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Abstract

This paper assessed the practices and standards of Corporate Governance for SOEs in Namibia.
The results revealed that the state of the SOEs Corporate Governance system in Namibia is
weak. SOEs are nearly uncontrolled and unmonitored regarding their Corporate Governance.
Although the Government spends roughly half the size of its annual development budget on
funding SOEs, it is not controlling the performance of its investments. The Namibian system
of Corporate Governance is a decentralised model and relies almost solely on the Line
Ministries to ensure compliance. However, the majority of Line Ministries are not executing
their assigned ownership power. Most Line Ministries do not establish extra units or divisions
for SOE monitoring, and instead, delegate the task of monitoring performance to staff across
different divisions.
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1. Introduction

Corporate governance refers to the “top management process that manages and mediates
value creation for, and value transference among, various corporate claimants (including
society at large), in a context that simultaneously ensures accountability towards these
claimants” (Sundaram, et al. 2000: 112). Hence, It is the set of processes that determines the
objectives of an organisation and keeps the organisation on the path to achieving these
objectives (Mar and Young, 2001). Corporate governance for both the private and public
entities has become an important topic of research in transition economies, and its importance
is being recognised in different regions (Young et al. 2001; McGee, 2008; Grossi et al. 2015;
Daiser et al. 2017). Shareholders and corporate managers have started to realise that there are
benefits that can accrue from having a good corporate governance structure. Good corporate
governance helps to increase the share price of a company and makes it easier to obtain
capital (McGee, 2008) while Poor corporate governance lies at the heart of the poor
performance of an enterprise (Wong, 2004).

State-owned enterprises (SOESs) play a significant role in emerging economies as they are
commonly used as important instruments for public service provision (Kowalski et al., 2013;
Florio, 2014), and as such good corporate governance is important if they are to succeed.
Improved corporate governance tools, like a better alignment of agents’ private incentives and
stronger monitoring, and high-quality public governance, reduce risks such as agency risk in
SOEs (Jia, et al. 2019). However, corporate governance of SOEs is a major challenge for
governments (Syrett and Bertotti, 2012; Schwarting, 2013). Some Governments are not
fulfilling their oversight role of ensuring the sound governance of SOEs by adopting best
practices because of political intervention in the operational running of SOEs (Thomas, 2012).
Political interferences have reduced performances and efficiency of the SOEs (Su and He,
2012). Poor corporate governance in the government entities has led to series of
under-performances that may stem from residual welfare-provision responsibilities, and from
costs of unlearning and updating structures, skill sets and procedures that became obsolete.
Also, Poor corporate governance has led to corruption (He, 1998; Kwong, 1997; Shih, 1994)
which further led poor moral atmosphere (moral climate, moral ethos) featuring
counter-norms tolerant of improper conduct in SOEs (Jackall, 1984; Snell 2000). However,
inadequate capitalisation has also contributed to poor performances of SOEs (Balbuena,
2014).

Studies have shown that most SOEs lack of efficient corporate governance and comply with
the minimal governance issues outlined the legal frameworks establishing them. They also
exhibit significant weaknesses in the areas of board performance evaluation, transparency and
criteria for board appointment, the balance of executive directors and non-executive directors,
and other board characteristics, indicating a departure from general practices (Lin, 2001;
Ashipala, 2012; Simpson, 2014). Many studies have recognised the impacts of the
characteristics of the board of directors (e.g. board composition and board leadership, and
board size) on firm performance (Kesner and Dalton, 1985, Coulson-Thomas, 1994; Peng et
al. 2003; Simpson, 2014). However, governments in emerging markets are continuously
failing to recognise the importance of the board selection on the performance of SOEs. Board
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size and selection is heavily influenced by political interferences (Su and He, 2012).

The stakeholders’ pressure on the government and enterprise leaders, however, hold the SOEs
management responsible for the fair administration of the connection with groups and
individuals, who have a direct effect on the enterprise (Donaldson and Preston, 1995;
Freeman and Evan, 1990, p. 352). Hence, rising stakeholder expectations to improve SOEs
operations and to make them strategic tools in gaining national competitiveness forced
governments in many emerging countries to reform the corporate governance systems of
state-owned enterprises (Parker, 1999; Dockery and Herbert, 2000). However, common
problems, such as unformed regulatory systems, politicised board appointments and unclear
mandates, demonstrate that considerable work still needs to be addressed to achieve durable
SOE corporate governance in Africa (South African Institute of International Affairs, 2014).

Like in any other emerging market, SOEs play a significant role in the Namibian economy.
However, to date, very few empirical studies have been conducted to assess their corporate
governance and compliance. Indeed, this paper is perhaps the first such assessment of
Corporate Governance in the Namibian SOE sector, and as such forms the building blocks for
further studies on SOEs in Namibia. This paper focuses on the compliance of Line Ministries
and the SOE Governance Council with the SOE Governance Act of 2006. It thus aims to
assess the practices and standards of Corporate Governance for SOEs in Namibia. This is a
crucial study as it provides a broad understanding of the current landscape of the SOE sector
in the country. In particular, the study highlights some critical failures of the current system
of Corporate Governance which must be addressed as an urgent priority before further
reforms to SOEs can be undertaken.

2. Data and Methodology

To assess the Corporate Governance of SOEs in Namibia, a survey was undertaken jointly
through the Ministry of Finance and the State-Owned Enterprise Governance Council
(SOEGC) Secretariat’. Namibia had 84 SOEs at the time this survey was taken. Hence, 84
questionnaires were sent out. Questionnaires were sent out to 18 Ministries. The ministries
were then asked to provide information for all the SOEs under their Votes. The questionnaire
was based around the SOE Corporate Governance Act (2006) and sought to survey all Line
Ministries with SOEs under their Vote as well as the SOEGC Secretariat. The results of this
survey form the main body of this paper (Sections 5 and 6). Additionally, however, the study
appraises from a general, theoretical perspective the critical issues associated with SOEs and
Corporate Governance (Section 3) and then apply this to the case of Namibia (Section 3). The
paper then presents a summary of the survey’s results (Section 7). It ends with some
recommendations focused on how the Corporate Governance of SOEs in Namibia might be
improved.

! The State-Owned Enterprise Governance Council (SOEGC) was established in terms of the State Owned
Enterprises Governance Act, (Act No.2 of 2006) to primarily provide efficient governance of State Owned
Enterprises (SOEs) on behalf of Government as the owner/shareholder, vested with concomitant powers and
responsibilities for implementing an integrated governance policy framework against which to monitor
compliance by SOE’s. The act was amended in 2015 to turn the SOEGC in to a Ministry Public Enterprises.
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3. SOEs and Corporate Governance
3.1 The Rationale for SOEs

To develop a full understanding of the context of SOEs and SOE Corporate Governance, it is
useful to reflect on the reasons for the existence of SOEs. Why does Namibia have a large
number of SOEs, and why are their functions performed by the public and not by the private
sector? Chang (2007) highlights four key market failures for which SOEs are often used as a
solution to. 1) The existence of natural monopolies. State-Owned Enterprises are set up and
closely regulated to prevent abuse of such a natural monopoly. 2) Capital market failures.
Most notably in the case where the private sector is put off financing projects which may
have high returns in the long run, due to high risks in the near term (e.g. infrastructure
projects). Therefore the Government circumvents the failure of the capital market and
becomes the investor by set-ting up an SOE. 3) The problem of externalities. Some projects
provide a high benefit for society but are hardly profitable from a business perspective. Here
it is the Government’s task to invest so that the social return on investment may be captured.
4) Equity concerns. It is the responsibility of the state to create equal living conditions
throughout the country. Service rendering SOEs are committed to providing services (e.g.
electricity, water, etc.) all over the country, independent from business considerations. Private
corporations, on the other hand, would likely only provide services to profitable areas,
leaving some parts of the country — particularly poor, rural areas — without access to these
services.

