, fun, positive environment to work in, where success is
rewarded and non-performance is managed. Poor performers will be
provided with the necessary tools, coaching, training and development.
Where there is no discernible performance improvement, poor performers will
make space for high performing employees [HiPos).

We will be the Preferred Service Provider 1o our Clients. We will collaborate
to provide mutual profitable growth. We will ensure increased client service
levels, and af the same time be flexible and effective with our operations,
with improved efficiencies in our business processes. We will become client-
centric, and therefore strive for a deep understanding of our clients’ needs
whilst accelerating revenue generation.

We will be the Preferred Brands for our Audiences, and will seek to attain
increased preference and satisfaction, innovation and timeous renovation, %

3
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and fo have consistent qudlity of products, trustworthy brands and value for
money. We will provide a portfolio mix that has local, regional and global
relevance perfectly aligned to our mandate.

PREFERRED BROADCASTER 1 | e PREFERRED EMPLOYER
colisadbiliay - ey © A *Engagement  *Trust
Regulatory Enviranment * Relevance . . ' * Performance = Sy R 3
COMMUNITIES f - EMPLOVEES

PREFERRED PROVIDER m - PREFERRED BRANDS

* Product. * Content - | A *Value * Quality
*Cost  * Efficiency ,_ i = * Trusted brands * Innovation

CLIENTS -' | || —— AUDIENCE

- STRATEGIC PILLARS

As our audiences and clients eveolve themselves, we will transform and
respond accordingly, aligning our strategies to create value and remain
relevant. Seeing and putting our audiences at centre of what we do means
that we will think along these lines:

+ Shalegy Alignment and Communication. There will be a greater strategy
alignment and communication of our vision and mission throughout our
organisation. We will transiate and align each division’s business plan,
clearly define deliverables and how each emplovee has to contribute to
reaching our corporate goals. This will be clearly communicated to each
individual.

e Happy Viewers and listeners. The image of the SABC products and
brands being trusted and invited into people's homes, cars and devices
should be a primary emotional driver for all our employees within our
organisation. It is therefore imperative that the mantra of the "The Voice
and Face of the Nation’ is embedded in all our communication. “The
Voice and Face of the Nation™ goes beyond the idea of our portfolio mix.
It implies the notion of credibility, accessibility, relevance, trustworthiness,
and a contribution to strengthening democracy, development and
accountability. This is the promise we strive to finally deliver to our nation

and the continent at large.

» Flawless Execufion. The implementation of our strategies via focussed
action plans, across all divisions and provinces, with a high level of

4 w
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operational discipline and regular review will ensure we remain on the
agreed track.

In additional to the current four Pillars of the SABC, two additional pillars have
been added, each with its respective goals:

FINANCIAL SUSTAINABILITY A financially sustainable organisation

CONTENT & PLATFORMS Ofter a compelitive and innovative multichannel

porifolio
DIGITAL SABC everywhere for everyone
HUMAN CAPITAL A competent, dynamic workforce that is fit for purpose

Compliant governance practices, risk management

GOVERNANCE and sound internal controls

PARTNERSHIPS Strategic and sustainable parinerships

7. KEY PERFORMANCE AREAS

Effective strategies. objectives and deliverables will be developed under the
following key performance areas:

s Revenue;

s Expenditure;

»  Working Capitall;

e Audience Share;

» Operational Efficiencies;

¢ Corporate and Brand Image:;
¢ Organisational Climate;

e Compliance.

8. VALUES

These organisational values will guide all our engagement with employees
and external stakeholders:

e RESPECT. In our engagements internally and externally, we wil be
respectful,

SABC Strafegic Roadmap @ ﬂ y ‘i#»
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TRUST: We will cultivate an environment of trust with each other.

INTEGRITY: We will always do what is right.

QUALITY: The quadlity of work will be of the highest standard that we can

be proud of.

9. BEHAVIOURS

In driving performance, we will be guided by these behaviours:

Responsibility

-

»

Be focussed

Be disciplined
Take ownership
Do what matters

Cross functional cooperation

Aftitude

L

Be positive
Be the agent of change
Be engaged

Knowledge-sharing

Competitiveness

Take calculated risks
Have an entrepreneurial mind-set
Be innovative

Continues learning

Execution

Flawless and efficient delivery
Be effective

Deliver quality on time

SABC Strategic Roadmap
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10.  LEADERSHIP

As leaders we are the most important agents for change. The weight of the
possibility of success rests on our shoulders. We will create focused initiatives
around our clients, audience and our employees, and ensure o well-aligned,
organisation with flawless execution.

Apart from our own personal “walk the talk”, dedication to promote
employee engagement, robust discussion with each other, and
demonstrating high performance, we will lead and influence our organisation
through:

» Focus on the future. Whilst attending to the most immediate and short
term business goals, we will share with our teams the long term vision for
our organisation. We will sell the reasons why we have to accelerate
growth and high performance, the prospects of the future, and not dwell
on the past, except to learn from it.

» Ethical conduct. All our business dealings will be characterised by ethical
conduct. We will walk away from business dealings with unethical
attributes. We will not tolerate any unethical conduct by any member
associated with our brand. Unethical conduct will not be tolerated within
the corporation and will be harshly dealt with.,

» Our personal atlitude and behaviour. We must lead firmly and get results
- but we must also listen, ask, invite and collaborate. We will start to focus
on the intangible influence that is achieved through high emotional
intelligence. We will shift from being managers and become leaders,
capable of significantly mobilising our teams towards our corporate
godls. We will develop and mature personally in order to help others
develop. We will give each other transparent and constructive feedback
at all times.

¢ Employee engagement. The teams that we lead wil become
“engaged”. Their attitudes and behaviours will be a result of being well
led. So we will create an environment for engagement, and we will give
our teams space to grow. We will encourage our teams to aggressively
drive the furnaround of our organisation and they will reclise their part in
that formation. We will assist them to commit to personal development,
including skills, knowledge and aftitudes and to take accountability and
ownership. We have fo lead the way to migrate from a “we will" mindset
to a *l will” engagement,

¢ Athract, Develop and Retain Talent. We will assess the current and future
taient requirements in our organisation in the context of business growth
and turnaround. We will also develop a talent management strategy,

‘ e
7
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and a system to identify, develop and retain talent within the context of g
maitrix structure,

11.  ONE PAGE STRATEGIC ROADMAP

The SABC's strategic roadmap is depicted in the one page outlay below:

INTEGRITY

VISION
To become the leading, credible voice and face ¢f the nation and the continent

MISSION
A high performing, financially sustainable, digitised national public broadcaster that provides compelling
informative, educational and entertaining content via all platforms

STRATEGIC POSITIONING

T iR SEUETELSIOER  pRTCAUOMOMOER | rhereunco enanos
e COMVUNITIES. ) EMPLOYEES R e UDIENCES
PILLARS AND GOALS
Our business strategy is premised on 6 strategic piliars and goals:
| Financlal SustanabRity: A financlally sustainable organisation
Content & Platforms: Offer a competitive innovative multi-tier portfolic
Digital: SABC Everywhere for everyone
| Human Capital: A competent, dynamic workforee that ks fit for purpose
Governance: Compliant governance practices, risk management and internal controls
| Partnerships: Strateglc and sustainable partnerships
KEY PERFORMANCE AREAS
| 1. Revenue 2, Expenditure 3, Working Capital 4. Audlence Share 5. Operational Efficlencles 6, Corporate & Brand Image 7, Org.
Climate 8. Compliance

BEHAVIOURS
Responsibility - Attitude Competitiveness  Execution *

8
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IN THE COMMISSION OF INQUIRY INTO ALLEGATIONS OF STATE CAPTURE,
CORRUPTION AND FRAUD IN THE PUBLIC SECTOR INCLUDING ORGANS OF

STATE (“THE COMMISSION”)

SUPPLEMENTARY AFFIDAVIT

I, the undersigned,

MZWAMADODA MXAKWE

hereby declare under oath as follows:

1. | have deposed to an affidavit dated 14 August 2019 {the "main affidavit"),

setting my dealings with the South African Broadcasting Corporation

(“SABC”)

2. | depose to this supplementary affidavit to make corrections and include

matters | did not raise or deal with in my main affidavit.

CORRECTION TO MAIN AFFIDAVIT

3. In my main affidavit, | only highlighted the losses we have made in the past

3 years. Below table shows the revenue during those three years and cash

balance at the end of each year.

MM-49
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5.1

5.2

5.3

5.4

5.5

5.6

:?\l,::ovgl\l:llllzj EAND R#6.5 billion R6.6 billion R6.5 billion
g—?i‘; Eé_lﬁqNDCE R82 miillion R131 million R72 million

Iwas also requested to provide more information on how we are dealing with
irregular, fruitless and wasteful expenditure as highlighted in my main
affidavit.

| attached hereto as Annexure “MM001” to “MMO004” details on Irregular,
Fruitless and Wasteful Expenditure dating back to 2012 and how we are
dealing with this legacy matter:

If we registers for 5 years + YTD as at Nov 2018 for FY19;

The final notes in the AFS as at 31 March 2019;

The latest quarterly report that reflects the FY19 at the time — though this
changed in the mean time as the Audit was finalised and YTD June 2019:
You can see initiatives to improve the internal control breakdowns and bad
behaviour though;

Also the [E Project report to reflect on the various activities via which we are
attempting to improve the situation; and

We submit a monthly report to SCOPA on progress to deal with IFWE.

Amortisation of Content
There was also a request from the investigators of the Commission to
explain what we mean by amortisation of content, in a manner that will be

more understandabile.

The SABC acquires television content as follows:

i
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10.

1.

Buy local and foreign content on the market such as films, documentaries,
soapiest etc. This type of content is linked to time and licence period, i.e. the
SABC has a 1 year or 3 years to show this content on its television channels.
If it doesn’t do so in the licensing period the agreement lapse and the SABC

is not allowed to show the programme or film any longer.

