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Honourable Minister Cwele,

I hereby would like to present the Universal Service and Access Fund report for the Third Quarter of

the financial year 2016/2017.

It is with great concern that | present this report to your Honourable self as the projected performance
target for the quarter under review was not achieved. However, BrightWave Technologies was
appointed at the beginning of the third quarter which paved a way for the full network roliout of
electronic communications infra structure in two local municipalities, i.e. Mhlontlo and King Sabata
Dalindyebo in Eastern Cape. Despite the fact that the third quarter targets on electronic
communications network were not achieved, there is a vast improvement on the programme
implementation as equipment for 109 base stations has been procured and delivered in the Easter
Cape. Partly, this could be resulting to the unsmarts APP 2016/17, as such milestones were not

identified properly.

Integrated Rural Broadband

The appointed service provider is procuring its backhaul facilities from Broadband Infraco and there is
no need for the service provider to upgrade its backhaul facilities. USAASA has also a Memorandum
of Understanding in place with Broadband Infraco in order to synergies the efforts of the respective
entities for rapid rollout of broadband infrastructure and services with an intent to achieve universal
access to electronic communications network to all South Africans by 2020 as provided for in the
National Development Plan (NDP). Regular meetings between ourselves and the respective Executives
of Mhlontlo and King Sabata Dalindyebo took place, which is important for project support and

sustainability.
Rapid Deployment and Maintenance
The rapid deployment and maintenance programme is one of the strategic key priority projects of

USAASA that emanating from the NDP. The NDP requires all schools, health facilities and similar social

institutions to be connected and individual citizens should have affordable access to information



services and voice communication at appropriate locations by 2020. This is further expressed in South

Africa Connect Policy.

The Board is exploring various connecting models that will ensure sustainable broadband connectivity

which will be utilised by all citizens residing in under-serviced areas.

Broadcasting Digital Migration (BDM)

The BDM programme continues to be dogged by numerous legal impediments which resulted in a low
uptake of the set-top-boxes by the targeted households, as well, as the Supreme Court of Appeal (SCA)
judgement of 31 May 2016 which declared some of key provisions in the Digital Migration Policy of
2015 relating to the encryption of set-top-boxes as invalid. In light of the legal impediments facing the
BDM programme, the Board has continued to engaged the Minister of Communications, Honourable
Minister Faith Muthambi in order to find an amicable solution to ensure that the legal impediments

are minimised in order to safeguard the state financial resources and the rollout of the 8DM Project.

The embargo placed by the Board on manufacturing of the DTT set-top-boxes remains in place pending
the outcomes of the petitioning and appeal to the Constitutional Court by the Minister of
Communications. The delivery of the DTH set-top-boxes have been halted as the manufacturer of the
boxes has resolved to take USAASA and its Board of Directors to arbitration for inclusion of smart cards

and variance owing to currency exchange.

In conclusion, the unceasing commitment of the Board members during the quarter under review are
to be commended. The Board members look forward to the usual support of the Ministry and wishes
to affirm its commitment to becoming an unwavering pillar to the USAASA management team and

employees as they strive to fulfil the USAF mandate.

f“(/:
Mawethu Cawe

Chairperson



OFFICIAL SIGN - OFF

Itis hereby certified that this USAF Performance Report:

e Was developed by the management of USAASA under the guidance of the Universal Service Fund

(USAF) Board of Directors.

* Accurately reflects the targets and performance outcomes achieved by USAF in the quarter under

review given the resources and capabilities at its disposal.

Signature:

Mahaomed Chowan
Chief Financial Officer @/ﬁ\.ﬂ,\k/\,

Winile Lamani Signature:
Acting Executive Manager: Operations

Sipho Mnggibisa

Acting Executive Manager: Performance Management Signature: N\&‘&@

Clu __Jdc_

Lumko Mtimde Signature: °
Chief Executive Officer

Mawethu Cawe Sig M

Chairperson



1.1 EXECUTIVE SUMMARY

The Quarter 3 performance targets pursued by the Operations Division during the final quarter of the

2016/17 financial year were as follows:

* Last mile connectivity installed at Mhlontlo and King Sabata Dalindyebo local municipalities;
e Broadband network connectivity maintained in 127 schools, 93 clinics and 38 traditional ICT

centres;

* 14 615 Set-Top Boxes & antennas procured and installed for qualifying needy TV-owning

households.