There are, of course, other justifications for the existence of SOEs beyond the issue of
addressing market failures. For example, arguments often put forward in support of SOEs
include the need to maintain a controlling interest in what are considered to be strategic
industries, such as oil or a national airline, and the role they play in creating employment. All
of these issues can be easily applied to the situation in Namibia. For instance, NamPower
could be used as a good example of a natural monopoly, as well as addressing equity
concerns by providing electricity in rural areas. TransNamib is an example of an SOE which
has been established to address capital market failures and the issue of externalities, while Air
Namibia can be viewed as an SOE in a strategic industry. And all of the above, plus the rest
of Namibia’s 84 SOEs, can be viewed as contributors to creating employment in a country
where unemployment currently stands at 27 per cent, according to latest figures®.

3.2 Corporate Governance of SOEs

The unique reasons for the existence of SOEs make their Corporate Governance as well as
unique and complex. The key complication associated with Corporate Governance is
essentially the principal-agent problem. The principal is the one who provides financing or
equity capital. The agent is the one who manages the company. The Corporate Governance
problem here is that the principal cannot be sure that the corporate management maximises
his or her interests, or if they are misusing their power to maximise their benefits. While it is
true that the principal-agent problem appears in any corporate (limited corporations) where

2 Namibia Labour Force Survey 2012, NSA
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management and ownership (shareholders) are not identical, SOEs have some unique features
as the principal is the state:

A\ MacrOthlnk Journal of Public Administration and Governance

An SOE is in some ways not owned by one single owner, but by all the citizens of the country.
This leads to the typical free-rider problem. No individual owner (the single citizen) has the
incentive to monitor the SOE managers, as the benefit for doing so would accrue to all
owners while the costs are borne by the individual who does the monitoring. Ultimately, no
one feels responsible for monitoring the performance of SOEs. Also, SOEs have soft budget
constraints as they can’t become insolvent. SOE management knows that in a financial crisis,
the Government will bail them out with taxpayers’ money. This is especially the case if those
SOEs have a monopoly status for basic services such as water, electricity, transport,
communication etc. SOEs are backed by the Government and enjoy a kind of implicit
Government guarantee. This safety net has a detrimental impact on management practices
and risk appetite.

Accountability and performance in SOEs may also be hindered by the close relationship of
SOE management to the political system and to the ruling party. Often SOE management
positions are occupied by people who were selected due to their proximity to the ruling party
rather than their management skills (Lin, 2001; Hu and Leung, 2012). Furthermore, the
Government quite often has a conflict of interest between its three roles: the owner of the
SOEs; the policymaker and the regulator of an industry sector. As a regulator and
policymaker, the Government often makes decisions on laws and political directives which
directly impact SOEs’ business opportunities. This conflict of interest could be mitigated by
separating the execution of ownership from the regulator and policymaker function in
different institutional authorities.

Taking all above specific features of SOEs into account, it becomes clear that it is a much
more challenging job for a Government to establish “good” Corporate Governance for its
SOEs than it is for private shareholders in private companies. Nevertheless, SOEs should be
held to higher standards of accountability than private companies as they are owned by the
taxpayer (Forf&s, 2010, p. 27). In this sense, the governance of the country could be
benchmarked by the strength of Corporate Governance of its SOEs.

4. SOEs and Corporate Governance in Namibia

The following chapter explains the framework of SOE Corporate Governance in Namibia. A
brief description of the number and characteristics of Namibian SOEs is followed by a
documentation of the current model of SOE Corporate Governance in Namibia. Players and
their responsibilities based on the SOE Governance Acts are described in detail. Finally, an
overview of annual budget funds allocated to SOEs is provided.

4.1 Classification of SOEs

At the time of the data collection of this study, Namibia had 84 State-Owned Enterprises
which are very heterogeneous in regard to their size and type of function, kind of service or
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type of business.® According to the State-Owned Enterprise Governance Act, the
State-Owned Enterprise Governance Council (SOEGC) should classify the SOEs into three
categories: Regulatory enterprises, Service rendering enterprises and Economic and
productive enterprises®. For the purpose of establishing remuneration levels for chief
executive officers and senior managers of SOEs, and annual fees and sitting allowances for
Board members, the SOEGC further classifies SOEs into three tiers, based on their revenue
volume, asset size and the number of staff.

Tier 1 Tier 2 Tier 3
Revenue Revenue Revenue
NS 0—25m N$26m —200m - N$201m plus
Assets Assets Assets
N$11-100m N$11-100m NS101m plus
Employment Employment Employment
0-100 101-500 ‘ 501 plus

Figure 1. Classification of SOEs by Tier
Source: Deloitte (2012b, p. 12)

The classification of SOEs in Namibia has been conducted twice, in 2009 and 2011, but both
times several SOEs did not respond to the data request. The official SOEGC classification
was published with the Remuneration Directive in the Government Gazette August 2010
(Notice no. 174). Based on annual report data, the authors of this study attempted to update
the given SOEGC data and categorise the 84 SOEs, as shown in Table 1.

Table 1. Classification of SOEs by Tier and in Type of Function

Economic | Regulatory | Service | total
Tier 1 4 9 11 24
Tier 2 9 3 7 19
Tier 3 9 0 3 12
unclassified 9 8 10 27
total 31 20 31 82

Source: Authors classification

® The 84 SOEs include the Telecom Holding with its two subsidiaries Telecom and Post as one SOE. The same
applies to the August 26 Holding Company and its subsidiaries.

“The SOE Governance Act, 2006, contains a fourth category “general enterprises”, but as a sharp differentiation
between general enterprises and economic and productive enterprises seemed to be difficult to make, the
SOEGC classification comprises only three categories.
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4.2 The Namibian Corporate Governance System for SOEs
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4.2.1 The Namibian Ownership Model

According to the OECD guideline on Corporate Governance, three different models of how
to structure SOE ownership exist worldwide. In general, ownership can be organised in either
a centralised or decentralised manner, but there also exist several combinations of centralised
and decentralised models, which are categorised here as dual models (OECD, 2005, p. 23f.).

Decentralized Centralized

Model Model PR WIEE L
Ownership and Ownership is
Line Ministries Monitoring are shared
are taking centralized in between the
responsibility one unitin a Line Ministry
for ownership Line Ministry, or and a central
of SOEs in an extra unit (vertical

public entity or horizontal)

Figure 2. SOE Ownership Models
Source: OECD (2005 p. 23f)
The OECD argues in favour of adopting a centralised model:

“This approach would help in clarifying the ownership policy and its orientation, and would
also ensure its more consistent implementation. Centralisation of the ownership function
could also allow for reinforcing and bringing together relevant competencies by organising
“pools” of experts on key matters, such as financial reporting or board nomination. In this
way, centralisation can be a major force in the development of aggregate reporting on state
ownership. Finally, centralisation is also an effective way to clearly separate the exercise of
ownership functions from other activities performed by the state, particularly market
regulation and industrial policy, as mentioned in guideline IA above.” (OECD, 2005, p. 26)

In Namibia, however, there are three parties involved in the ownership model: The SOEGC,
the SOEGC Secretariat and the Line Ministries. The Namibian Model is a kind of dual model,
where the Line Ministries are primarily responsible for executing ownership control, while
the SOEGC is responsible for developing the political and legal Corporate Governance
framework for the operation of SOEs. The administration work of the SOEGC, meanwhile, is
done by the Secretariat which is located at the Office of the Prime Minister. In Namibia, in
2015, 16 Line Ministries are responsible for controlling and monitoring 82 State-owned
Enterprises.
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Cabinet
16 Line Ministries
soeGe |2 | .