Commissions Production Houses to produce content — also in various
genres but mostly soapies. This done through a Request for Proposal
process where companies or production houses pitch certain content /
programmes to the SABC. This content then belongs to the SABC, we have
ownership thereof. The SABC can then decide to “sell or licence” this

content to other broadcasters with certain terms attached to it.

Produces its own content — mostly in the form of Sports and News and some
local content. The SABC uses its own resources (human capital,
infrastructure and technology, studios) to produce a programme or sport
event from start to finish, This is mostly live content but can be repeated

from time to time. This is very costly to the SABC.

Amortisation of content (which is an accounting term) takes place once the
film, sport event, drama, soapy, programme have been broadcast for the
first time and within the licensing period. This is usually new or first time
broadcasts. You therefore ailocate the cost to a certain broadcast of a

pregramme or event,
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12.

13.

14.

15.

16.

The more new and first time content is broadcast, the bigger the investment,
the bigger the amortisation. Content is one of the biggest cost drivers of the
SABC. However, fresh and new content attracts advertisers which, in turn,

ensure that the SABC receives more advertising revenue.,

Low amortisation costs means that the SABC has invested less in new
content and showed more repeats of the content that is owned by the
SABC. Some repeat programmes will still attract advertisers to spend
money. This is what happened in the years that the SABC showed
profits. This was not because of high revenue generation but rather not

spending money {costs) on new programming.

One has to find a balance between acquiring new content, showing certain
repeats of programmes that are popular and attracting the audiences and

revenue linked to new and repeat programmes.

| would like to thank the Commission for the opportunity to ;%resent the
SABC'’s case in respect of the situation of sports rights and in particular
the PSL soccer rights situation and the obligations that the SABC has

regarding the broadcast of sports in South Africa, and other matters of

interest.

The SABC has over the years carried the burden of broadcasting
national sporting events under very difficult financial circumstances and

regulatory requirements.
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HISTORICAL OVERVIEW OF PSL RIGHTS ACQUISITION

17.

18.

19.

The SABC has over the years held the broadcast rights of PSL football
matches until 2007 when it lost the rights to Supersport following a legal
dispute with the PSL. The SABC has since then been sublicensing the
rights from Supersport. In 2011 the SABC unsuccessfully tried to bid for

the PSL rights following the issuance of an Invitation to Tender by the

PSL.

The SABC entered into an exclusive sublicense agreement with
Supersport in November 2012, where the SABC was granted the TV
Broadcast rights for the Republic of South Africa only, for the period
2012/13 - 2016/17, which was comprised of 5 PSL seasons. The rights
granted were Free to Air (FTA) domestic terrestrial TV channels only
limited to SABC 1, 2, 3; including SABC Sports Channel via a Digital

Terrestrial Television (DTT) platform.

The rights allowed for a live, delayed-live and delayed broadcast
transmission of 132 matches that were equally distributed between PSL
ITT agreed selection, other PSL & NFD fixtures, Cup Fixtures and NFD
Playoffs. Stipulations on the selection of the matches are stated where,
other than the 33 shared matches, the SABC shall be entitled to
broadcast 36 Premiership matches non exclusively and a further 50
matches exclusively; “on the basis that Supersport shall have the final
say in regard to such selection should the parties not be in agreement in

regard thereto”. Based on the prescribed match selection here above,
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20.

21.

the SABC was required to broadcast a total of 119 matches. Added to
the terms of agreement, the SABC was required to Host Broadcast 37
(33 shared matches as per PSL ITT and 4 non-exclusive matches) at
SABCs cost as well as any additional matches that the SABC would have

selected to broadcast exclusively or non-exclusively,

For the sublicense rights offered, the SABC was liable for a rights fee of
R800 000 000.00 (eight hundred million Rands), at R160 000 000.00

(One hundred and sixty million Rands) per season.

Upon termination of the 2012 agreement, the SABC entered into another
sublicense agreement through an Addendum that essentially extended
the same terms agreed in 2012, for a further 2 more seasons, thus
amending the license period from 2012 — 2019. The TV rights granted
the SABC the same rights and terms as per the 2012 main agreement
for seasons 2017/18 and 2018/19 at a price of R240 000 000.00 per
season, totalling to R480 000 000 (Four hundred and eighty million

Rands).

LEGISLATION AND REGULATORY OBLIGATIONS

22.

22.1

The Sport Broadcasting Services Regulations of 2010 which are
currently applicable were developed by ICASA based on section 60 (1)
of the Electronic Communications Act (ECA). The ECA provides the

following:

“Subscription broadcasting services may not acquire exclusive rights
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23.

that prevent or hinder the free to air broadcasting of national sporting
events, as identified in the public interest from time to time, by the
Authority, after consultation with the Minister and the Minister of Sport

and in accordance with the regulations prescribed by the Authority”.

The intention of the legislation has been clear, to make sports of national
interest accessible to majority of the people in the country. ICASA has in
compliance with the legislation issued regulations in 2010 wherein in it
listed a number of sporting events which must not be acquired
exclusively by pay television such as Multichoice. The list of the events
and tournaments are expected to be broadcast by the FTA is

broadcasters such as the SABC.

UNINTENDED CONSEQUENCES OF THE LEGISLATION AND REGULATIONS

24,

25.

Whilst the legislation and the regulations are meant to protect the interest
of the public by ensuring that the sporting events are accessible on FTA
broadcasting platform, they have over the years had unintended
consequences on the SABC as a FTA broadcaster that needs to acquire
the rights. The SABC has been subjected to exorbitant prices due to the
fact that certain sporting events are in demand from the public such as
PSL soccer matches and there is no alternative way to acquire the rights
except from the rights holders (PSL) or through sublicensing from

(Multichoice).

The burden gets more when considering other public service obligations
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or unfunded mandate that the SABC has to the general public. So far the
broadcast of listed events such as the PSL and Bafana Bafana games
have yielded negative financial returns relative to the high cost of the
rights investment made. This is what has created a recent stalemate
between the SABC and Muliichoice in the negotiations for the
sublicensing of PSL rights. The situation gets more complicated by the
fact that the SABC on the one hand is obliged through the “Must Carry”
regulations to avail its channels that may have primary sports rights to

subscription broadcasters, free of charge.

COSTS OF SPORTS RIGHTS TO THE SABC

26.

27.

28.

For the past fiscal (1 April 2018 to 31 March 2019) the SABC spent R550
million on Sports Rights and the broadcasting of sporting events and
revenue generated from these events for the same period was R143

million. This represents a negative Return on Investment of 74%.

Over the last five years, a total of R3.7 billion was spent on Sports with
revenue and income from these events of R148 million with losses

amounting to R3.6 billion.

Regarding PSL, the SABC has over the last five years incurred a loss of
R1.3 billion in relation to the broadcast of PSL matches and the SABC
had to take a decision that any agreement entered into, should be
financially sound and sustainable for the business, ensuring that there is

return on investment for the organisation.
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29. The SABC thus cannot compete nor sustain the status quo of incurring
excessive expenditure for Sports Rights and production with little or no

return on investment.

SPORTS RIGHTS NOT SECURED BY THE SABC IN 2019

30. To date the SABC has attempted to negotiate with rights holders for
major sporting events and tournaments that are listed in the regulations
with the view to comply with its sports mandate. However, the following

sporting events could not be secured due to the high cost of rights:

30.1  Women's World Cup,

30.2 Netball World Cup

30.3 Currie Cup

30.4 ICC Cricket World Cup

30.5  Cricket Outbound India vs. SA
30.6 IRB Rugby World Cup

30.7 Live Boxing

30.8 SAFA Properties

30.9 Swimming Events

30.10 Athletics — Two Oceans Marathon, Nelson Mandela Marathon

SABC SUBMISSION TO THE INDEPENDENT COMMUNICATIONS AUTHORITY
OF SOUTH AFRICA (ICASA} ON SPORTS BROADCASTING SERVICES
AMENDMENT REGULATIONS, 2018.

1
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31.

On the 14th of December 2018, the Independent Cormmunications
Authority of South Africa (“the Authority”) published the Draft Regulations
for public comment. The publication also invited interested parties to
submit written comments or representations on the Draft Regulations.
The intention of the process was fo review the current 2010 regulations
that the SABC is subjected to. This provided the SABC with an
opportunity to raise all concerns it had about the regulations and it
proposed various changes to the regulations. The SABC made both
written and oral submission to ICASA. The hearings for the SABC were
held on 31 May 2019. The outcome of the process is still pending

ICASA’s issuance of the final regulations.

KEY SUBMISSIONS OF THE SABC TO ICASA

32.

33.

The following are some of the key submissions that the SABC made to

ICASA for consideration when reviewing the regulations:

Competition

There is a need for sector-specific regulations in the area of sports
broadcasting services which must ensure that there is fair competition in the
broadcasting sector and safeguard the sustainability and viability of public
broadcasting services. It is public knowledge that the bulk of national
sporting events are held by a subscription broadcasting service
(MultiChoice} and that MultiChoice owns sizeable stakes in several sports
franchises, these franchises constitute significant voices in the organisations

with whom Multichoice negotiate sports agreements. The franchises in
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33.1
33.2
33.3
33.4
33.5
33.6

34.

35.

question are:

Supersport United Football Club: 100%
KZN Cricket: 50%

Western Province Professional cricket: 50%
Titans Cricket: 50%

Free State Cheetahs: 24.5%

The Sharks: 40%

The unbundiing of sports rights

In order to allow access to the rights by FTA broadcasters, the regulations
should oblige the rights holders to split the rights for FTA broadcasters and
subscription/pay television when they put them in the market. This will
obviate the anomaly where the winner takes all the rights such as is the case
with PSL rights. In other jurisdictions such as the English Premier League,
the rights are split between FTA and subscription broadcasters, hence the
SABC was able to broadcast the EPL in the last season through

sublicensing from Kwese TV.

Exclusivity for the category of rights and platform as per the licensed

service

The splitting of the rights can allow the retention of exclusivity to the
broadcasters in a fair manner. The FTA broadcaster will have exclusivity to
the FTA rights and the subscription broadcasters will have the same for their
rights. This will resolve exclusivity of all rights being allocated to one

broadcaster. In addition, no broadcaster should acquire rights for a platform
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36.