In all set targets, the unit did not achieve any of them as a result of delays in finalising the appointment
of the licensed operator(s) to be subsidised to implement the broadband project. The focus was
primarily to catch up on the missed targets of the previous quarters. The implementation schedule

has been revised and compressed to ensure attainment of Q3 and Q4 targets.

1.2 Integrated Rural Broadband

2016/2017 Annual Target: 02 under-serviced local municipality broadband projects initiated &
completed in the OR Tambo District Municipality in the Eastern Cape:

The business objectives for this project, supporting the strategic plan of USAF are as follows:

A once-off subsidy issued through USAF for the construction and / or extension of broadband
infrastructure that provides services to the underserviced areas of Mhlontlo Local Municipality and
King Sabata Dalindyebo Local Municipality in the OR Tambo District of the Eastern Cape. A high-level

project plan for Broadband rollout is depicted in the figure below:

The project experienced delays in the awarding of the bid to a licensed operator thus necessitating
the procurement process to be concluded in Quarter 3 and the project will thus be fast tracked to
meet the end of financial year for completion. Key stakeholders have been engaged and a project
steering committee established. As at the clase of the quarter, all site surveys had been concluded

indicating no need for EIA processes as no towers above 15 metres are necessary. Site acquisition has



commenced, which is the most time consuming process in deployment of telecommunications

infrastructure.

1.3 Rapid Deployment and Maintenance

2016/2017 Annual Target: Maintain broadband network connectivity in 127 schools, 93 clinics and 38
traditional ICT centres in compliance with Section 88 of the Electronic Communications Act:
Service contracts with all Internet service Providers expired at the end of the 24 months' period

entered into with each one of them at the end of Quarter two

A total number of 104 schools and traditional ICT centres were monitored. The lack of a remote
monitoring access facility to the 154 sites could not be finalised as the contracts with the service
providers came to an end during Quarter3. This has necessitated a complete review of connectivity of

all the existing centres. Such review will be concluded during the 4" Quarter.

1.4 Broadcasting Digital Migration (BDM)

A total number of 8 477 set-top-box installations to households were concluded, this being 58% of the

planned Quarterly 3 target of 14 615 households installations. The completed BDM milestones as at
the end of Q3 of 2016 are depicted below:

o
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SABS Local Content Verification ~ the six (6) companies which were allocated DTT / DTH set-top-box
and antennae orders during 2015/2016 have engaged SABS for local content verification audits,
however, this process was yet to be finalised as at 30 December 2016. It is anticipated that DTI will
present its findings to USAASA in the course of the fourth quarter of 2016/17.

At the time of reporting, two set-top-box suppliers reported clearance of 40% in this regard. The rest

have indicated completion of process and are awaiting reports from SABS.

The conclusion of Service Level Agreement (SLA) between USAASA and the South African Post Office
(SAPO) for BDM logistics and distribution services in Quarter 1 allows for payments to SAPO for all
services provisioned to USAASA. It furthermore allows for the payment of installer companies at the

point of redemption at the SAPO outlets.

Below is a synopsis of Set-Top-Box (STB) installation activity:

STB Installation status

|
Total number of Instalitions | Total number of instalations redeemed for Total smount Bir:;;:;:::f::d nu;rrnt::'::' OfI
Province allocated |, payout of redeemed redeemed Installation
| ) l | vouchers vouchers .
; DTT | OTH | Tota | DT | OTH ][ Total | % Number | % | Pelected |
Northern Cape [ 10622 | 165176 | 26798 | 18601 | 6227 | 24628 | 93% | R12975394] 1889 | 7% | 74
Free Slate 205 0 | 25 245 0 | 205 | 0% |R 1461s0| 50 "% | 0
[KwaZuiu-Natal 0 57 57 o | s 5 | 100% |R 3135 o0 % 0
mpopo | 26 12 | 38 33 0 33 8% |R _20650| 5 | 13% | 0
Mpumalanga | 0 | 8 8 | o [ 2 2 25 |R  1300] & 5% | 0 ‘
Total | 10943 \ 16 253 18879 | 6286 m 93% FR13174844[ 1950 % L 74

15 USAF EXPENDITURE ON SMME BUSINESSES

During the quarter under review, both the Broadcasting Digital Migration and the Rapid Deployment
line items showed expenditure with SMMEs to a total of R7, 329, 035.42. This amount is R2, 804, 000
spent over the quarter on connectivity to schools and clinics while R4, 525, 035.42 was spent

throughout the quarter on installation companies doing work on the Broadcasting Digital Migration
project.