AT BRVANN

Secretariat SOE SOE SOE SOE SOE SOE

82 State Owned Enterprises

Figure 3. Ownership Structure as per SOE Act 2006
Source: Authors classification
4.2.2 The Role of Line Ministries

The SOE Governance Act defines the role and function of Line Ministries as follows: Section
17(1) of the SOE Act, 2006 provides for a Governance agreement to be signed between the
portfolio Minister and the board of an SOE, within one month of being constituted,
containing key performance indicators in terms of which the SOE’s performance will be
evaluated, the structure of the business and financial plan and the measure which is necessary
to protect the financial soundness of the SOE. Section 18 (1) of the SOE Act, 2006 provides
for a Performance Agreements have to be signed between the Minister and each board
member within one month of appointing a person as a member of the board. The purpose of
the Performance agreement is to monitor and assess the individual performance of the Board
members against the objectives and targets set by the SOE and to see to it that the Board
members conform to the code of conduct set by the enterprise as well as to Section 18 (2) and
(3). Section 19(1) of the SOE Act provides that every SOE must annually at least 90 days
before the commencement of its next financial year submit a Business and Financial Plan to
the portfolio Minister. The Business and financial plan has to include inter alia planned
objectives for the next five years and expected performance, operating budget and the capital
budget for the next financial year.

The SOE Governance Act defines tasks of Line Ministries very clearly: Line Ministries have
to control and monitor the financial and corporate performance of the enterprise as well as the
individual performance of SOE Board members. In Governance and Performance
Agreements, the Line Ministry agrees with the SOE on the fulfilment of certain performance
indicators. Those indicators could be key financial indicators or technical indicators, or a mix
of both, depending on whether the SOE is classified as an economic and productive, a
regulatory or a service rendering SOE. Of course, only a continuous assessment of agreed
performance indicators enables Line Ministries to judge the success and improvement of
SOEs’ performance. Monitoring and evaluation also provide a basis for accountability and
transparency in the use of public resources. Knowing that the SOE’s performance is closely
monitored and that non-performance would have negative consequences is by itself a strong
incentive for SOEs’ management to comply with the SOE Governance Act and to reach
performance targets.
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In Namibia, 16 Line Ministries are responsible for 82 SOEs, but SOEs are not equally
distributed among the Line Ministries. Some Ministries have 8 or 9 SOEs under their Vote
while others only have 1 or 2 (see Figure 4).

Office of the Prime Minister I 1
Ministry of Mines and Energy ISR 6
Ministry of Local Government & Housing NI
Ministry of Fisheries & Marine Resources IIIEENGGEGEGNGEGNGEGGEG———— 1
Ministry of Defence I 4
Ministry of Agricuture, Water and F. I
Ministry of Education I
Ministry of Environment and Tourism  IE———— 5
Ministry of Finance GGG O
Ministry of Health and Social S5c. I 2
Ministry of Information, Com. and Tech. NI 7
Ministry of Labour ._ 1
Ministry Trade and Industry I o
Ministry of Works and Transport IS £
Ministry of Youth Sport and Culture I 7

1123 4/|5|/6 7 8/9|10/11|12 13|14 15 16

National Planing Commission | 1

Figure 4. Line Ministries/Offices and Number of SOEs under their Vote
Source: Authors compilation
4.2.3 Functions of the SOEGC

The functions® of the SOEGC are defined in Section 4 of the SOE Act (no. 2 of 2006) to: 1)
establish generally accepted common principles of corporate governance and good practice
governing SOEs; 2) develop common policy frameworks for the operations of SOEs,
including policy on issues relating to human resources, assets and finance; 3) determine
criteria and means for the performance measurement and evaluation of SOEs; 4) lay down
directives in relation to governance agreements, performance agreements, and the
remuneration levels of Board members and senior executives; 5) make determinations in
relation to board composition and membership; 6) Comment on annual budgets of SOEs; 7)
facilitate the training and development of board member and management in corporate
governance principles and practice; 8) receive and consider for approval submissions by
SOEs on the annual distributions of profits and declaration of dividends in terms of section
25; 9) submit to Cabinet for decision any proposed restructuring plans for SOEs; 10) perform
any other function entrusted to the Council; and classify SOEs into categories as per the Act.

Based on the SOE Act, the SOEGC has the function of setting up uniform rules, guidelines
and directives for SOE governance, for the purpose of coordinating the processes between
Line Ministries and SOEs, and to ensure consistency and transparency in principles of SOE
governance. The SOE Act and SOEGC directives and guidelines provide a national
framework for SOE governance which is important to clarify roles, duties, procedures,

® With the transformation of SOEGC in to a Ministry of Public Enterprises, functions of the SOEGC have
been also consumed by the same Ministry.
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principles, exceptions and the rule of engagement between various key stakeholders.
According to section 3 SOE Act, the SOEGC was consists of five Government
representatives, the Prime Minister, the Minister of Finance, the Minister of Trade and
Industry, the Attorney General and the Director of National Planning Commission, and meets
at least four times a year.

However, it is worth emphasising that the SOEGC does not monitor, nor evaluate, nor control
the compliance of SOEs and Line Ministries with the given corporate governance law (the
SOE Act). Implementation and enforcement of SOEGC directives and the SOE Act are solely
the tasks of the respective Line Ministries. Seen from this perspective, the Namibian Model
of ownership tends to be more a decentralised model as the Line Ministry is solely given the
responsibility for ownership execution of SOEs. The SOEGC has no executive function in
regard to ownership.

A further point to note with respect to the SOE Governance Council is its composition. Four
out of the five Council members have SOEs for which they are responsible for as Line
Ministers, which creates a severe conflict of interest. As previously noted, there is often a
conflict of interest between the three roles Government performs with respect to SOEs — that
of the owner, legislator and regulator. And while this conflict of interest could be mitigated by
separating the execution of ownership from the legislative and regulatory functions in
different institutional authorities, it is instead compounded in Namibia by having Line
Ministers with SOEs under their Vote on the SOE Governance Council.

4.2.4 SOEGC Secretariat

Part III “Secretariat” of the SOE Act defines that the administration work of the SOEGC
should be done by its Secretariat. 9 (1) the work incidental to the performance of the function
of the Council must be performed by a secretariat consisting of administrative personnel as
the Council may consider necessary. Given the fact that the Council is requested to meet only
four times a year, and has a lot of different responsibilities, the majority of the Council’s work
has to be done by the SOEGC Secretariat.

Based on Estimates of Revenue and Expenditure for the FY2013/14 — FY2015/2016 period,
the SOEGC Secretariat has the following positions budgeted for and filled at Filled at the
time of the Data collection of the study.

Table 2. SOEGC Secretariat — Staffing

. . Filled at the time of the
Staffing Establishment Data collection of the study
Permanent Secretary 1 1
Managerial 6 4
Chief/Control Officer/clerk 2 2
Administrative assistant 1 0
Secretaries/Typist 3 2
Accounting Staff 1 1
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Human Resource staff
Chief Liaison Officer
Cleaners

Drivers

Sum 19 12

[ NS
==

Source: Ministry of Finance, Estimates of Revenue and Expenditure from April 2013 to
March 2016, p. 40.