37.

it does not have. This would mean that a television broadcaster should not
be allowed to acquire rights for radio if it does not have a radio platform. This
has been the case with Multichoice where it was allowed to acquire radio
rights for rugby while it does not have a radio services. Such a situation
unduly allows high escalation of the price for the sublicensing of radio rights

to the SABC ‘s radio platform.

A fair and transparent sub-licensing framework

There is currently no transparency and fairness in how the rights are
sublicensed. The party that is licensed for the rights can demand any price
without any disclosure or oversight by the regulator. The fact that a bidder
has put a high price and won the rights should not give it absolute authority
fo determine how it sublicenses without any observation by the Authority.
The rights are not merely sublicensed for commercial gain but also to benefit

the poor members of the public who cannot afford to subscribe to pay

television.

The Review of the Must Carry Regulations

ICASA reguiations on “Must Carry”, as provided for by section 60 (2) of the
ECA, which obliges the SABC to avail its channels to subscription
broadcasters for free should be reviewed as it creates an unfair advantage
for the subscription broadcasters. The subscription broadcasters are able to
access content paid for by the SABC by relaying SABC channels on their
platform. This would include sports content that the SABC has acquired and

paid for from the market.
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39.

40.

.

42,

It is regrettable that in the past years no consideration has been given by
ICASA, the rights holders and other relevant stakeholders on the fairmess

and transparency in the acquisition process of sporting rights.

It is the SABC's view that the regulations should provide intervening
mechanisms to ensure that (FTA) broadcasters are able to deliver, most

importantly on national sporting events to the members of the public.

It is sad that 25 years into democracy, we have not transformed the
broadcasting sector to ensure that the poorest of South Africans, can access
freely prime sports that were meant for certain sectors of our society. Yet we
want to produce heroes and hercines in Cricket, Rugby etc. from the
previously disadvantaged communities. The review of the regulations

should address this concern.

In addition, the acquisition and the sub-licensing of rights require serious
review by ICASA, to ensure that there is transparency, and that the SABC

is not exploited in the process.

The SABC calls upon ICASA and the policy maker to develop a framework
that makes public funding of national sporting events to be mandatory by
government. The SABC has all intentions and plans to invest and broadcast
sports of national importance in a digital multiplatform environment, however

these plans cannot come to fruition under the current market conditions and

regulatory regime.
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43. The SABC believes the recent ICASA inquiry will go a long way in bringing
significant change to the industry, with the aim of ensuring that all South

Africans have access to national sporting events.

SABC PRESENTATION ON THE ICASA DRAFT SPORTS REGULATIONS

44, | attach hereto as Annexure “MMO005” a copy of my opening address to

ICASA, in regard to draft sports regulations.

SABC PRE-CONDITIONS FOR FUNDING

45, I attach hereto as Annexure “MMO006" preconditions for finding and the

chairpersons response.

46. This is all | wish to declare.

Mokl

DEPONENT

Signed and sworn before me at _#74¢E40w this _ O
day of SEP =8/ 2019 after the deponent declared that the
deponent is familiar with the contenis of this statement and regards the

prescribed oath as binding on the deponent’s conscience and has no objection
against taking the said prescribed oath. There has been compliance with the
requirements of the Regulations contained in Government Gazette R1258,
dated 21 July 1972 (as amended).
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SABC »
Audit & Risk Committee Meeting

REGISTRATION NUMBER 2003/023915/30

STATUS UPDATE ON IFWE

1. DEPARTMENT REQUESTING SUBMISSION:
Chief Financial Officer

2. TITLE OF SUBMISSION:
Status Update on IFWE.,

3. PURPOSE OF SUBMISSION:
Discussion and noting.

4. INTRODUCTION AND BACKGROUND
See attached submissions. Note that at the time of writing, the IFWE Registers as

at 31 March 2019 were not yet concluded as the audit was not yet finalized.

5. DECISION REQUIRED
None

6. PRESENTATION
Feedback will be provided at the meeting.
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7. ESTIMATED TIME REQUIRED
10 Minutes

8. SIGNATORY:
SUBMITTED BY

Sl
YM Biljon

Chief Financial Officer

Contact Person:
Yolande van Biljon
Chief Financial Officer

Tel: 011 714-2265
Email: vanBiljonY@sabc¢.co.za

15(7 i)

Date
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IRREGULAR, FRUITLESS & WASTEFUL EXPENDITURE
30 June 2019

PROGRESS REPORT

iIFWE May 2019 Page 1 of 10

it
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1. INTRODUCTION

In terms of Public Finance Management Act (PFMA), the following terms are defined as follows:
* lrregular expenditure® means expenditure, other than unauthorised expenditure, incurred in
contravention of or that is not in accordance with a requirement of any applicable legislation, including—

{a) this Act; or
(b) the State Tender Board Act, 1968 (Act No. 86 of 1968), or any regulations made in terms of that Act;

or
() Any provincial legistation providing for procurement procedures in that provincial government.

e Fruitless & wasteful expenditure means expenditure which was made in vain and would have been
avoided had reasonable care been exercised.

Section §1(e) (iii) then puts the responsibility on the Accounting Authority (Board of Directors) to take
effective and appropriate disciplinary steps against any employae of the public entity who makes or permits
an imegular expenditure or a fruitless and wasteful expenditure.

Itis in the abovementioned legislative framework that monthly progress report is given on the irregular,
fruitless and wasteful expenditure incurred, including the remedial action taken.

IFWE JUNE 2019 Page 3 of 10 %
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2.1. Disclosure note

Opening balance §,179,495 4977,300
Less: Expenditure previously incorrectly disclosed as iregular (107,534)
Add: kregular expenditure - identified in the current year relating fo the prior years 4,028
Restated Opening Balance 5,179,495 4,873,794
Add: Irregular Expenditure - current year 34 587 306,722
Less:

Irreguiar Expenditure awaiting condonation subject to further investigation 5,214.082 5,179,495
Details of irregufar expenditure

Payments without contracts 9,112 88,743
Deviations 3,291 13,801
Procurement policy/process not followed 14,243 168,318
Minimum number of quotations not ohtained 23,933
Incorrect evaluation criteria applied to bids 14,039 52629
Bids advertised for less than minimum number days 85,573 |
Irregular awards due to fack of pianning 117 6,183
Procurement through quotation process versus compefitive 4,037
Scheduie Al 6,962 28,215
Variation order in excess of 15% 523 720
DAF contravened 0
Awards to suppliers without Valid Tax Clearance 458 2,810
Unfair Procurement Process 6t
Non-compliance to CIDB -
Procurement through operational advance 17
Total 34,587 306,722

+ Payments without contracts

It occurs where the goods and services have been acquired without a substitutive written legal
confract. This could be mainly as result of the procurement process still under way or not

completed and/or fack of planning.

» Deviations

Deviation is a processes allowed in the Supply Chain Management for the acquisition of goods
and services. It occurs in instances where a normal procurement process {through competitive
bidding) is not followed. The process must be in line with the Corporation's Supply Chain
Management Policy and Delegation of Authority Framework and the National Treasury SCM
Instruction Note 3 of 2016/17. The transactions disclosed above do not meet the criteria of

Emergency, Sole Source and were not approved by National Treasury.

IFWE May 2019 Page 5 of 10
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o Procurement process not followed

it occurs when the SCM or procurement process was not adhered to in the acquisition of goods
and services i.e. SABC SCM Policy, PPPFA, the SABC SCM Procedures Manual and any other

relevantfapplicable legislation governing the procurement process..

RFQ instead of competitive bidding process

In occurs in instances where competitive tendering process was necessary but the request for
quotation process was rather followed. This is as result of non-adherence to the applicable
thresholds as fully described in the SABC SCM Policy and Procedures Manual.

Schedule All

This system is mainly used by the Outside Broadcast division to procure (book) goods/ services
needed for the broadcast. The common goods/ services procured relate to catering, security,
scaffolding, etc. This system was adopted by the Corporation a while back to allow the division
to have preferred suppliers which can respond to the pressures and urgency of broadcasting
requirements. In the past the Supply Chain Management division could not respond to the
turnaround timelines which were necessary to get the goods/ services.

2.2. Remedial action

» Payments with contracts

SCM has since requested necessary information from respective business units. Business Units
have been advised to plan properly in the future to avoid Payments without contracts. Previous
payments without confract issues are now in the process of being condoned as per new
Framework on [rregular Expenditure. Socialization of the SABC SCM Procedures Manual is
currently underway within the SABC, having already started with the SCM Officials.

Deviations

The application and implementation of National Treasury Instruction Note 3 of 2016/17 is being
implemented effectively and efficiently for compliance with the deviation processes. Socialization
of the SABC SCM Procedures Manual is currently underway within the SABC, having already
started with the SCM Officials.

Procurement process not followed

Socialization of the SABC SCM Procedures Manual is currently underway within the SABC,
having already started with the SCM Officials.

RFQ instead of competitive bidding process

having already started with the SCM Officials.

]
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SCM has since proposed that panel of services providers will be created to avoid further
Imegular Expenditure. There is progress made and procurement under this theme would closely
monitor as we currently looking at further strategies in using the panel of service provider while
in compliance with the proper procurement process.