1.6 HIGHLIGHTS

Matter

Mitigation

Milestone delays on broadband

project in OR Tambo District

Delays in the procurement process have been resalved, with five (5)
licensed operators appointed to the panel of operators. From the panel
of operators, a single operator has been allocated work for both
Mhlontlo and King Sabata Dalindyebo local municipalities. Deliverables
from Q1 and Q2 have been resolved and are completed.

The Q3 target while not completely met has been has been partially
met with the procurement of equipment having been achieved. This
will enable the instaliation to masts at the immediate commencement
of Q4. The appointed operator has indicated the ability to meet the
timelines required to ensure completion by financial year end

Non-resolution of challenges
relating to the provision of smart
cards for STBs is delaying delivery
of 20 000 units from BUA Africa

The matter referred for arbitration.

The Board has mandated management to procure 10, 000 smart cards
to assist the progression of the project as an interim measure while
arbitration proceeds.

1.7 FASTRACKING THE UNACHIEVED TARGETS

The following activities will be undertaken to ensure that all the unachieved targets are met by the

end of quarter 4:

1.7.1 Broadband

- Steering committees including a local technical steering committee have been set up at OR
Tambo District municipality to fastrack the infrastructure deployment process

- Installation teams have been increased to save more time
- Escalation processes have been agreed with all the Mayors of the affected municipalities

1.7.2 Connectivity

- Expired connectivity contracts are being revived by using the existing panels of internet

providers whilst the connectivity strategy is being reviewed.
- New connectivity strategy will be implemented during the first quarter of 2017/18 financial year.
- CEO has taken operational lead and set up a Steering Committee which meets weekly to oversee

the delivery of activities planned.

1.7.3DTT

- Installing companies are being engaged to assist in the awareness campaigns to improve the

uptake of the set-top boxes
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- Installation will commence at other provinces such as Free State, Limpopo, Mpumalanga,

KwaZulu Natal, Eastern Cape and North West. This will reduce inventory that is at the
warehouses.

2.1 EXECUTIVE SUMMARY

During the quarter under review USAF appointed a service provider to deploy broadband
infrastructure at two local municipalities (King Sabata Dalindyebo and Mhlontlo) within the OR Tambo
District Municipality in the Eastern Cape as per the 2016/17 Annual Performance Plan. The 2015/16

USAF Audited Annual Financial Statements were presented in Parliament on 18 October 2016.

2.2 POLICIES AND FRAMEWORKS

The following policies and frameworks were under review during the quarter with the aim of seeking
approvals in the third quarter of 2016/17 financial year:

- Significance and Materiality Framework

2.3 HIGHLIGHTS

Presentation of 2015/16 USAF Audited Annual Financial Statements to Parliament on 18 October
2016

- Appointment of a service provider to deploy broadband infrastructure and broadband

connectivity at two local municipalities

2.4 LOWLIGHTS

- There has been slow movement in the distribution of set top boxes (STBs) , antennas and dishes

to beneficiaries.
- This has resulted in a build-up of inventory at the SAPO warehouses.

- USAASA is working with SAPO to integrate the inventory management system of SAPO with the
USAASA ERP system.

- The Operations division will formulate a distribution plan to increase the current uptake by

beneficiaries.

11



ABRIDGED USAF FINANCIAL STATEMENTS

Universal Service and Access Fund
Financial Statements for the 9 months ended 31 December 2016

Statement of Financial Performance

09 Months 09 Months
31 December 31 December
2015
2016 2016
Note(s) ‘000 ‘000
Revenue
Other income - 1
Finance income 79733 71077
Transfers and subsidies received 12 484 531 227 581
Total revenue 564 264 298 659
Expenditure
Project Expenses 1 (54 621) (46 743)
Audit Fees 2 (1238) {684)
Administrative Expenses (20) (2)
Total expenditure (55 877) (47 429)
Surplus before taxation 508 387 251 230
Taxation - s
Surplus for the 09 Months 508 387 251 230

12



Universal Service and Access Fund
Financial Statements for the 9 months ended 31 December 2016