4.3 Budgeting for SOEs

When looking at SOEs, the topic of Corporate Governance is closely linked to financing, as it
is basically a principal-agent problem. The principal is the one who provides financing or
equity capital. The agent is the one who manages the company. The Corporate Governance
problem is that the principal can’t be sure that the corporate management maximises his
interests, or if they are misusing their power to maximise their own benefits.

In the context of SOEs, it is the state which provides the financing and capital to SOEs,
which in turn gives the Government the right and the power to control and to monitor the
SOE management. Therefore, financing and execution of control rights are closely linked. If
the SOE management and/or board fails to meet the level of performance which has been
agreed on in its Governance and Performance agreements, it should result in some form of
penalty. The optimal solution would be for the execution of ownership to be in the same
hands as those who make decisions regarding finance. In Namibia, the Line Ministries apply
in the budget process for financing for the SOEs under their Vote. Therefore, the Line
Ministries which decide upon performance indicators and enter into Governance and
Performance agreements with SOEs are responsible for the budget funding of SOEs, meaning
that the Namibian system concentrates the execution of ownership, monitoring and financing
at the level of Line Ministries. As noted, this system efficiently and effectively addresses the
principal-agent problem as it unites ownership control and finance under one authority.
However, this arrangement relies totally on the execution of ownership power by Line
Ministries, which means that the Ministry of Finance and Treasury do not perform a detailed
appraisal of budget funding for specific SOEs since this is supposedly done by Line
Ministries. This, therefore, results in weak transparency and thus, accountability in the
financing of SOEs.

Namibia allocates roughly NAD4bn per fiscal year for financing SOEs. As of the current
Medium-Term Expenditure Framework (MTEF) period (FY2013/14-FY2015/16), N$12.7
billion has been budgeted for 31 of the 84 SOEs by 12 of the 16 Line Minis-tries with SOEs
under their Vote (see Figure 8). The remaining SOEs and Line Minis-tries have not requested
funding from central Government for the current MTEF period.

Table 3. Budget Allocations for SOE Financing (in Million NAD)

Line Ministries and Offices SOEs 2013/14 2014/ | 2015/16 total
budgeted 15
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National Planning Commission 1 55.90 51.40 52.00 159.30
Ministry of Youth Sport and Culture 3 131.80 | 112.10 | 105.90 349.80
Ministry of Works and Transport 5 1,283.10 | 600.50 | 511.70 | 2,395.30
Ministry Trade and Industry 3 98.00 100.00 | 135.20 333.20
Ministry of Labour 1 5.30 15.00 30.30 50.60
Ministry of Information, Com. and Tech. 3 435.80 | 330.40 | 370.60 | 1,136.80
Ministry of Finance 3 445.00 | 219.00 15.00 679.00
Ministry of Environment and Tourism 2 61.70 30.00 50.00 141.70
Ministry of Education 6 2,042.30 | 2,149.60 | 2,695.40 | 6,887.30
Ministry of Local Government & Housing 2 130.00 | 130.00 | 150.00 410.00
Ministry of Mines and Energy 1 10.70 10.00 12.00 32.70
Office of the Prime Minister 1 61.50 63.90 36.20 161.60
Total 31 4,761.10 | 3,811.90 | 4,164.30 | 12,737.30

Source: Ministry of Finance, Estimates of Revenue
March 2016, p. 2ff.

and Expenditure from April 2013 to

The SOE budget funding is relatively small in relation to the total budget allocation but quite
high in relation to development budget allocations (see Figure 9). As Figure 9 shows, budget
allocations for funding SOEs is roughly half the size of Namibia’s development budget,
which emphasises that there are significant opportunity costs involved with financing SOEs.

Table 4. SOE Funding Relations

Details 2013/14 2014/15 2015/16
Tot al SOEs funding (in millions NAD) 4,761.10 3,811.90 4,164.30
Total Budget Expenditure (in millions NAD) 47,577.47 48,215.01 50,488.49
SOEs Funding as% tot al Budget Expenditure 10.0% 7.9% 8.3%
SOEs Funding as% of Development Budget 58.4% 47.0% 52.6%
SOEs Funding as% of GDP 4.1% 2.9% 2.9%

Source: Ministry of Finance, Medium Term Expenditure Framework 2013/14 — 2015/16
5. Compliance of Line Ministries With the SOE Governance Act

In the following the results of a survey, which investigates the compliance of Line Ministries
with the SOE Governance Act are documented. It starts with an assessment of the
significance and relevance of the survey and continues with the documentation of results in
detail.

5.1 Non-Response, Sample Size and Significance of Survey

Based on the initiative of the Ministry of Finance, the SOEGC Secretariat conducted a survey
with Line Ministries in order to assess their compliance with the SOE Governance Act. The
questionnaire contained five parts: Governance Agreements, Performance Agreements SOE’s
Board members, Financial & Business Plans, Monitoring & Evaluation, and Further remarks,
comments or suggestions.
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Questionnaires were sent out to 18 Ministries®. Only a few Ministries responded by the
original deadline, and following an extension to this deadline and several reminders, the
SOEGC Secretariat received responses from 13 Ministries. The non-response of the Ministry
of Veteran Affairs could be excused as the War Veteran Trust Fund was incorrectly classified
as an SOE. However, one could have expected the ministry to send a short memo to the
SOEGC Secretariat. Taking the Ministry of Veteran Affairs out, finally 3 Ministries and 1
Office - listed below - did not respond, even after several follow-ups. Non-response of those
Ministries can be evaluated as non-compliance with the SOE Governance Act as they are
required to respond to any information request by the SOEGC. Indeed, it was explicitly
mentioned in the questionnaire that non-response would be assumed as non-compliance with
the SOE Governance Act.

Table 5. List of Ministries and Offices which did not respond

Ministry or Office # SOEs under Vote
Ministry of Fisheries & Marine Resources 4

Ministry of Regional and Local Government, 2

Housing and Rural Development

Ministry of Mines and Energy 6

Office of the Prime Minister total 13

Source: Compiled by the Authors
The Ministry of Defence responded with the following statement:

“The Ministry of Defence wishes to inform you, Dear Colleague, that the reporting
of information and financial statements on Defence Industries as State-Owned
Enterprises, due to the nature of their confidentiality is channelled directly to the
Cabinet, and nothing goes to parliament either. I wish to assure you, Dear
Colleague, that the Defence Industries are run on the Principles of Good
Governance and accountability. Your office should be at liberty to contact us in
case of any clarity required.”

It should be mentioned that the questionnaire asked solely for information about Corporate
Governance, which touches on no relevant aspects of national security. The answering of a
question such as whether a Corporate Governance Agreement exists for SOEs under their
Vote can’t be assessed as disclosure of confidential information. The Ministry of Defence has
4 SOEs under their Vote. But as the “August 26 Holdings Company” has four subsidiary
companies each with its own CEO and Management Board, the Ministry of Defence should
have signed 8 Governance and Performance Agreement.