2.3. Condonation

Total amount to be condoned by National Treasury: R2 743 264 779.62

Expected daie of submission to the National Treasury: 31 July 2019

3. FRUITLESS & WASTEFUL EXPENDITURE

Division Ag}g;g! Responsible person Summary of actions taken
Television 1,664 Craig Van Rooyen Reguest condanation of the amount
Corporate Affairs 2506 Philty Moilwa No action taken due to liquidity chaflenges.
Airwave 11 Various divisions Amounts to be recovered from concemed individuals
Total 4,281
1
IFWE JUNE 2019 Page 7 of 10 %
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3.1 Disclosure note

' -
RS

Opening balance 402,465 230,015
Add.  Fruitless and wasteful expenditure ~ current year 4,281 80,783
Add:  Fruitless and wasteful expenditure - Relaling to prior years identifiedin the current

yoar 91,667
Fruitless and wasteful expenditure awaiting condonation subject to further

investigation 406,746 402,465
Details of fruitless and wasteful expenditure - Current Year

Interest on repeat fees 1,664 2,587
Interest, penalties and fines on late payments 2,606 76,560
Impairment of Programmes 91,837
SARS Penailies - -
Travel canceltation fees and penalties f1 43
Unauthorized payments on overtime - -
Legal fees - -
PAYE for empioyees fringe benefit not withheld - .
Other 1423
Total 4,281 172,450

 Interest on repeat fees

This refates to interest on royaities, repeat fees and exploitation fees for prior years.

+ Impairment of programmes

This relates to an incident where a Title was taken off broadcast schedule before all episodes
were broadcasted. The reason for this was that the episodes were not appropriate for public

broadcasting at the scheduled time of the programme.

Sports related impairment includes instances where, contractually, the SABC is supposed {o
broadcast certain sporting codes but due operational reasons, they were not broadcasted. The
impairment disclosed above can be considered a once-off due to protracted nature of the

negotiations then and the urgency of finalizing the agreement.

IFWE JUNE 2019 Page 8 of 10
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Highlights

Travel related fruitless expenditure
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| Travel Cancellation fees ' '
[ including Traffic fines 201819 201718 | 2016/17 2015/16 Balance
|
incummed 70,733.70 | 110,210.20 | 47243427 | 26967217 J 923,049.44

* An amount of R10k has been recovered from the fotal balance of R923K. Divisions with
material balances are News and Sports given the nature of their business.

*  Allresponsible Group Executives have been made aware of moneys that need te be recovered
from the concemed employees. On a monthly basis, Divisions will provide update on the
recoverable amount versus what has been recovered, which will be included as part of this

report.
* Standard operating procedures on FWE will be updated to consider flagging process, before it
is included as fruitless expenditure, and timeliness relating to recovery of moneys.

3.2 Remedial action

o interest on repeat fees

a) The SOP for the payment of repeat fees has been revised with input from intemal
stakeholders, and has been included in the business's revised SOP.

b) Repeat fee sfrategy has been approved by Board and to be implemented through Industry
Development.

e |mpairment of programmes

No remedial action yet - person responsible has afready left the organization

3.3 Condonation

Not yet available

IFWE JUNE 2019 Page 9of 10
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4. ACCURACY AND COMPLETENESS DECLARATION

I hereby certify that the information submitted is accurate and complete, as provided by the divisions,

r2fy/ 25

Signature (Preparer) Date
Mr S Miotshwa
Financial Reporting Specialist
i 2./ o7 I 2019
Signature (Endorser) Date

Mr Rubendra Naidoo

%WN 1 (.

Slﬁagﬁﬁ%n orser) Date

Ms Y vanBilign
Chief Financial Officer
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SOUTH AFRICAN BROADCASTING CORPORATION LIMITED SOC
REGISTRATION NUMBER 2003/023915/30L

DEPARTMENT REQUESTING SUBMISSION

Chief Financial Officer

TITLE OF SUBMISS!ON

Irregular Expenditure Project

PURPOSE OF SUBMISSION

Provide a status update of the Irregular Expenditure Project

BACKGROUND

The SABC is required in terms of paragraph 72 of the Framework to submit irregular
Expenditure to National Treasury. A subsequent National Treasury Instruction no 2 of
2019/2020 was issued with effect from 17 May 2019 wherein the SABC is required to report
on Irregular Expenditure after each quarter.

The SABC has being receiving Audit Qualifications in Supply Chain Management for the pasth
fiscals due to the completeness of the irregular Expenditure register. The Auditor General has
again raised a concern for the 2018/19 Audit due to weaknesses in the internal controls.

The method for verifying irregular expenditure is still a tedious and a manual process. The
detailed May Report outlined the activities identified to address the challenges.

The 4 main workflows identified are:
e Testing of the Payment file to construct the IE Register
¢ The Reporting of IE to the relevant authorities

¢ The condonation of the identified Irregular Expenditure.



T

¢+ Removal of the Irregular Expenditure from the Register

There has been numerous efforts and work performed in the 1 Quarter but not at the pace
and impact that was anticipated. This is due to operational challenges of staff capacity as the
focus was to complete the Irregular Expenditure Register and Note in the Annual Financial
Statements for the year end and audit. During this period work streams and processes have
been designed to help the team to work more effectively and produce the required level of
productivity. The payments without template have been revised to align to the Instruction
Note 2 Of 2019/2020. A team activity log has been introduced to track the work performed.
This weeklu tracking would assist in improving the productivity of the team. There needs to a
permanent team appointed and trained to perform this critical function.

The SCM project team has also been assisting the broader SCM Team with providing the
documentation for the RFI's that are been issued by the Auditor General. This due to the
significant capacity issues in the SCM Department in general.

The SAP CCC Team have developed a system based solution to identify the irregular
expenditure from the entire population of transactions. The SAP CCC team is busy testing the
system and we hope to implement in August. This process will strengthen the internal control
of verifying and testing for irregular expenditure on the entire population.

The SAP system enhancements has been ongoing and required reconfiguration due to the
National Treasury Instruction Note 2 which came into effect on 17 May 2019. The challenge in
the desgining the system was the roles and responsibilities. The cricitical role of compieting
Condonation Reports was assigned to Financial Managers/Heads of Finance.

Group Internal Audit is working on establishing a a Loss Control Committee which will be
entrusted to implement a recoveries system so that losses are mimimized.

The National Treasury Team presented guidelines and interpretations of the Supply Chain
Prescripts in a 2 day workshop at the SABC Auckland Park Offices. These presentations
provided useful information and insights for the SCM team. The interactions with the
Treasury Officials also provided a platform for the SABC team to discuss and clarify
interpretations of the May Instruction Note,

MM-82
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The note for the 2018/19 fiscal that was submitted to the AG for audit. The AG has raised

MM-83

findings which after extensive discussions Mangement has agreed to and therafter updated

the year end note for the AFS which is reflected below:

Opening balance
Lass Imegular Expenditure not Validsted

Add: Imegular expenditure - identified in Lhe cument year relaling to the prior years

Expenditure prevously incomectly disclosed as imegular
Balance as restated

Add: Iregular Expenditure - current year

Less: kreguiar Expenditure condenad in the current year but relating to prior years.

Irggutar Expenditure awaiting condonation subject to further investigalion

Analysis of expenditure awaiting condenation per age classification
Current year
Priot yaars

Details of irregular expenditure
Incident™

Payments without contracts
Deniations

Procurernent policy/process not followed (As a result of prior disclosure)
KMinimum number of quotations not cbtained

Blds advertised for less than minimum number of days

Incarrect evaluation criteria applied Lo bids

Ivegular awards due to lack of planning

Prox t through q iON PrOCEsE VErsus competitive

Variation ordar In excess of 16%

Iregular Expenditure Under Invesligation

Delagation of Authority Framework contravened

Procurement through operational advance

Awards made to suppliers without obtaining valid Tax Clearance Certificates
Unfair Procurement Process

ScheduleAdl

Insuffient Documentation

Mon Compliance Lo CIDB

GROUP AND COMPANY

31 March 2019 2018
R000 R000
4 977 300 4 405 804
14 675 -
{107 534)
4 884 441 4 405 804
336 285 571 496
5 220 726 4 977 300
336 285 571 496
4 854 441 4 405 804
5220 726 4 977 300
88743 121 504
19 31 34 789
176 548 145 135
26 147 27 355
85318 8 649
53 %67 B 759
11 756 101 372
© 087 7 405
14 493 1526
25 364
135 545
17
2810 5531
61
28215 35 968
55 898
1 831
336 285 571 496

The team has amended the Condonation Reports to comply with the Instruction Note 2 which
came into effect in May 2019. They have been completing many of these reports which has
been submitted to the Directors for approval and thereafter submitted to National treasury.

The team has met with Internal Audit to provide guidance on the compliance of the
Condonation reports to the Irregular Expenditure Framework. The Condonation reports for

il
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irregular expenditure relating to The Media Shop, Bokwa Attorneys and Gekkonomix T/A
Infonomix have been amended accordingly.

The National Treasury Instruction note 2 which came into effect on 17 May 2019 clearly states
the process of condonation in the updated Irregular Expenditure Framework. The below
clauses from the National Instruction Note 2 of 2019/2020 outlines:

¢ “Ali requests for condonation for irregular expenditure from national departments,
trading entities, constitutional entities and public entities Schedule 2, 3A, 3B to the
PFMA must be submitted to the National Treasury”

Due to the above instruction the SABC is now required to submit the condonation reports via
the office of the GCEO directly to National Treasury. This therefore implies that the same
process for deviation will have to be adopted.

The team is following the strategy of preparing condonation reports of Irregular Expenditure
that has been investigated by the SIU. Thereafter to address irregular expenditure incurred in
the 2019 fiscal and then attend to the historical expenditure to clear the balances of irregular
expenditure carried forward from prior fiscals. Condonations reports for irregular
expenditure of the following Suppliers was approved by the GCEO and thereaafter sent to
National Treasury on 19 July 2019 for consideration:

e Audio Auditing (R10596 711.34)
e Sidas (R24 991 002.73)
s lLornavision (Pty) Ltd {R71 985 975.47)

e Gekkonomix {Pty) Ltd {trading as Infonamix}, (RS 187 000.00)
& Umbhlanga Resources (R33 639 102.93)

# Tax Clearance Certificates {R2 543,536,683.22

Once the replies from National Treasury are received, the relevant committees will be notified
and further submissions will be made,

i



In an effort to clear the opening balances, a consolidated condonation report has been drafted
for irregular expenditure incurred due to not obtaining Tax Clearance certificates.

The analysis below reflects this impact on the prior fiscals.

