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1. Definitions 

approval procedure

the policy approval procedure whereby officials have a mandate to negotiate and structure incentive packages for investors without obtaining additional approval

contract

written signed agreement between NMBMM and investor detailing incentives and contractual conditions 

cumulative NPV value

total NPV value of all incentives already approved and recommended for approval within existing financial year 

economic contribution

the net result as calculated by the incentive economic model

financial ceiling

the percentage of the financial contribution that represents the maximum value that may be applied for incentives e.g. 80%

incentive evaluation model

the latest approved version of the NMBMM incentive economic evaluation model 

incentive list

the list of pre-approved incentives that may be negotiated with investors

investment category

determines the potential attractiveness of the investment. Large attractive investments will receive more senior level attention

negotiation process

type and level of negotiation

qualify

hurdle conditions that are specified from time to time such as preferred industries or industries that require additional motivation 

service orientated

focused on client satisfaction by streamlining municipal processes e.g. with the aid of an investors service desk

responsible official/authority

an official or appropriate mandated team/structure from EDTA that will be responsible for negotiating an incentive package with potential investors and ensure the implementation of this policy

2. Incentive policy preamble
This approved incentive policy represents NMBMM's intent with respect to the management of incentives as additional tool for attracting and keeping lucrative investments for the Metropole.

Focus should not be removed from the provision of excellent services by all NMBMM entities to attract investors as well as all the other benefits already in existence within the Metropole.

The key feature of this policy is to implement pre-approved incentive budgets, a pre-approved incentive list that can be upgraded from time to time within an agreed approval procedure. This will speed-up the investors’ negotiations process and as such add to increasing competitiveness.

This policy intrinsically recognises that the investment situation is subject to continuous change and therefore aims to provide guidelines that are fairly robust to such dynamics. 

NMBMM's task in respect of the managing of incentives is to creatively match the needs of investors and the range of incentives that could be provided.

This policy is focusing on the added value of new investments and shall not support the eroding of NMBMM income by creating loopholes or precedents.

The incentive evaluation model plays a key role in decision support and investment monitoring to ensure that this policy is fair and consistent.  

3. Aim, focus and scope of the incentive policy 

 The aim of this policy is:

To provide the necessary principles, processes, approval procedure, roles and responsibilities to enable a professional, consistent and transparent incentive management dispensation.

The focus of the policy is to attract lucrative additional industrial or service related investments for the Metropole from new and existing investors that comply with the qualification criteria contemplated in this policy. 

The scope of the policy covers the NMBMM but excludes any investment programme or projects that already enjoy incentives such as, but not limited to Coega and the Urban Development Zone (UDZ), where separate incentive schemes are applicable not covered by this policy. In the event that such programmes or projects seek further incentives in terms of this policy, Council approval shall be sought.

4. Investment context

The present situation is not conducive to streamlined investor support due to inter alia the following:

· prospective investors have to interact with a host of business units to obtain information for their respective business calculations and decisions

· no single entity within the NMBMM has the mandate to negotiate or facilitate incentive packages that could entice or influence the decision to the benefit of the Metropole

To streamline investor support, it has become imperative to have a NMBMM policy to ensure that this pre-application incentive process can be managed in a professional and constructive manner, applying approved principles and processes according to allocated roles and responsibilities within an incentive approval procedure. Such a process will reduce any biased decisions and thereby reduce the manipulation of decisions for personal or political gain. 

5. Types of incentives

There are different types of incentives that may be changed from time to time by the responsible business units as part of the policy review procedure. The incentives are divided into four main categories namely, service related, asset related, holiday periods on rates and creative incentives.

5.1 Service related

Subsidised rezoning applications

Assistance with EIAs

Subsidised fees for building plan approvals

Prioritised treatment of application processes

5.2 Asset related

Cost sharing of new physical service related support infrastructure 
Rental subsidisation

5.3 Holiday period on rates 

A business can apply for a rates holiday to assist in lowering startup costs. This can be achieved via a 100% discount over a period or a sliding scale for service payments to make investments more attractive. An example of such a sliding scale is. 33.3% year 1, 66.7% year 2 and 100% year 3 etc.