Based on the non-response rate of the survey, only 11 out of 16 Line Ministries with SOEs

®Why 18 Line Ministries and not only 16 Ministries? The War Veteran Trust Fund of the Ministry for Veteran
Affairs has been incorrectly classified as a SOE. After correction the Ministry of Veteran Affairs has no SOE
under their vote. From the response of the Ministry of Safety and Security we learned that the Security
Enterprise & Security Officers Regulation Board is not classified as a SOE and therefore the Ministry has no
SOE under its vote.
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under their Vote provided the responses to the questionnaires and 65 out of 82 Namibian
SOEs in total. Within the figure of 65 SOEs, the Telecom Holding is counted as one entity,
but as subsidiaries, Namibia Post and Telecom have their own boards and CEOs; the Ministry
of Information and Communication Technology should, therefore, sign individual
Governance and Performance Agreements with the holding as well as with its subsidiaries.
Taking this effect into, the account sample size for the questionnaire is 67 out of a total of 84
SOEs (Telecom and Post counted as two SOESs), which equates to a participation rate of 79%.
Given this sample size, the results of this survey are significant and document a reliable
picture of the status quo of Corporate Governance of Namibian SOEs.

A\ MacrOthlnk Journal of Public Administration and Governance

5.2 Compliance of Line Ministries

In the following section, only aggregated results for all participating Line Ministries are
documented.

5.2.1 Governance Agreements

Approximately one-third of SOEs have signed a Governance Agreement, but for roughly half
of the 67 SOEs, there exists no Governance Agreement (the remaining 16.4% did not
respond). Governance Agreements have been in place for some minis-tries since 2010, some
since 2012 and others since 2013. Three participants did not answer when Agreements had
been signed, although Agreements do exist. All the 22 signed agreements contained
Performance Indicators in the form of financial indicators, measuring the financial
performance of the SOEs. 19 of the 22 signed Agreements contained as well as technical
indicators, which measure the quality or quantity of the provided service.

Table 6. Existence of Government Agreements

Government Agreement exists?
Number of SOEs Yes No Not answered
67 22 34 11
100% 32.8% 50.7% 16.4%

Source: Compiled by the Authors
5.2.2 Performance Agreements Board Members

The purpose of the Performance Agreement is to monitor and assess the individual
performance of Board members against objectives and targets set by the SOE. For more than
60% of the SOEs, no Performance Agreement exists, with less than one-quarter of SOEs
having signed one (the remaining 15.0% did not respond).

Table 7. Existence of Performance Agreements

Performance Agreement SOE Board M embers
Performance Agreement SOE Board Members exists?
Number of SOEs Yes No Not answered
67 16 41 10
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100% 23.9% 61.2% 14.9%

Performance Agreements contain performance indicators?

Number of signed
Yes No Not answered
Performance Agr.
16 11 S 0

Do the performance indicators measure the individual performance
of Board members?

Number of signed Yes No Not
Performance Agr. answered
16 3 10 3

Source: Compiled by the Authors

Performance Agreements were generally signed between 2010 until 2013, a similar range to
when Governance Agreements were signed. Three ministries did not answer this question,
although they indicated that Performance Agreements do exist. Majority of agreements
contain Performance Indicators, but in the vast majority of cases, all Board members sign the
same Performance agreement, meaning that there is no measure of the individual
performance of a single Board Member. Since each Board Member has different roles and
responsibilities, this arrangement fails to adequately hold Board members to account.

5.2.3 Financial & Business Plans

The results reveal that 31 SOEs from 67 SOEs did not send Financial and Business Plans to
their Line Minis-try, and if they do, none were sent within the requested 90 days before start
of the new financial year. The majority of Financial and Business plans received included the
requested information about planned objectives for the next five years and expected
performance, operating budget and the capital budget for the next fiscal year. Only a few
SOE receive written feedback from Line Ministries on sent Financial and Business plans.

Table 8. Financial & Business Plans

Financial & Business Plan
Received Business & Financial Plan?

Number of SOEs Yes No Not answered
67 23 31 27
100% 34.3% 46.3% 40.3%

Within 90 days before start of the new financial year?
Number of received

B&F Plans Yes N o Not answered
23 8 11* 4

Written feedback to SOE?

Number of received

B&F Plans Yes N o Not answered
23 10 11** 2
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Source: Compiled by the Authors.

Note:* and **, the authors of the study reduced the number of No-answer as the responses of
two Line-Ministries have not been logical. They can’t give feedback on Financial & Business
Plans, they never received.

5.2.4 Monitoring & Evaluation

The monitoring and evaluation part of the questionnaire is split into four parts. The first
section contains more general questions, while the remaining parts contain more specific
questions concerning monitoring and evaluation of Governance Agreements, Performance
Agreements and Financial and Business plans.

5.2.4.1 General

9 out of 11 Ministries (excluding NPC) from the sample answered the question concerning
the number of staff used for monitoring and evaluation. Two Ministries, those responsible for
Labour and Agriculture, currently have no staff for SOE monitoring. The Ministry of
Agriculture, Water and Forestry wrote the following comment:

«  The Ministry of Agriculture, Water and Forestry in it is current structure does not have a
division responsible for monitoring and evaluation of its SOEs. However, the ministry has
made a provision of an M&E section in its new stricture, which is currently with the office of
the prime minster for approval. Once the new structure is approved, the directorate of
planning will be responsible for monitoring and evaluation of SOE taking in account the
governance agreement and the specific performance agreements signed between the SOE and
the ministry. Provision is made for four (4) staff members under the M&E section who will be
recruited in a full-time basis.

»  The monitoring of SOEs compliance to key performance indicators will be enforced once
the new structure is implemented. The ministry will record the monitoring of SOEs
compliance with key performance indicators as stipulated in the government agreement. The
ministry envisaged to carry out the monitoring on a quarterly basis as it is currently done for
the ministerial development projects

Table 9. General Monitoring and Evaluation

M&E General

How many members of staff dedicate time to M&E of SOEs?

Ministry No. of SOEs No. of Staff Full-time/Part-time
NPC 1 N/A N/A

Youth, Sport & C. 7 4 Part-time
Works & Transport 8 2 Part-time
Trade and Industry 9 3 Full-Time
Labour 1 None None
Health and Social Sc. 2 2 Part-time
Finance 9 2 Full-time
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Environment and T. 5 5 Full-time
Education 9 4 Full-time
Agriculture, Water 7 None None
No. of Ministries No. of SOEs No. of Staff No. of Staff
monitoring monitored Full- time Part-time
7 49 12 8

Source: Compiled by the Authors

The Results can be summarised that 12 full-time staff and 8 part-time staff are employed
across 7 Ministries to monitor and evaluate 49 SOEs. If 2 part-time workers are count-ed as
one full-time staff, then 16 full-time staff are employed for 49 SOEs. This in turn leads to a
ratio 0.33 staff time per SOE. Having 84 SOEs in Namibia (taking Telecom and Post each as
one SOE) the monitoring done by Line Ministries would require 27.5 full-time staff.
However, this calculation is not entirely correct as it assumes that the time needed to monitor
one SOE is always same. That is not the case as one could assume that as people gain
experience and standardise their approach, so the monitoring time per SOE could be expected
to decrease. Furthermore, some SOEs are likely to be more complicated to evaluate than
others, perhaps due to their size or structure.

5.2.4.2 Governance Agreements

22 SOEs responded that their Line Ministry monitors their compliance with key performance
indicators for Governance Agreements. This is consistent with answers in Part A of the
questionnaire asking about the existence of Governance Agreements. However, the results of
M&E of Governance Agreements are recorded in a database for only 9 of the 22 monitored
SOEs, while Ministries indicated that standard procedures were in place if SOEs fail to reach
the agreed performance indicators (and that those procedures are written into Governance
Agreements) for only 2 SOEs. The 2 ‘yes’ answers were given by the National Planning
Commission for the one SOE under their Vote, and by the Ministry of Health.