FISCAL Naturu of Transg | € nis
201213
oo 948 297 120,08 Condenation Report Completed
Totol uler diturg for the 848297129,08
01314 <o TEE 63207045 Condonation Report Completed
Gvendors - Umhlanga condonation Report has besn
completed - DDB South Africa identified for
Ineovrect Evaiualon Crieria 3093962215 condonation RE 557 449,30
Total Irrequiar expenditure for the year 789 577 692,61
2014-15
0o 472 768292,60 Condonation Repart Completed
DOB South Africa - R30 246 604.45 { identified for
Incorred Evaluation Crieria 40965 391,46 condonation)
Total Imegular expenditure for the year 513 733 584,06
201516
oG 263425 826,92 Condonation Report Complatad
Incorad Evaluation Crleria 49546041 77
&zante lorna lcas,ocsa,sekela, sidas, the media
Section 9of NT Instr. 3 0f 2016717 (Expanzion}  Lack ofFfarning 281147 736,48 shop,venus security- cond iON reports {ated
Total ftregutar expendituse for the year 594119 604,67
[2016-17
ToC S2008 774,33 Condonation Report Completad
Inctriect Ev etusion Crieria 3378282720 DDB 5A ident!fled for condonation R16 731 425 40
Asante sana,audic audl'tlng.icas,ocsa,sidas.vlslon vigw
Sectlon 2of NTInstr, 3 0f 2006/17 {Fxpansion)  Lackof Planning 356818 115,70 -condonatlon reports complated
Totol § 482 606 817,23
21718
T 5531 351,00 Condonation Report Completad
ScheduALL 35968 349,22
Sectlon Sof NT Instr 3of 2016/17 (Deviations}  Devidions 34 789 214,00
Incorrect Evalusbon Grieria 87592378
Saction 9 of NT Instr. 30f 2006/17 {Expansion)  Lack of Planning 1M 3§72 179,00
.iTmI trregular expenditure for the yeor 186 420 531,08

The detail of the balances are listed below:

+ Total lrregular Expenditure amounts to R 3, 515 billion
¢ Condonation reports hased on Tax Clearance Certificated are R 2,541 billion
¢ The remaining balance of R 974 million will be removed once replies from National Treasury

are receved for the Condonation Submissions.
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The below Note was prepared for the 1 Quarter.

Opening balance

5,210,079

MM-86

4,977,300

| Less: Expenditure previously incorrectly disclosed as irregular 0| (107.534)
Add: Irregular expenditure - identified in the current year relating to the prior years 0 4,028
Restated Opening Balance 5,179,495 4,873,794
Add: Irreguiar Expenditure - current year B 34,587 336,285
Less:

| Irregular Expenditure awaiting condonation subject to further investigation 5,244,666 5,210,079
Details of irregular expenditure a

i Payments without contracts N 9,112 88,743
Deviations 3,201 19,311
Procurement policy/process not followed 14,243 176,548
Minimum number of quotations not obtained 0 26,147
Incorrect evaluation criteria applied io bids 14,039 85,378 |
Bids advertised for less than minimum number days B 0| 5327
Iregular awards due to lack of planning _ 7 11.756
Procurement through quotation process versus competitive 0 6,087
Schedule All 6,962 28,215
Variation order in excess of 15% 523 14,493
DAF contravened 0 0
Awards to suppliers without Valid Tax Clearance o 458 2,310 |
Unfair Procurement Process 0 61
Non-compliance to CIDB - 0 0|
Procurement through operational advance 0 17
Total 34,587 336,285

The total irregular expenditure identified for the 1% quarter amounts to R 34,587m.
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OPENING ADDRESS BY THE GCEO
SABC PRESENTATION ON THE ICASA DRAFT SPORTS REGULATIONS
FRIDAY 31 MAY 2019

Thank you Chair, councilors, consultants and the various individuals from
ICASA for the opportunity to present the SABC’s submission on the Draft
Sports Regulations. My name is Madoda Mxakwe, Group CEO of the
SABC. Joining me is the Acting COO, Dr. Craig Van Rooyen, and SABC

team members.

From the outset the SABC would like to state that it appreciates and
values the ICASA process of reviewing the Sports Regulations. The
Regulations were last reviewed and published in 2010 and owing to the
rapidly evolving market and broadcasting environment the Regulations

have lost their relevance. The process is therefore welcomed.

The SABC has over the years carried the burden of broadcasting national
sporting events under very difficult financial circumstances and
regulatory requirements. This is notwithstanding the fact the regulations
have been applicable to all free-to-air broadcasters and not just the
SABC. While the focus on the public broadcaster is understandable, it
factually incorrect to state that the SABC should carry this burden when

the public broadcaster is not directly mentioned in the regulations.
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The following difficulties should be considered by the Authority in the
review, so as to have outcomes that will best suit the current
broadcasting environment and the governing of Sports Rights going

forward.

The SABC’s public mandate as contained in the Broadcasting Act requires
us to broadcast a range of diverse programming that includes Sports,
both national sporting events as well as developmental sports. From a
financial sustainability and cost implication perspective the acquiring of
Sports Rights and subsequent broadcasts of these events places a huge
burden on the public broadcaster. However, the existing and the
proposed regulations do not deal with the commercial, pricing and
market-related conditions with regard to the acquisition and sub-

licensing of sports rights for national sporting events.

The SABC is currently not receiving any public or government funding for
Sports and this situation has led to the SABC having to utilise cash from

its current operations to fund Sports and the public service mandate in
general.

It is regrettable that to date, no consideration has been given by the
Authority, the Rights Holders and other relevant stakeholders regarding
the fairness and transparency in the process of acquisition and sub-

licensing of Sports Rights.
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As aresult, the SABC is continuously faced with exorbitant price offerings
on all sporting events which compromises its financial sustainability, its
credibility and image as the public broadcaster as well as its delivery on

the public service mandate.

During the past few years the Sports Rights costs have been escalating
by exorbitant amounts far beyond inflation which have become
unsustainable for the SABC. The Sports Rights are set by Rights Holders
and owing to the growing demand of new entrants in this landscape it
seems that this escalating trajectory of costs will continue. However the
valuation of the rights by the Rights Holders bear no relation to their
commercial value for free-to-air broadcasters. This imbalance and
misalignment continues to undermine the primary goal of the

regulations, which is free-to-air access by all South Africans to national

sporting events.

For the past fiscal (1 April 2018 to 31 March 2019} the SABC spent R550
million on Sports Rights and the broadcasting of sporting events and
revenue generated from these events for the same period was R143

million. This represents a negative Return on Investment of 74%.

Over the last five years, a total of R3.7 billion was spent on Sports with
revenue and income from these events of R148 million with losses

amounting to R3.6 billion. The SABC cannot compete nor sustain the

WW
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status quo of incurring excessive expenditure for Sports Rights and

production with little or no return on investment.

All Sports related costs are funded by the SABC and the operating losses
incurred from broadcasting these events have to be absorbed by the

Corporation as part of the bigger budget.

It is the SABC’s view that the Regulations should provide intervening
mechanisms to ensure that Free-To-Air (FTA} broadcasters are able to
deliver, most importantly on national sporting events to the members of

the public.

It is disappointing that after 25 years of democracy, we still have not
transformed the broadcasting sector to ensure that the poorest of South
Africans can freely access prime sports that are meant to contribute to

social cohesion and nation building.

In addition, the acquisition and the sub-licensing of Sports Rights require
proper and all inclusive review by the Authority, in order to ensure that
there is transparency, and that the SABC, as the public broadcaster, is
not exploited in the process. The SABC believes that the unbundling of
Sports Rights may be one mechanism whereby anti-competitive pricing
measures may be dealt with. It is unfair for dominant broadcasters to
acquire the rights for all platforms and then sub-licence them to other

players without any regulated criteria

4
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The SABC calls upon ICASA and the policy maker to develop a framework
that makes public funding of national sporting events to be mandatory
by government. The SABC has all intentions and plans to invest and
broadcast sports of national importance in a digital multiplatform
environment, however, these plans cannot come to fruition under the

current market conditions and regulatory regime.

It should be noted that the current regulations do not require the SABC
to broadcast all national sporting events at all costs. The SABC has
therefore at all times been compliant with the regulations, despite its

inability to broadcast all national sporting events.

The Authority is charged with protecting the integrity and viability of the
public broadcaster and this important statutory objective should be

taken into account in the desigh and substance of any new regulations.

I would like to conclude by stating that we believe this enquiry should go
a long way in bringing significant change to the industry, with the aim of
ensuring that all South Africans have access to national sporting events.
In order to achieve this goal, we respectfully request the Authority to

take into account the SABC's pressing issues as set out in our submission

| will now hand over to Mr Philly Moilwa, who is our Acting Group
Executive: Corporate Affairs and Marketing to take you through the

presentation.
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Tel: +27 21 469 5223, Fax: +27 21 462 1646
URL: i !

Enquiries : Ms N Batyi / Mr D Mogajane
Telephone : 012473 02237012 315 5804

Mr. B.E. Makhathini

Chairperson of the Board

South African Broadcasting Corporation
Private Bag X1

AUCKLAND PARK

2006

Email: Bayil@sabc.co.za

Dear Chairperson

SUBJECT: RESPONSES OF THE SABC TO THE PRE-CONDITIONS FOR FUNDING OF THE
NATIONAL TREASURY

Your |etters dated 18 July, 31 July and 14 August 2019 as well as the notice issued to hokd the 82
Annual General Mesting on 30 August 2019 are hereby acknowledged.

The two Departments [(Department of Communications “DoC”) together with the National Treasury
(NT)], undertook a thorough analysis of the responses of the SABC to the preconditions for funding.
The two Departments considered information contained in the draft Status Quo Report by GTAC and

the actual responses of the SABC together with all annexures.

it is brought to the attention of the SABC that the NT will not release any part of the R3.2 billion
earmarked funding allocation for the SABC until the two Departments are satisfied that the public
broadcaster has fully complied or demonstrated a commitment to comply with ali preconditions to
funding. The R3.2 billion funding will be released in tranches as and when the SABC produces

satisfactory evidence in response to the preconditions.