5.4 Creative incentives

Creative incentives could be added to this policy as part of the policy review process e.g. assistance with specialised skills training

6. Incentive management principles

It is acknowledged that the investment environment is dynamic and the considerations and governance is therefore essentially in a “continuous” state of flux. It follows that the incentive management principles should support an adaptable business dispensation

This policy needs to be interpreted in accordance with the applicable legislation, policies and strategies, including but not limited to:

· Municipal Finance Management Act (MFMA) 

· Municipal Systems Act 

The following key principles of this policy are the main drivers for the relevant procedures:

6.1 The incentive scheme is dependent on a service orientated marketing approach

6.1.1 Rationale

· The first impression that new investors get from NMBMM is largely based on the service they receive when requesting information. A service orientated approach is mandatory to assist this marketing drive

· It is further important to have an approved procedure within which negotiations can proceed to ensure a proper response time to investors

· The attractiveness of the investment packaging should further have an influence on the negotiation process as large investments obviously require more attention than small investments

6.1.2 Implication

· A single point of contact e.g. an investors’ service desk is a pre-requisite for success 

· Internal service level agreements between the investor’s service desk and respective business units for responding to investor’s requests need to be in place

· Agreed escalation procedures should such internal service level agreements be violated to ensure quality investors’ services

6.2 This incentive scheme is only applicable to new investments that qualifies 

6.2.1 Rationale

· NMBMM has identified a number of industry sectors that it seeks to attract i.e.:

· Automotive 
· Agri-processing

· Pharmaceutical

· Textiles and clothing

· Metal industry

· Tourism

· Film
· Similarly there may be other non-preferred industries that could add value according to the incentive evaluation model. However, being outside the targeted scope, providing incentives to such non-preferred industries, would require additional motivation for approval by Council
6.2.2 Implication

· The approval procedure needs to be accompanied with clear pre-approved qualification as well as non-qualifying criteria e.g.

· NEMA scheduled high risk industries 

· Investment not within incentivised industries 

· Economic contributions not meeting minimum level. In this regard the National Small Business Act should serve as the guideline
· Benefit to economic less active regions 

· The responsible official/authority shall therefore apply the approved qualifying criteria before proceeding with any incentive calculations or negotiations

6.3 The direct and indirect economic contribution of an investment as per the incentive evaluation model is evaluated to determine the financial ceiling of the incentives

6.3.1 Rationale

· The incentive evaluation model has been developed to support the negotiating process. It calculates the net present value (NPV) of the direct and indirect financial contribution of the investment over 5 years

· The incentive evaluation model was designed to be relatively simplistic and consistent but aligned with the generally accepted theories of economic contribution and accounting principles

· This economic contribution represents the total value-add of the investment to the Metropole 
· This value gives the responsible official/authority a reference point for negotiations

· Application of the incentive evaluation model gives consistency and transparency creating confidence in the incentive management process

6.3.2 Implication

· Incentives must be seen as the “little push” in the right direction and not as an instrument to change economic competitiveness

· Incentives will level the playing field against competitors offering similar services

· The allocation of incentives should not adversely affect existing rates and tariffs of the broader Metropole consumer base and should be managed within an approved budget.

· The economic contribution value is further used for prioritisation as well as the structuring of the incentive packages

6.4 Incentives could only be allocated from the pre-approved incentive list 

6.4.1 Rationale

· The pre-approved incentive list ensures no surprises and unknown financial implications 

· Together with the approval procedure, it allows fast response times to investors giving NMBMM a competitive edge in investors’ incentive negotiations

6.4.2 Implication

· Business units need to structure and cost their respective contributions to the incentive list

· Business units to cost their respective contributions for budgeting purposes
· The responsible official/authority needs to have a table of pre-approved incentives and packages for different investment conditions to reduce level of discretion

6.5 The cumulative value of incentives shall remain within the approved incentive budget 

6.5.1 Rationale

· Management control is essential to ensure that allocated incentives remain within approved boundaries

6.5.2 Implication

· The standard value of incentives will have to be part of the incentive list 

· Budget control per approved incentive portfolio shall be applied to ensure that budget is available from EDTA before incentive services are provided by individual business units 

· The policy and approval procedures shall provide for mechanisms dealing incentive budget adjustments in cases where the incentive budget is depleted at a time when further lucrative investments need to be attracted

6.6 The policy gives mandated authority to responsible officials according to pre-determined conditions for authorising incentive negotiations and recommendations

6.6.1 Rationale

· This is necessary to speed-up the negotiation and approval process to ensure the best chance of obtaining lucrative investments for the Metropole

6.6.2 Implication

· The conditions of the mandated authority need to be clear and pre-approved by council

· The normal or ad hoc NMBMM approval process shall be applicable  once an investment does not conform to the requirements stipulated in this policy or the incentive evaluation model

7. Incentive management procedures

7.1 Maintenance of this incentive policy

7.1.1 The incentive policy shall be reviewed at least annually to coincide with the budget approval cycle

7.1.2 Ad hoc requests by business units to review the incentive policy  shall follow the standard council approval process

7.1.3 The council can instruct changes to the policy from time to time

7.1.4 The updated approved incentive policy shall be maintained at all times on the NMBMM intranet 

7.1.5 Updated approved incentive qualifier conditions e.g. preferred industry list shall be maintained on the NMBMM intranet

7.1.6 Business units shall provide a incentive list of available incentives as well as the associated standard NPV value

7.1.7 Business units shall cost their incentive contributions per financial year for budgeting by EDTA and allocation of incentive costs 
7.1.8 The approved version of the incentive evaluation model shall be maintained in the same manner as the incentive policy

7.2 Investments evaluation

7.2.1 Investments shall be screened against the set criteria to evaluate whether incentive management process is applicable

7.2.2 Negotiations shall proceed within the incentive approval procedure if the qualification criteria is met

7.2.3 Only the official approved incentive evaluation model shall be used to establish the economic contribution of an investment.