Table 10. Monitoring and Evaluation of Governance Agreements

M&E Governance Agreements
Monitoring of compliance with key performance indicators for Governance

Agreements?
Number of SOEs Yes No Not answered
67 22 26 19
100% 32.8% 38.8% 28.4%
It this monitoring recorded (e.g. in excel etc.) or rather done on an ad hoc basis?
Number of monitored SOEs Yes No Not answered
22 9 7 6

What happens if the SOE fails to reach the agreed performance indicators?
Procedures in place for the line Ministry to follow in response to
failures?
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Number of monitored SOEs Yes No Not answered
22 2 12 8
Avre these procedures written into Governance Agreements with SOES?
Number of monitored SOEs Yes No Not answered
22 2 14 6

Source: Compiled by the Authors
5.2.4.3 Performance Agreements

Results for the monitoring and evaluation of Performance Agreements are comparable to
those given for Governance Agreements. Ministries indicated that they monitor the
compliance with Performance Agreements for 15 SOEs. Again, this answer is consistent with
results concerning the existence of Performance Agreements in part B of the questionnaire.
Meanwhile, Ministries record the results of M&E of Performance Agreements for 8 SOEs.
Only the National Planning Commission and Ministry of Health and Social Sciences have
installed standard procedures — and have communicated those procedures by writing it into
Performance Agreements — in the case that the SOE’s management or board fails to reach
their performance indicators.

5.2.4.4 Financial and Business Plans

Except for in the Ministry of Finance, all of the other 6 Ministries have staff spread across
different departments responsible for the monitoring and evaluation of Financial and
Business plans, or in other words, that there is no single unit in the Ministries (be-sides in the
Ministry of Finance) responsible for the M&E of Financial and Business plans. Based on this
information, one can assume that there is no standardised and uniform approach to
monitoring and evaluating of SOEs’ Financial and Business Plans, and neither across the
Ministries nor within any one Ministry itself. However, standardisation would lead to an
increase in professionalism, quality and efficiency.

5.2.5 Further Remarks, Comments or Suggestions

This section only incorporates comments and remarks which are closely related to the
preceding issues. All other remarks provided by respondents are documented in Annexes.

Of note are the following comments:

1. Ministry of Labour

» The social security commission M&E was mainly between the board and management.
Identified failures were mainly rectified between the board and management.

2. Ministry of Information, Communication and Technology

» No specialised expertise to assist ministry staff to facilitate draft of agreements. A
request to appoint a consultant was not approved in 2013.

» General lack of staff expertise to handle Government Issue - No dedicated unit or
specifically assigned to handle governance issues.

« Insufficient funds to professionally handle the activity.
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3. Ministry of Health and Social Science

« The coordination of the induction of all council members is crucial to strengthening the
governance of the SOE

« A forum for the SOEs is crucial for the sharing of the best practices and in-creasing
cooperation among SOEs

4. Ministry of Finance

» Capacity is limited; there are very little qualified technical/expertise interest in
government positions

« A system that can attract financial specialists to work with the monitoring and evaluation
of SOEs is extremely encouraged.

5. Ministry of Environment and Tourism
» The supervision of the State-owned enterprises within the ministry needs improvement

« The ministry has identified the supervision of SOEs as one of its priorities during this
annual plan

» According to the plan, all SOEs must have a Governance Agreement and a Performance
Agreement signed and a Financial and Business plan submitted by the end of the second
term of 2014/15, to enable the ministry to monitor and evaluate performance.

6. Compliance of SOEGC and its Secretariat

To complete the overall picture of SOE Corporate Governance in Namibia, the Ministry of
Finance also designed a questionnaire for the SOEGC Secretariat about its own compliance
with the SOE Governance Act. The questionnaire was sent to the SOEGC Secretariat in
mid-November 2013, but unfortunately, the Secretariat was not able to complete the
questionnaire before February, despite several follow up calls. Therefore, not all of the
following information is first hand from the SOEGC Secretariat itself, but rather relies on
newspaper articles and a report written by Deloitte (2012a) from 2012.

The SOE Governance Council and the SOE Governance Council Secretariat have to be seen
as a single functional unit, as it would not be fair in regards to compliance to differentiate
between the Secretariat and the Council. The role of the Secretariat is just to assist the
Council in its tasks by doing the administrative work. The performance of the SOE
Governance Council and its Secretariat shall be measured against the objectives and
responsibilities defined in the SOE Governance Act, specifically whether they have been met.

Table 11. Compliance of Council and Secretariat with SOE Governance Act

Obijective/Responsibility/Task Status

1 | Establish generally accepted common | Report on Corporate Governance
principles of corporate governance and guidelines for SOEs has been done, but
good practice governing SOEs those guidelines have not been adopted

by Cabinet and are not released as
common principles
2 | Develop common policy frameworks Included in Corporate Governance
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for the operations of SOEs, including guidelines but did not become a com-

policy on issues relating to human mon policy framework as the Cabinet

resources, assets and finance has not adopted those guidelines

3 | Lay down directives in relation to | Yes- Remuneration Directive Gov. Not

governance agreements, performance 174 of 12 August 2010;

agreements and the remuneration levels of | No - Directive on Governance and

Board members and senior executives Performance Agreement, only templates for
Agreements are designed and provided to Line
Ministries

4 | Determine criteria and means for the | None
performance measurement and evaluation

of SOEs
5 | Make determinations in relation to Advisory role; not in accordance with
board composition and membership SOE Act; section 15 appointments not
effective yet
6 | Comment on annual budgets of SOEs None
7 | Facilitate the training and development None
of board member and management in
corporate governance principles and
practice
8 | Receive and consider for approval None
submissions by SOEs on the annual
distributions of profits and declaration
of dividends in terms of section 25
9 | Submit to Cabinet for decision any None
proposed restructuring plans for SOEs
10 | Classify SOEs into categories as per Classification is done 2009 and 2011,
the Act Directive 12 August 2010

Source: Deloitte (2012a, p. 21)

Table 11 paints a picture of very poor performance by the SOEGC and its Secretariat, only
fully completing one task since 2006 — that of SOE classification (task 10). In addition, the
SOEGC and its Secretariat have partially completed a further three tasks (tasks 1, 2 and 3).

It could be argued that the limited number of experts employed in the SOEGC could go some
way towards explaining the weak performance of the Council and the Secretariat. For
example, only 4 out of 6 management positions are currently filled. However, this can only
partially explain the failure of the SOEGC and its Secretariat in fulfilling its mandate. Most
of its tasks are unique work orders that do not require constant monitoring, and as such, such
work could easily be outsourced to external consultants. Indeed, this happened with the SOE
classification and the remuneration Directive, which were both completed by Deloitte.
Therefore, the SOEGC Secretariat needs only to have the management capability necessary
to commission and to monitor consultancies, which it clearly does, given that this has been
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done on two occasions. The Secretariat’s failure to do this for more of its mandated tasks,
therefore, appears to be a result of management staff simply failing to adequately do their
jobs.

The Secretariat, however, is only the administrative arm of the Council, and therefore can’t
be made responsible for its failure. The SOE Governance Act delegates all responsibilities
directly to the Council, so the Council is the main body which should be kept accountable for
the poor performance. The Council has to delegate the tasks to the Secretariat and to monitor
whether the Secretariat performs the tasks assigned.

7. Summary of results and conclusion

The overall state of the Namibian SOE Corporate Governance system is weak. The 84
Namibian SOEs are nearly uncontrolled and unmonitored in regard to their Corporate
Governance. The Government spends nearly half the size of its annual development budget
on funding SOEs without controlling the performance of its investments.