Subsequent to the analysis of the GTAC report together with the SABC'’s responses fo the
Pprecondiitions, the Departments (NT and DoC) have drawn the following conclusions in relation to
the responses to each precondition:
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Procondition 1. The SABC must determine their immediate cash requirements (next 12 to 18
months). This is to be supported by detailed cash flow projections for the next 12 to 18 months, set
out in a financial model for the income statement and balance sheet. The cash requirements must

adequately ensure it remains a qoing concem.

In terms of the response to this precondition, the SABC indicates that it requires R6.8 billion, however
the figures contained in the financial statements indicate that the public broadcaster requires R2.5
billion and R1.8 billion over a period of 24 months.

The Departments have also observed that the R6.8 billion includes an amount of R1 billion and R2.5
billion that will be utilised for long term capital expenditure and digital migration, respectively.
However, the GTAC Status Quo Report indicates that the SABC only requires R393.7 miilion and
R896.2 million for capital expenditure and digital migration in the 2019/20 and 2020/21 financial

years, respectively.

As it can be noted from above the responses provided by the SABC to the precondition and the
GTAC Status Quo Report reflect varlous amounts which go beyond the immediate cash
requirements. The SABC Is therefore requested to revise its response to the precondition in order to
reflect only its immediate cash requirement for the next 12 to 18 months. The funding requirement
should be confirmed by the Auditor General as being sufficient to allow for the sianing off of the
annual financial statements of the SABC as a qoing concem.

Precondition 2: The SABC must submit a list of identified initiatives for revenue enhancement and
cost-cutling initiatives that the entity has been implementing in the interim. The value of the savings
/enhancements. timelines and risks to achieving savings / revenue enhancements must be included

for moniforing pumoses.

It is noted from the responses that the SABC has identified revenue enhancement and cost-
containment initiatives highlighting values, timelines and risks associated with each initiative as
required by this precondition.

The Departments are of the view that the SABC did implement revenue enhancement initiatives,
however the cost containment initiatives were not sufficient based on the observation emanating
from the GTAC draft report. This report indicates that the SABC did not initiate strategic cost
containment measures linked to significant cost drivers of the business, e.g. the need to review
transmission and distribution costs have not been identified as a cost containment initiative.

The Departments are of the view that the SABC has complied with this precondition to some extent.
The public broadcaster is therefore urged to continue identifying cost containment initiatives related
to major expenditure items of the SABC and revenue enhancement initiatives with the assistance of
the GTAC. it is expected that these initiatives wiil form part of the Board approved turnaround plan
that is expected from the SABC. Moreover, the SABC must provide confirmation that these initiative
form part of the entity’s financial projections going forward.

Precondition 3: A thorough investigation must be conducted into what caused the finanicial colfapse
of the SABC (both internal and external factors) and why previous tumaround plans have failed to

be successfully implemented. These experiences and lessons must form the basis of the new
tumaround plan incormorating measures to prevent the reoccurrence of the identified factors. This

must afso take into account various reports including those of the Special Investiqation Unit. the
Public Protector. the Auditor Generai and Parliament

D
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Although the GTAC draft report clearly captures the root causes that led to the financial collapse of
the SABC, the report does not indicate why the previous Turnaround Plans have not been

successfully implemented.

The SABC is required to provide detailed reasons for the non-implementation of previous
Turnaround Strategies. The Departments advises that the SABC with the assistance of the GTAC
should takes into account lessons learnt from various available reports including the Special
Investigative Unit, the Public Protector, Auditor General and ad-hoc Committee findings and include
measures/policies that would address the wrong doeing identified in the various reports,

Precondition 4. An update on how the entity is dealing with the people implicated in the reports (if
any) fisted above

The Departments have noted actions that have been taken by the SABC against former employees
that are implicated by the various investigation reports undertaken by the SIU, Public Protector,
Auditor General and Parliament. The Departments are satisfied with the SABC’s response to this

precondition.

Precondition 5: The SABC muist produce separate financial reporting for their public and commercial
broadeasting services

The SABC has indicated that it is not possible to produce separate financial reports in respect of the
Public Broadcasting Service (PBS) and Public Commercial Service {PCS) due to fact that stations
have evolved over time. This is despite the fact that the SABC did produce separate financial reports

as per statutory requirements.

The GTAC report also confirms that historically the SABC did have a cost allocation policy and was
accounting as per statutory requirements and at some point a decision was taken to cease this
practice. The immediate effect of this decision was that it made platform reporting difficult and as
such the overhead costs were not aliocated on a platform basis or not allocated at all. GTAC is also
of the view that reporting by platform is normal commercial broadeasting practice.

The two Departments are therefore of the view that the SABC has failed to comply with precondition
5 above. The SABC is required to take active steps and / or develop a plan that will demonstrate its
commitment to start complying with the requirement to reporting PBS and PCS separately as it was
done previously. It has also been noted from the SABC's input into the Broadcasting Amendment
Bill that that the SABC suggests that this requirement must be discontinued.

Itis therefore reiterated that the SABC is required to comply with this legislative requirement until the
decision on the input is reached thraugh the finalisation of the Broadcasting Amendment Bill,

This condition is especially important in determining the allocation of public resources to entities
within the budgeting process, so that government is able to determine the actual cost of public
service mandates. This will also allow the shareholder to determine the optimal mandate of the SABC
considering the need for the entity to remain financially sustainable. It should be noted that this is a
legislative requirement emanating from the Broadcasting Act.

Precondition 6: SABC must identify _non-core assets for sale to assist with _reducing the
recapitalisation required by Govermnmernt. The SABC must submit a comprehensive property strateqy

and a list of non-core assets identifled for disposal_including timelines for disposal and the estimated

values. This should be contained in an Assels Disposal Plan

D
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The Departments have noted the Strategic Direction on the SABC’s Properties document that has
been submitted as an annexure to the response to this precondition. This report contains a list of
residential properties, commercial properties and leasehold properties owned / occupied by the
SABC. The report provides particulars of each property, physical location, estimated value, as well
as the recommended disposal methedology for each property.

The submitted required information related to residential, commercial and leasehold properties is
welcomed. The Departments are however concerned that similar information was not provided in the
case of radio stations and TV channels. The Departments are of the view that even though the SABC
has not yet conducted the valuations of these properties the SABC should at least be able to identify
radio stations and TV channels that are not contributing positively towards the mandate and core

business objectives of the corporation.

Therefore, the response provided to the precondition 6 is not satisfactory because the SABC has not
demonstrated adequate commitment to comply with this precondition, the Asset Disposal Plan
should be approved by the Board of directors (BoD). I should be noted that such a disposal plan
should be aligned to the overall optimai corporate structure of the entity as would be required to

implement and support a revised BoD approved Turnaround Strategy.

Procondition 8: The SABC must develop a comprehensive Private Sector Participation (PSP)
strateqy. clearly highlighting initiatives to be implemented and the net value to be derived from these

partnerships

The Government notes that the SABC is currently negotiating to enter into long-term partnerships
and collaborations with potential partners such as Telkom, Cell C, MTN etc in order to enhance its

sustainability, both financially and operationaly.

In this regard, the SABC is expected to indicate all the private partnerships it is currently negotiating
! pursuing, projected returns of such partnerships, expected impact on the future sustainability of the
public broadcaster and the timeframes indicating when respective partnerships are anticipated to be
conciuded in line with the approved PSP framework. The two Depariments are further cognisant of
the fact that these deals may be confidential in nature and also note the SABC’s reservations to

divulge the information.

The SABC is cautioned that in terms of section 54(2) of the PFMA before a public entity conclude
acquisition or disposal of a significant shareholding in a company, the accounting authority for the
public entity must promptly and in writing inform the relevant Treasury of the transaction and submit
relevant particulars to its executive autherity for approval of the fransaction, subsequent to approval
by the Board. It is therefore in the best interest of the SABC to pro-actively share the information
with the executive authority so that by the time the potential partnerships are concluded there are
some alignment. If needs be, to accommodate the SABC's reservations, initial engagements on the
prospective partnerships can be facilitated through the Minister of Communications through bilateral

in-camera presentations.

Considering the above concems, the Departments are of the view that the SABC has not yet
demonstrated commitment to comply with the above precondition.

Precondition 9. SABC fo develop a comprehensive capital and conlent investment plan which

includes the forecast return on investment of all Capex and content spend sofit between commercial

and developmental activities.

v M
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While the SABC has submitted Annexure D1 in compliance with the precondition, the Departments
are not satisfied that the SABC has fully complied with the requirements. The content spend is not
split between public and commercial activities and there is no forecasted Return on Invested Capital
(ROIC) on ail capex and content spend. The SABC needs to ensure that this is included in the revised
plan to be submitted and this plan should be approved by the BoD and aligned to the SABC's revised

turnaround plan.

Conclusion

As indicated above, the Departments have mainly relied on the GTAC's Status Quo Repont in the
assessment of the SABC's compliance with the pre-conditions to funding. A summary of the
conclusions reached by GTAC indicates largely that the SABC has either not adequately addressed
or not addressed the pre-conditions at all. The Status Quo Report, goes further to make suggestions
on how to improve the SABC's submissions.

Funding will be released to the SABC in line with its progress in meeting the preconditions. The
DoC, will as part of the submission to the National Treasury, provide progress on the pre-conditions

refated to the policy requirements.

Moreover, the SABC is required to urgently provide feedback on how it is addressing the
shortcomings identified by GTAC in relation to each of its turnaround pillars. The SABC is also
requested to provide timelines indicating by when the revised documentation will be made available,

With regards to SABC's request for an extension to submit the Annua! Report, the BoD is advised
that, should the SABC fail to finalize and submit the report so that the Minister of Communications
is unable to table it in Parfiament on 30 September 2019 as prescribed in section 65(1)(a) of the
PFMA, the Executive Authority will be required to table a written explanation in the Naticnal
Assembly, setting out reasons for not tabiing the repott as prescribed in terms of section 65(2)(a). In
light of this requirement, the SABC is advised to continue with the finalisation of the 2018/ 19 Annual
Report and Annual Financial Statements with the Auditor General as soon as possible.

in view of the delays regarding the finalisation of the 2018/19 Annual Financial Statements, the SABC
is advised to postpone the 82nd Annual General Meeting and reschedule to & date not later than 20

September 2019,

Furthermore, the SABC is advised not to write any further letters regarding funding earmarked
through the Contingency Reserves until such time that the public broadcaster has complied with the
preconditions for funding and has fully addressed concerns of the two Departments as articulated

above.