7.2.4 An evaluation report shall be completed together with a draft incentive contract for final negotiations and approval

7.3 Build investors’ relationships

7.3.1 The final negotiation process shall follow the principles of this policy

7.3.2 The level of seniority for relationship building and negotiations shall be taken into account 

7.4 Approval procedure

7.4.1 The incentive approval procedure shall mandate the responsible official/ authority to negotiate and recommend an investor’s incentives package

7.4.2 The final incentive contract shall become the legal binding agreement between NMBMM and the investor for incentive management

7.4.3 The NMBMM incentive approvals shall be in accordance with the applicable delegated authorities determined from time to time 

7.4.4 The following conditions mandate the respective EDTA official/authority to conduct incentive negotiations:

· The investment qualifies for incentive management

· The economic contribution of the investment is positive

· Incentive portfolio limited to the official “shopping list” and pre-conditions

· Incentive portfolio NPV below 50% of the economic contribution ceiling

· Evaluation done with official evaluation tool

· Negotiations according to approved incentive policy 

7.4.5 The following conditions mandate the EDTA manager to approve the recommended incentive packages and associated contracts:

· Recommendations and draft contract complies with the above incentive policy approval procedure

· Sufficient NPV incentive budget available to fund the recommendations

· Approval according to approved incentive policy 

7.4.6 The following conditions require approval from the relevant BUM standing committee (relevant to the particular incentives concerned):

· Where a deviation to the shopping list is recommended or requested

· Where a larger NPV package than 50% is recommended – still within NPV budget

· When remedial action concerning the non performance of an investor requires additional NPV incentive budget from EDTA
7.4.7 The following conditions require approval from the NMBMM ad hoc process or normal approval process:

· For any recommendations or contracting outside the incentive policy approval procedure

· For additional NPV incentive budget within a financial year

· For annual or ad hoc changes to the incentive policy – 

7.4.8 The respective EDTA official/authority shall maintain a documented audit trail of adherence to the approval procedure

7.5 Implementation of approvals

7.5.1 The respective business units shall implement the contracted incentives 

7.5.2 The contract conditions shall be monitored for adherence by the respective EDTA official/authority

7.5.3 Adjustments to the incentives shall be initiated for implementation or re-negotiations where contract conditions are not met by the investor

8. Roles and responsibilities

This policy gives the broad roles and responsibilities of each involved department. Each department shall develop and maintain its own internal procedures as necessary to support this policy.

The business units have the following main roles and responsibilities:

8.1 Budget and Treasury

8.1.1 Assist with annual update of the official economic model
8.1.2 Evaluate and approve incentive budget from EDTA
8.1.3 Assist BUs with incentive structuring and costing of the incentive list

8.1.4 Assist with monitoring of incentive portfolio allocations 

8.1.5 To create a separate vote for incentives

8.1.6 To maintain a control sheet per BU for implemented incentives

8.1.7 To assist with investor performance monitoring

8.1.8 To assist with investors’ negotiation processes where appropriate

8.2 Economic Development, Tourism and Agriculture 

8.2.1 To implement and maintain this policy

8.2.2 To budget for incentives based on standard costing from BU’s on  shopping list

8.2.3 To facilitate all commercial incentive programme negotiations within the approval procedure

8.2.4 To facilitate special incentive negotiations outside the approval procedure

8.2.5 Secretariat role for major negotiations led by ad hoc team

8.2.6 Develop and maintain healthy relationships with investors (service orientation)

8.2.7 To budget for ad hoc incentive sweeteners

8.2.8 To do quarterly and annual reporting on incentive policy and investors’ performance

8.2.9 To evaluate continuously the added value of this incentive policy 

8.3 Line Business Units

8.3.1 To develop, structure and cost appropriate incentive sweeteners

8.3.2 To maintain their respective incentives on the incentive list (including pre-requisites and standard costing)

8.3.3 To assist with negotiation process where appropriate

9. Appendix B:
Glossary of Terms

	Abbr.
	Term

	BU
	Business Unit

	EDTA
	Economic Development Tourism and Agriculture

	EIA
	Environmental Impact  Assessments

	NMBMM
	Nelson Mandela Metropolitan Municipality

	NPV
	Net Present Value

	UDZ
	Urban Development Zone
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