The Namibian system of Corporate Governance is a decentralised model and relies almost
solely on the Line Ministries to ensure compliance. However, the majority of Line Ministries
are not executing their assigned ownership power. More than 50% of Line Ministries have
neither signed Governance nor Performance Agreements with the SOEs under their \Vote.
Most SOEs don’t inform their Line Ministries about their financial situation and their
investment plans on a regular basis. Without receiving Financial & Business Plans, the Line
Ministries effectively are lacking any data to measure the performance of SOEs. Nevertheless,
they do the budgeting for their SOEs. The question must be asked: How can they adequately
budget for SOEs if they don’t know what is going on?

Despite the fact that Line Ministries are not effectively executing the state’s shareholder
rights, they need lots of full-time staff for this task. Most Line Ministries don’t establish extra
units or divisions for SOE monitoring, and instead, delegate the task of monitoring
performance to staff across different divisions. There is no consistency in implementation and
uniformity in the monitoring of SOEs, as every Line Ministry is per-forming this task
differently. Further, by spreading staff both across and within Line Ministries, the benefit of
having a pool of financial, legal and accountancy experts concentrated in a single unit is
being missed out on. Additionally, the costs of bundling so many experts across 16 different
Line Ministries for the monitoring of only a few SOEs under their Vote are much too high;
having 82 SOEs reporting to 16 Line Minis-tries/Offices and 16 Line Ministries/Offices
reporting to the SOEGC or to Cabinet on State Ownership makes information sharing much
more costly, and is also likely to impede the quality of information. Finally, there could be a
conflict of interest between the Line Ministry’s task to regulating and developing a particular
industry and the monitoring of an SOE operating in this sector.

A further failure of the Corporate Governance system in Namibia is the weakness of the
SOEGC and its Secretariat. The function of the Council is to set up uniform rules, guidelines
and directives for SOE governance for the purpose of coordinating the process between Line
Ministries and SOEs. However, the SOEGC has no mandate to control the Line Ministries in
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their ownership execution. Furthermore, the Council and its

Secretariat has failed to fulfil most of these tasks. As a result, Line Ministries are operating in
a vacuum without receiving any orientation. Neither common principles of Corporate
Governance nor common policies frameworks for the operations of SOEs, including policy
on issues relating to human resources, assets and finance exist.

8. Recommendations
8.1 Centralised SOE-Monitoring and Evaluation Unit

It is felt that the current structure for monitoring and evaluating SOEs and ensuring their
compliance with appropriate Acts and Laws is inadequate. The decentralised system presently
employed in Namibia means that there is no consistency in the approach to the monitoring
and evaluating SOEs and that the personnel used to do so are spread across a number of
Ministries and departments to the detriment of efficiency and efficacy of monitoring and
evaluation. Further, it is suggested that the current system has too many stakeholders, which
has the result of making the reporting channels and roles and responsibilities of each
institution confusing and unnecessarily bureaucratic, also at the cost of efficiency and
efficacy of monitoring and evaluation, as well as at the cost of implementation and
enforcement.

Against this background, therefore, it is strongly recommended that a centralised unit is
established with the task of monitoring and evaluating the performance of SOEs, as well as
ensuring compliance with appropriate Acts and Laws. This will not only help to streamline
and clarify the process of monitoring and evaluating SOEs but will also concentrate skilled
professionals within a single organisation to take advantage of economies of scale and thus
reduce costs and improve efficiency.

The proposed structure is based on the Crown Ownership Monitoring Unit (COMU) in New
Zealand and Temasek Model in Singapore, where a centralised unit — based in the Treasury —
monitors the performance of SOEs and provides advice to Line Ministries on SOE
performance, but the Board and management of the SOE remains accountable to the
responsible Line Ministry.
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SOEGC reports on SOE performance
to Line Ministries, and enforces
Governance Agreements

SOEGC

SOE reports financial
and performance
indicator to SOEGC

Line
Ministries

Line Ministries provides technical
advice to SOEs and sign Performance
Agreements, SOE Board and
management is accountable to Line
Ministry

SOEs

Figure 5. Proposed Reporting Structure for SOEs
Source: Compiled by the Authors

Adapting this system to the context of Namibia, it is recommended that that SOEs report
directly to the SOEGC, which will take sole responsibility for monitoring and evaluating the
performance of SOEs and will subsequently provide advice to Line Ministries on SOE
performance. The SOEGC will also take responsibility for enforcing Governance Agreements.
The responsibility of the Line Ministry is therefore limited to providing technical assistance
to SOEs and enforcing Performance Agreements, as the Board and management of the SOEs
remain accountable to the Line Ministries. An added benefit of this structure is that the
current inherent conflict of interest between the Government’s three duties as legislator,
regulator and owner is addressed since the three tasks will now be divided among three
separate, independent institutions.

However, for this system to be effective, the SOEGC Secretariat (Ministry of SOEs) must be
restructured. It is recommended that the proposed centralised unit will take the form of a new
or revamped directorate within the SOEGC, with the following structure”

"This proposed structure has been adapted from Deloite (2012a), p25
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Figure 6. Proposed structure for Central SOE unit
Source: Compiled by the Authors

This proposed structure divides the task of monitoring and evaluating SOEs into three distinct
divisions: Governance, Performance and Finance. While the exact job descriptions for each
position within the proposed structure would still need to be finalised, the general idea is for
specialised personnel to be recruited to ensure that monitoring, and perhaps more importantly
evaluation, are performed to the requisite standard. This would, therefore, mean ensuring that
Analysts employed in the Finance division, for example, have the required training and
experience in reading and interpreting balance sheets and calculating and analysing financial
ratios, etc.

8.2 Efforts to Increase Accountability

A second shortcoming of the current system for monitoring and evaluating SOEs and
ensuring their compliance with appropriate Acts and Laws is that it fails to promote
accountability. At present, there are very few tangible repercussions if SOEs fail to hit their
performance targets, which mean that there is very little incentive for the management and
Boards of SOEs to improve the performance of the organisations they are responsible for.

This is in part due to the principal-agent problem, in so far as absent the principal-agent
problem, there are built-in accountability mechanisms such as the enterprise failing and going
bankrupt. However, this is not to say that other methods of improving accountability don’t
exist.

It is strongly recommended that Governance and Performance Agreements should be linked
to remuneration packages of management and Board members of SOEs. Withholding funding
from an SOE for failure to meet performance targets ultimately has a negative impact upon
the end-user and moreover fails to adequately discipline those who are responsible. Therefore,
a more appropriate punishment for failing to adhere to Governance and Performance

242 http://jpag.macrothink.org



ISSN 2161-7104

\\ MacrOthi“k Journal of Public Administration and Governance
A Institute ™ 2020, Vol. 10, No. 4

agreements would be to link remuneration packages of management and board members of
SOEs to the fulfilment of performance indicators. That is, if the SOE fails to meet its
performance targets, management and Board members do not receive a bonus. Remuneration
packages in this context should be heavily weighted towards bonuses (i.e. should have a
fairly low base salary, but a high overall salary should target be met) so as to encourage
management and Board members to improve corporate performance.