Yours sincerely,

1y
o T b e e
MS STELLA NDABENI-ABRAHAMS, MP TT MBOWENI, MP
MINISTER MINISTER OF FINANCE
DATE: 277/ g/mcf DATE: 27 /g/&ﬁf?
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AP Office of the Chalrperson: SABC Board
. \ 28" Floor, Radio Park, Henley Road
- Auckland Park, 2094
Private Bag X1, Auckland Park, 2006
’ Johannesburg, Gauteng, South Africa
Tel 427 11 714-3786/ 2400,
Fax +27 11 744-2404
www.sabe.co.za

30 August 2019
ELECTRONICALLY

EMAIL: Dondo.Moganjane@treasury.gov.z2a

The Honourable Minister TT Mboweni, MP
Ministry of Finance

Private Bag X115

PRETORIA

0001

EMAIL: zxabadiva@dtps.qov.za; nomvuyiso@doc.co.za

The Honourable Minister Ms S Ndabeni-Abrahams, MP
Ministry of Communications

Tshedomasetso House

1035 Francis Baard & Festival Streets

Hatfield

Pretoria

0001

Dear Honourable Ministers,

RE: FEEDBACK ON THE SABC PRE-CONDITIONS FOR FUNDING RESPONSE

Your letter dated 27 August 2019 was discussed at the Special Meeting of the Board held
on 30 August 2019.

The Board is concerned with the contents of the letter. We can only assume that the
Honourable Ministers have not been fully briefed on the information provided by the SABC
thus far.

It is our understanding that we have either complied or substantially compiied with each

precondition, which has been demonstrated by the substantive documentation supplied
over a period of eight (8) months. We have attached to this letter detail on the SARC’s

compliance with each condition.

We have noted that reliance has been placed on the Status Quo Report from GTAC. The
GTAC project is still ongoing and it is vital fo draw your attention to the fact that the Board
and Management commented on that document and that extensive engagements on its
content took place since its first iteration. GTAC is currently in the process of finalising an
updated report and is currently engaged with the SABC,

\ v in !



We also bring to your attention that we are engaging with the AG to finalise the Audit
Report and Management Letter. This will be done in the next few days. The approval
process will then follow and we will schedule the AGM as directed. The Audit Opinion is

likely to remain a Disclaimer.

As a result of the status of our funding request, the Board will be left with no option but to
implement the requirements of the Companies Act, taking info account the severe
implications on the Directors Liabilities. The AG has raised a finding that the Directors are
contravening the Companies Act and that we are exposed to potential damages and a
possible action to declare the Directors delinquent.

We assure you of our commitment to serving the Corporation in the public interest. To this
end we will continue to work with the DCDT and the National Treasury. The Board
therefore respectfully requests that an urgent meeting between the Honourable Ministers
and representatives of the Board be held at your earliest convenience to resolve the
current impasse, well in advance of the rescheduled AGM.

We request a favourable response to our request for an urgent meeting.

Yours sincerely,

Mr B E Makhathini
SABC CHAIRPERSON
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COMPLIANCE WITH THE PRE-CONDITIONS

Pre-Condition 1: The SABC must determine their immediate cash requirement (next 12 —
18 months). This should be supported by detailed cash flow projections for the next 12
fo 18 months, set out in a financial model for the income statement and balance sheet.
The cash requirement must adequately ensure it remains a going concern,

On the basis of the information supplied previously, the SABC believes that Pre-
Condition 1 has been met.

Please see the table below that was included in the original application submitted in February
2019:

Table 1: Cash flow cutlay of Government support and utilisation of funds

Budget Estimate | Estimate | Estimate Total

FY19/20 FY20/21 FY21/22 | FY22/23
Cash inflows {Funding) 3658140 1188341 1101407 857192 6805079
Government guarantee 1658 140 374 419 267 442 2 300 000
Bailout 2000000 2 000 000
MTEF Grant {digital migration) 0 813 923 833965 857192 | 2505079
Cash outflows {(Expenditure} 36471338 1205144 1101406 857192 6805079
Digital Migration CAPEX - 813923 833965 857192 | 2505079
‘Trade and other payables — Bailout funded 2 000 000 2000000
Loan — Content 1213 405 86 595 1 300 000
Loan — Capex {(Guarantee funded) 427 933 391 221 180 848 1 000 000

The Digital Migration CAPEX is R 2 505 079 000 as seen above.

A breakdown of the short-term funding required is included below. It should be noted that it
does not incorporate the Digital Migration Capex referred to above as firstly, at the time of
preparation the Government Guarantee Application it was indicated that it will be funded via the
MTEF process and, secondly, it was not deemed critical in the next 12 — 18 months.
' ' ITEM ' REQUIREMENTS
{R’000) _
2 000 000 |

; Trade and Other Payables

Television Content — broadcast material 840 000
Capital Expenditure — Digital Migration, Maintenance and Upgrade of 400 000
Broadcast Equipment

TOTAL 3 240 000

The above was further analysed in our response to the Pre-Conditions as follows:
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Forecasts Budget

Annexurs A FY 19/20 FY 23’21 JOTAL

Bail out summary 2520461 - 1813923 4334 384
Programme, film & sports rights 162 500 650 000 812500
Trade & oter payables 2124930 - 2124930
Capital expendiure 2330 350 000 583031
DTT implementation -
- Signat and distribution costs - 367 075 367075
- Marketing - 50 000 50 000
- Additional Capex . 396 848 396 548

The SABC’s request for the next 12 — 18 months remained R3.2 billion despite the first 3 line
items totalling R3.5 billion, and the amount of time that has lapse since the first application.

In the context of the above it must therefore be pointed out that the GTAC report referenced by
the Ministers refers to their Table 40: DTT Capital Needs 2019 on page 124 of the report as per
the below.

201520 202021 02122 | 202923 | Total

-
(R

77 PROJECTS STUA TG APFROVED FURCS REGUIRED FROTE 06

i
¥ -

TV BROADCAST RESOURCES - OUTSICE BROADCAST " oygess” 248600 voos” tsoo00 ] 695,360

W BROADCAST RESOURCES - HENLEY Toomse T ;__1535.3935_;_25- 590 qud56

RADIC ERCADCAST RESOURCES LTS M oeres T asn” 25007

e L BT MSErT 00007 eBM0T 12780

LOGISTICAL SERVICES Tousres T meess” mam T 670" 49263
1 :

TOTAL T 390,744 . B8B200 SA5TRT T 632704 2468454

The above should not be confused with the SABC’s short-term requirement of R400 million as it
is in fact not related at all.

The table that should have been referred to is Table 41 on page 125 — Approved projects in
progress.

To confirm — the immediate Cash requirement remains R 3.2 hillion.




Pre-Condition 2 - The SABC must_submit a list of identified initiatives for revenue
enhancement and cost-cutting initiatives that the entity has been implementing in the
interim. The value of the savings / enhancements, timelines and risks to achieving
savings / revenue enhancements must be included for monitoring purposes,

The SABC believas that it met Pre-Condition 2.

Cost containment measures are linked to significant cost drivers of the business such as signal
distribution and transmission costs.

The SABC has repeatedly identified Sentech’'s anti-competitive pricing as a problem and
identified DTH as a massive cost saving. It should also be noted that the Board was prevented
from reducing staff costs in 2018 and that it has been Government policy to require the SABC
to use Sentech as a platform provider, with a huge impact on the SABC’s cost base.

The table below was included in the original Government Guarantee application submitted to
Department in February 2019:

KEY
PERFORMANCE | FACTORS AFFECTING BUSINESS | STRATEGIES AND TURNAROUND
PLANS
AREA
DTT VS DTH DTH offers more channels than DTT, R2.5 billion capital expenditure is |

which will result in;
¢ less cost for Transmitters and
we will have;
o more channels on DTH.

As such there are 3 scenarios with
the following impacts:

1. Current Scenario: 86% via DTT
and 14% via DTH gives a full
year saving of R70 million p.a.

2. Proposed Optimized 2 Scenario:

Optimizing coverage areas by
increasing DTH to approximately

however don't believe it will be
accepted as it dilutes the
existence of Sentech will be
R580 million saving.

required for the digital migration to
prepare the SABC to accommodate
up to @ channels and to modernize
equipment related to production and
playout into linear DTH or DTT,

At the moment SABC only has
some equipment fo accommodate
current channels, however as they
increase channels, they also nead to
modernize equipment to accept
additional channels, like History
Channel, Health Channel, Sports
Channel, Parliamentary Channel.

Continue discussions with Sentech

40% gives full year saving and DoC to motivate migration to
of R120 million p.a. DTH.
3. Ideal Scenario: 100% DTH,

MM-114
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Also included in the SABC's response in July 2019 to the Pre-Conditions was the following:

|
COST DRIVERS FACTORS APFECTING | sTRATEGIES AND TURNAROUND PLANS
BUSINESS
SIGNAL Signal distribution costs | Scenario 1
DISTRIBUTION AND high relative to the +  Start working on migrating to 0% DTT and
LINKAGE COSTS benchmark; 40% DTH immediately;
Includes Sentech Expected DTT to reduce | . Savings of about R120m per annum in

costs, satellite and
linkage costs for
oufside broadcasts,
special evenis and
sporting events.

signal distribution cost
significantly, but
reduction was only 15%
{fand, power output,
antennae);

Broadcast Digital
Migration policy limits
expansion into high
definition (HD) and
beyond, which is the
breadcasting standard
worldwide;

Current DTT coverage
not properly aligned with
the population
distribution;

SABC spending 12% of
revenue on signal
distribution (international
average is 7%).

signal distribution costs will be realised —
closer to 8%;

*  Presentation to be made to the minister to
amend the policy directives, pointing out the
misalignment in the population distribution
as the policy stands;

*  Viewers also prefer DTH set-top boxes
(STBs) as there are more channels on DTH
STBs than on DTT STBs.