Statement of Financial Position

2016 2016
Note(s) R '000 R '000
Assets
Current Assets
Recelvables 4 22 741 -
Inventories - DTT/DTH 11 603 146 -
Other receivables 6 67 5 959
Cash and cash equivalents 5 1734 226 1828 166
2 360 180 1834 125
Non-Current Assets - -
Curmrent Assels 2 360 180 1834 125
Non-current assets held for sale (and) {(assets of disposal groups) - -
Total Assetls 2 360 180 1834 125
Liabilities
Current Liabilities
Inter-Entity Loans 6 - 257
Payables from exchange lransactions 7 58 179 6927
j 58179 7 184
Non-Current Liabllities - -
Current Liabilities 58 179 7 184
Liabilities of disposal groups - -
Total Liabllities 58179 7 184
Assets 2 360 180 1834 125
Liabilities (58 179} (7 184)
Net Assets 2 302001 1 826 941
Net Assets
~ Accumutated surplus 2 302 001 1826 841

13



Universal Service and Access Fund

Financial Statements for the 9 months ended 31 December 2016

Statement of Cash Flows

09 Months 09 Months
31 December 31 December
2015
2016 2016
Note(s) '000 '000
Cash flows from operating activities
Receipts
Cash recelipts from Government 484 531 221 622
Payments
Cash paid to Suppliers (628 G34) (62 508)
Tolal receipts 484 531 221 622
Tolal payments (628 634) {62 508}
Net cash flows from operating activities 8 (144 103) 159 113
Cash flows from Investing activities
Interest Income 79733 71077
Cash flows from financing activities
Inter-entity loan - 231
Net cash from financing activities - 231
Net increasel/(decrease) in cash and cash equivalents (64 370) 230 421
Cash at the beginning of the period 1798 596 1597 745
Net increase in cash and cash equivalents 5 1734 226 1828 166
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QUARTER 3 USAF SPENDING

The Fund’s spending patterns for Quarter 3 are depicted below:

2016/17 Third Quarter

Spending Item E iy

Broadband Infrastructure
Subsidization

Quarter 3 {R'000)

 Budget

ICT Rapid deployment &
_ (__:c_)nnectivit_y

Audit & Bank C_h_a_rg_es

Project costs

12 000
10 000
8 000
6 00a
4 000
2 0G0

Broadband
Infrastructure
Subsidization

USAF Q3 Spending

{CT Rapid
deployment &
Connectivily

Audit & Bank
Charges

m Budget = Actual

Project costs
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Spending ltem

Budget (R'000)

Actual (R'000)

Broadcast Digital Migration (BDM)

147 346

28 201

147 346

28 201

Q3 - Broadcast Digital Migration (BDM)

147 346

160 000
140 000
120 000
100 000
80 000
60 000
40 000
20000

Budget (R'000)

28 201

Actual (R'000)

YTD Budget YTD Actual

Spending item (R'000) (R’000)

Broadband Infrastructure
_Subsidization — e 25800 | = 4435 |

ICT Rapid deployment &

Connectivity . 14082 7762
_‘_Audit & Bank Qharg§ . 747 ) 1255
| Projectcosts | 2064 2545

42 493 15 997
USAFYTD - 2016/17

30 000

25 000

20 000

15 000

10 000 -

ey == ] —— —
Broadband FCT Rapid Audit & Bank

Infrastructure
Subsidization

deployment &
Connectivity

m YTD Budget {R'000)

Charges

m YTD Actual (R'000)

Project costs
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YTD Actual

Spending Item YTD Budget (R'OOQ) (R'000)
Broadcast Digital Migration (BDM) 442 038 473 409
442 038 473 409

2016/17 YTD - Broadcast Digital Migration

480 000
470 000
460 000
450 000 442 038

440 000
420 000

YTD Budget (R'000)

(BDM)

473 409

YTD Actual (R'000)
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EXECUTIVE SUMMARY

The Board and Board Committees held a number of meetings during the quarter under review to

consider various strategic and governance matters.

3.1 Board Meetings

During the third quarter the Board met twice to amongst others:

e consider the USAF 2016/17 Quarter 2 Performance Reports;

e approve the USAF 2017/2021 Strategic Plan and 2017/18 Annual Performance Plan;
e consider USAF Quarter 2 financial statements;

e approve the internal and external Audit Action Plans; and

e consider the Internal Audit Performance Report for Quarter 2.

3.2 Board Audit and Risk Committee (BARC)

BARC met once during the quarter to consider the following among others:

e review and recommend the USAF 2016/17 Quarter 2 Performance Reports to the Board;

e review and recommend the USAF 2017/2021 Strategic Plan and 2017/18 Annual Performance

Plan to the Board;
e consider USAF Quarter 2 financial statements;
e review and recommend the internal and external Audit Action Plans to the Board; and

* review the Internal Audit Performance Report for Quarter 2.

3.3 Operations Committee

The Operations Committee did not meet during the quarter.

18
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