8.3 Criteria for New SOEs and Review of Existing SOEs

The existence of an SOE must be justified in two ways: On the one hand, there must be good
reasons why the job is done by a state-owned company and not by a private sector company.
As explained previously (see page 4), a state-owned enterprise may be justified in a market
economy only where there is a potential market failure. This risk of market failure must be
described in detail in the creation of the SOEs, and over the years a Commission should
regularly review whether the risk still persists and thus the existence of the SOE is still
justified. On the other hand, the Government must be able to explain what the advantage is of
the task being performed by an independently operating SOE instead of civil servants within
a Line Ministry. Why is the job outsourced from a Minis-try to an SOE? Outsourcing from
public administration might make sense for two reasons: (1) The avoidance of a conflict of
interests for the Government be-tween the task of legislator and regulator and the task of
operating a service provider; and (2) An increase in efficiency and in professionalism.
However, this argument needs to be backed by cost calculations. Furthermore, one might ask
the question why the ministry administration is so much less effective and professional
compared to an independent SOE. These too must be described in detail in the creation of the
SOEs, and over the years a Commission should regularly review whether the original
rationale for creating the SOE is still justified.

The current problems of Corporate Governance of SOEs are also the result of the large
number of existing SOEs. Of course, it would be easier to control 20 or 30 SOEs than 84
SOEs. However, it seems that SOEs are mushrooming in Namibia as the number of SOEs
continues to increase. Yet, it is not just the number of SOEs; the budget spending for SOEs is
also increasing. In FY2006/07, money transfers from Government to SOEs were just under
N$1 billion, having increased from just N$102 million in FY1993/94. In FY2011/12,
however, that figure had increased to N$1.4 billion, while the current MTEF period estimates
a further N$4.5 billion for SOEs over the next three fiscal years. It is, therefore, time to cap
the number of SOEs, or even to reduce it.

The SOE Governance Act should be updated to include a chapter about the establishment of
SOEs. It should define exactly when it is appropriate to found an SOE and when it is not.
Furthermore, the amended Act should request the development of standard procedures for the
establishment of SOEs. The standards for founding an SOE should request that new SOEs
have to register under the Companies Act, and are not created under an individual statute.
Meanwhile, those SOEs which have been born of an individual Act should be reregistered
under the Company Act, and the Act/statute should be abolished. By doing so, SOEs will be
forced to operate under the same law as private companies, without any differences.
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Additionally, the amended Act should request a central body to assess the justification for
new and existing SOEs. Every 2-3 years, all SOEs should be reviewed to assess whether the
original reason for founding them still applies.

These are recommendations similarly made by Forf& (2010) who in analysing the in Irish
SOE sector notes:

“One stringent example is the German budget law which requires the
Government to examine and put forward a positive argument for the companies to
be retained in State ownership. This process is required every 2 years and the
automatic commencement of privatisation follows if the case for continuation of
state ownership is not accepted in the budget bill. Therefore, in theory there is no
difference between arguing for the creation of new SOEs and the continuation of
existing SOEs. Such a requirement logically needs to be backed by standardised
evaluation criteria and processes. The UK takes a similar approach to the question
of whether continued state ownership of companies is justified rather than
proceeding on a status quo basis.”

8.4 Transparency and Disclosure Policy

SOEs belong to all citizens of the country. Taking this into account, the Government should
publish annual accountability reports on SOE performance, budget funds used for SOEs,
financial guarantees etc. for public dissemination. A website should list all SOEs with
financial statements available for download. Salaries of CEOs and Board members should be
published. Public opinion and the press are sometimes the best control of Government and its
SOE policy, and often much better than opposition parties in parliament. SOEs themselves
should be subject to annual independent external audit based on international standards. The
existence of specific state control procedures does not substitute for an independent external
audit OECD (2005, p. 16)

8.5 SOE Financing

It has been proposed that a system of pooled funding be established to help finance SOEs.
The recommend involved system earnings from profitable SOEs subsidising SOEs which run
a deficit, with the rationale being that this would help to ease the burden on the central budget
of funding SOEs. However, this thinking is severely flawed. Not only does it not encourage
failing SOEs to become more productive, but it actually discourages well-functioning SOES
from maximising their efficiency. If failing SOEs know that they will be subsidised by
profitable SOEs, there is no reason for them to improve. Meanwhile, if profitable SOEs know
that their profits will go towards bailing out underperforming SOEs, there is no longer any
reason for them to perform well — it is far easier for them to fail and simply receive a transfer
from another SOE.

That said, there is a need to reform the current system of financing SOEs. Firstly, there it is
essential that the budgeting process for SOEs is overhauled. Currently, Line Ministries assess
the funding needs for the SOEs under their Votes, which are then submitted to the Ministry of
Finance. However, this system means that the Ministry of Finance — which has ultimate
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responsibility for allocating State funds — never has the opportunity to assess for themselves
the budget requests from SOEs. This highly opaque and unaccountable system is both
inefficient and costly.

It is recommended that assessments of SOE funding requests are performed by the Finance
division in the newly formed central unit. Strict guidelines should be established for doing so,
including the stipulation that SOEs must submit current audit-ed financial statements. Failure
to do so should result in a penalty, such as a remunerative penalty for the management and/or
Board of the SOE in addition to a freeze on funding from central Government, for example,
capping transfers equal to the previous year. Although this has the potential to negatively
impact the end-user, a more accountable and transparent budgeting system is essential.
Indeed, without better monitoring and evaluation of SOEs, it is impossible to determine
whether end-users are being negatively impacted, and if so, to what extent.

Beyond this, the current Government cash management system is lacking efficiency. Funds
budgeted for Line Ministries and SOEs are paid at the beginning of every quarter to the
ministry, which deposits the money in a commercial bank account. The banks subsequently
use these deposits for investing in Government Treasury Bills. Remuneration of deposits is
much lower than the interest banks receive from buying Treasury Bills. This system makes
commercial banks rich on the back of taxpayer’s money.

What the commercial banks are doing in this example, is acting as an intermediary which
collects deposits from public entities on the liability side and lends to public entities on the
asset side, could be easily done by a Government institution itself. Namibia could follow the
South African example to found a “Corporation of Public Deposits”, which is the transaction
platform for money market investments within the public sector. Bank of Namibia would
support such a public intermediation model as the money is kept within the domestic public
sector, which in turn reduces the risk of capital exports to SA. This system essentially
introduces the idea of pooled funding, but makes it optional rather than compulsory, and
therefore eliminates the negative repercussions associated with the original pooled funding
system. However, a precondition for such a finance facility is to know exactly the credit risk
of every SOEs participating in such a system. Therefore the financing solution comes only
after the implementation of the above described SOE Corporate Governance reforms.

9. Study Implication

It is strongly encouraged that the results and recommendations presented in this paper form
the basis for any discussions on how the SOE sector in Namibia and other developing
countries can be reformed. The results of this study suggest that the sector is in desperate
need of reform and that this must begin with addressing the myriad weaknesses in Corporate
Governance. It is also recommended that further empirical studies are conducted to build on
the work presented here. Evidence-based policymaking must be made a priority, but for this
to happen, the evidence must first be produced. To this end, empirical studies such as this
paper are vital.
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Note:

The State-owned Enterprises Governance Act of 2006 amended in 2015 to replace the
State-owned Enterprises Governance Council with the Minister responsible for public
enterprises and creation of the ministry of public enterprises to provide for incidental matters.
Hence, the responsibilities of the Council were all transferred to the Minister responsible for
public enterprises. Furthermore, the Public Enterprises Governance Act of 2019 was
promulgated in 2019. However, the Act still gave so much power to the Line Ministers® to
interfere on SOEs’ operations. Hence, the risk of political interference on the SOEs operation
still exists. Therefore, this study is still relevant since nothing much has changed on the SOEs
governance.
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