Scenario 2
*  100% migration to DTH;
*  To be implemented over 5 years;

»  Migrate all standard-definition (SD)
channels to fuli HD;

+  Relatively minimal cost will be incurred in
the satellite space segment;

»  Start promoting DTH to imit DTT STB
uptake.

Furthermore, in the absence of any reference to the initiatives related to the Restructuring of
the Corporation - the plans of which was included in Annexure A4 — the SABC assumes that

these are accepted.

MM-115



MM-116

Pre-Condition 3: A thorough investigation must be conducted into what caused the
financial collapse of the SABC (both internal and external factors) and why previous
turnaround plans have failed to be successfully implemented. These experiences and
lessons must form the basis of the new turnaround plan incorporating measures to
prevent the reoccurrence of the identified factors. This must also take into account
various reports including those of the Special investigation Unit (SIU). the Public
Protector (PP), the Auditor General (AG) and Parliament,

On the basis of information provided by the SABC and research done by GTAC, we
believe that Pre-Condition 3 has been met.

It should be noted the current Board and Management played no role in previous failures and
that GTAC was indeed contracted to perform this task. GTAC shared their observations having
researched and analysed the history of the Corporation with the Board and we strongly
recommend that GTAC share these observations to the respective Ministers.

However, from the perspective of the Board and as confirmed by GTAC, the past failures to
implement strong and relevant Turnaround Strategies are attributable to the frequency of
Shareholder, Board and management changes, which eft the Corporation in a perpetually
unstable environment and unable to plan properly.

The SABC further refers you to Section 4 of the response submitted in July 2019 as evidence
that the Corporation is not only addressing the findings raised in the various reports but that it
has on numerous occasions reported the initiatives and status of the various measures and
policies that, we believe, would address the wrongdoing identified in the various reports. Please
refer to 1.5 of said response as included below.

| KEY
PERFORMANCE FACTORS AFFECTING BUSINESS STRATEGIES AND TURNAROUND
PLANS
AREA
GOVERNANCE Previous AG outcomes and findings *  Detalled audit action plan in place to
AND INTERNAL (FY2017/18 was disclaimer opinion). resolve AG findings. Tracked on
CONTROLS Internal Audit findings take long to weekly and monthly basis on SAP

resolve.

Ongoaing forensic and S
investigations;

Palicy, legislative and regulatory
framework outdated and/or too
restrictive.

Lack of consequence management and
accountability.

Qutstanding declaration of business
interests from 10% of staff.

system,

+  Implementation of intemal audit
findings tracked on a quarterly
basis.

* Recommendations and corrective
action emanating from
investigations to be implemented as
and when issued.

+  Ongoing engagement with ICASA,
the National Treasury and the
Department of Communications toJ

PV
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Risk management not property
performed, and treatment plans not
implemented.

Intermnal control environment not
sufficient.

Policy reviews take long to conduct.

fast-track changes to legislation,
regulations and policies.

Cuiture of accountability to be
instilled in organisation.
Performance reviews to be
conducted on regular basis,

Action to be taken against
individuals who have not yet
declared business interests.

New approach on risk management
required. Ongoing training and
engagements with divisions on risk
management and implementation of
treatment plans.

Implementation of intemal controf
framework.

Compliance monitoring and
evaivation.

Business continuity management to
be implemented.

Improve turnaround times on policy
reviews,

A combined assurance framework
established to increase coverage of
all assurance providers,

Internal Audit monitors and evaluate
the implementation of external audit
recommendations,

Recoveries committee to be formed
to formalize the process of
recovering amounts lost due fo
irregular, fruitless and wasteful
expenditure, and

Annual evaluation of internal control
environment and reporting to the
Audit and Risk Commiittee,

Perform more “performance and
value for money audits™ as a tool to
measure value,

Regular governance stakeholder
engagements with the group
executives to focus on the internal
control environment.

il



Pre-Condition 5 - The SABC must produce separate financial reporting for their public
and commercial broadcasting services.

The SABC belleves that Pre-Condition 5 has been met.

Separate financial reporting per platform (PBS/PCS), except for the allocation of the Shared
Services, does now take place and there are active steps and a plan developed that will see to
the segmented reporting including the Shared Services allocation taking place up o a Net
Profit/Loss level.

Therefore any statements to the contrary are not correct.

We believe that Pre-Condition 5 has been met. Alternatively we look forward to understanding
how the reported response does not meet expectations.

For further information, please refer to the SABC's response in Section 5 (pg 43) of its July
2019 submission.
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Pre-Condition 6 - SABC must identify non-core assets for sale to assist with reducing
the recapitalisation required by Government. The SABC must submit a comprehensive
property strateqy and a list of non-core assets identified for disposal. including
timelines for disposal and the estimated values. This should be contained in an Assets

Disposal Plan.

The SABC has demonstrated a substantial commitment to comply with this Pre-
condition.

The SABC has been indicated from the start that the Corporation does not have the necessary
resources to fund the valuations. The DCDT had indicated that they wilt provide the funding
and possibly even the relevant service provider. As such the SABC formally submitted this
request to DCDT in early July — to date no feedback has been received on this matter.

More importantly, the Board does not believe that it is possible at this juncture to identify radio
stations and TV channels that are not contributing positively towards both the mandate and
core business objectives of the Corporation. An asset may be contributing positively to the
mandate but not to the core business objectives of the Corporation. It is our considered view
that an analysis of the profitability of the stations is not enough on its own as the Corporation
needs to be satisfied that it can still meet its mandate requirements without these stations.
Therefore, the Board requires both the valuation to be completed and a full discussion and
decision as to whether these stations can be disposed of without compromising the public
broadcaster’'s mandate.

In the absence of the valuations and the implications on the Corporation’s mandate being
identified it is not possible for the Board to approve an Asset Disposal Plan with respect to
stations and channels and particularly not without it having gone through the necessary
governance procedures which are required in terms of the PFMA.

10
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Pre-Condition 8 - The SABC must develop a comprehensive Private Sector Participation
(PSP) strateqy, clearly highlighting initiatives to be implemented and the net value to be
derived from these partnerships.

The SABC has demonstrated a commitment to comply with this Pre-Condition.

The view that the SABC is not being fransparent with these activities and may be holding back
sensitive information is denied.

The Corporation is well aware of the PFMA requirements and that it has to always act in terms
of these requirement.

The requirements above — where possible - have already been incorporated in the
Corporation’s Corporate Plan. However there are significant opportunities where is it not
currently possible to define the projected refurns, expected impact on financial sustainability or
the timeframes. These requirements are very closely linked to the Asset Disposal Pilan referred
to above in some instances.

Please see below the SABC's response in July - Section 8 page 47. It shouid also be noted
that many of the opportunities listed below are in the ordinary course of business and relate to
the SABC's core business. However, should any opportunities progress that require the
approval of the Executive Authority in terms of section 54(2) of the PFMA, the SABC commits
again to ensure that the Ministry and Department officials are kept apprised of these
opportunities once commercial information becomes available.

The SABC must deveiop a
comprehensive Private Sector | increase its sustainability — both financially and operational. These
Partl{lslpatl_on {PSP) strategy, partnerships would vary widely in terms of their scope, participants,
clear y highlighting initiatives governance models, purpose, and levels of activity. Potential SABC
to be implemented and the net . ) . .

partnerships are still at a nascent stage, especially given the long-term

value to be derived from these } o
partnerships. nature of partnership building and system change.

In investigating possible partnerships and coliaborations, the SABC will
take the following into consideration:

e Cooperation with business partners along value chains;
e Project-level, financing and implementation partnerships;
s Mulii-stakeholder institutions, platforms and networks;

o Industry-level, precompetitive business alliances:

¢ Coordination between different levels and types of partnership to

The SABC will enter into partnerships and collaborations in order to |

11
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drive systemic change.

It should be noted that any partnership that is anticipated will conform
to follow all relevant govemance and legislative prescripts and
requirements.

The SABC has already entered into partnerships with MultiChoice, VIU
and Cell C. Other initiatives include

+  Telkom deal to be pursued as a matter of urgency and is on-going
+  SABC to continue conversation with Media partners
* Engage Sentech about Satellite Capacity

+ Establish Commercial Partnerships to promote digital
migration boxes

*  elv - apotential partner for DTH

+ Multichoice is also a potential partner - provided the
partnership is beneficial to both parties

*  Channet carriage deals underway — explore more deals with Telcos

+  Partnerships require renewed focus and persuasion. These must
be linked to fimelines and deliverables predictabiiity - linked to
consequence management and sound scheduling. Revenue is
hampered if the market does not trust scheduling.

= Reuvisit the agenda to take SABC to the continent — re-instate new
bureaus through sponsorship and non-conflict funding.

s President to Chair African union — could monetise this.

+ Restructure of Channel Africa and conditions for SABC role to
partner with entities such as EU, UN, ECOWAS, SADC, AU and
other African regional parties

In addition to the above, the Corporation will explore opportunities for
Private Sector Participation and will develop a strategy in response.
The strategy, and net value anticipated to be derived, will be developed
with the support of the GTAC team.

Currently the SABC is in the process of evaluating its core and non-
core assets. Once this exercise is completed it would assist with the
partnerships the SABC can enter into and the retum of investment of
same.

D 1
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Pre-Condition 9 - SABC to develop a comprehensive capital and content investment plan
which includes the forecast return on investment of alf Capex and content spend, split
between commercial and developmental activities.

The SABC believes that it has fully complied with the above Pre-Condition.

Please refer to Annexure below for the full and detailed information as provided in Section 9.1,
page 50 of the SABC'’s response in July.

13
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