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Terms of Reference \&

DHET Ministerial Task Team

Whether or not the existing NSFAS Act, structure and mandate is still suitable to
address the funding and other forms of support to poor and “missing middle”
students,

Raise sufficient funding from the public sector, private sector and other sources to
offer a complete solution to fund poor and “missing middle” students at
universities and TVET colleges,

The feasibility of granting fully subsidized loans to poor students and loans with
progressive reducing subsidies as household income increases for the “missing
middle” students,

The funding of occupations in high demand,

Develop proposals which contribute towards the improvement of the success and
graduation rates for poor and “missing middle” students and reduce drop-out
rates,

Create an efficient and robust model with appropriate internal controls to
minimise leakage, fraud and risk in the granting and disbursement of bursaries and
loans to deserving students whilst improve the collection of loan portion granted
and convenience to students.



The proposed funding model and the
White Paper for Post School Education and Training

ISFAP seeks to contribute to some of the White Paper objectives:

e a post-school system that can assist in building a fair, equitable,
non-racial, non-sexist and democratic South Africa;

e asingle, coordinated post-school education and training system;

e expanded access, improved quality and increased diversity of
provision;

e astronger and more cooperative relationship between education
and training institutions and the workplace;

e a post-school education and training system that is responsive to
the needs of individual citizens, employers in both public and
orivate sectors, as well as

 broader societal and developmental objectives.



G
ISFAP and the HRDC

The work of the HRD Council is organised into five
programmes for the achievement of the strategic goals.
For each programme there are strategic objectives. The
following are the five programmes:

Programme 1: Science, Maths, Technology and
Languages

Programme 2: TVET

Programme 3: Higher Education and Training, Research
and Innovation

Programme 4: Skills for the transformed society and
the economy

Programme 5: Developmental state



Programme 2, 3 and 4 of the HRDC

Improve the supply of occupations that are in high
demand

Build strong linkages and relationships with employers in
the delivery of priority programmes

Provide support and advice to students (student support
services for Vocational and Continuing Education and
Training)

Increase the participation of employers (large, medium and
small) in the provision of workplace training to meet the
needs of the economy3

Put in place a skills system that is effective in brokering
partnerships to address priority skills needs in the
economy



Key Strategic Objectives of the Model

. Promote progressive
support to financially
needy students to
access higher
education

. Improve efficiency of
the new model over
the current model

. Align the skills
promoted by the
model with the NDP
and Human Resources
Development Council
Strategy

. Reduce the dropout
rates of poor students

. Improve “skin in the
game” in the future of
South Africa for all
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A The Constitution of the Republic of South Africa clearly supports the notion of affordable
higher education for all and progressive support for financially needy students to access higher
education, but it does not promise free higher education

Ve

A Raise sufficient funding,(about R20 billion per year progressively increasing) , to offer a
complete solution to fund poor and “missing middle” students at universities and TVET
colleges.

A\ Create an efficient and robust model to minimise leakage, fraud and risk in the granting and
disbursement of bursaries and loans to deserving students.
A Improve the collection of loans.

A\ Incentivise the private sector to invest for social good and financial returns.

A\ Fast track South Africa’s skills production for the 215t century.
A\ Incentivise all stakeholders (government, students, universities, TVET colleges and private
sector) to focus on producing skills and occupations in high demand (OHD).

A Reduce unemployed graduates and promote better career pathways for students.

A\ Provide sufficient funding to poor and “missing middle” students to cover the full cost of study
at universities.

A Provide comprehensive psychosocial and life skills support for poor students.

A Create a shared and common vision for education in South Africa.

A Improve co-operation and collaboration between the public sector, the private sector and
universities in the production of skills and employment creation.

ISFAP



Summary of lending philosophy changes

Lending Programme NSFAS ISFAP

Poor Students * Income below R122 000 p.a. e Covers poor minddI"eni stsu chgnt s
Rates . 80% of repo rate e Varied depending on means test and course of
study
Funding » Government e Public/Private sector (incl. NGOs, DFls, etc)
Debt management » Government funded e Privately/Public managed
Dropout rates & cost to govt * High e Low

100% Loan to all NSFAS qualifying students . pqor students receive fully subsidised funding

-40% converted to bursary if student passes -Split between loan and bursary based on means

-100% of final year funding converted to bursary if €St

Loan versus bursary ratio
student pass

-More loan versus grant in final of study. Higher
proportion of grant in year 1 and 2 of study.

Programme qualifications * Means test and acceptance to HEI « Means test and acceptance to HEI

» NSFAS applies a CAP (currently R71,800)
resulting in underfunding of students where * ISFAP will pay for the Full Cost of Study.
Full Cost of Study (FCS) FCS is more than the NSFAS cap.

« More funding, better incentives for students,
universities, private sector

Occupations in high demand Limited funding and incentives

Government overall cost « High e Low

No « No

Loan repayment while at HEI



Concept structure — key considerations — corporate governance \&
arrangements for the “SPVs” israp

® ISFAP to comply
with the National
Credit Act
promoting social
development

A Create a PUBLIC PRIVATE PARTNERSHIP

A Register ISFAP as a Development Finance Institution with the National
Contracts with Credit Act.

SOCi?' Service A Board appointments nominated through agreed process to ensure
Provider functional board, skills and efficiency and should include representation
partners to from the private sector, student bodies, government and potentially other

reduce dropout stakeholders.

rates A - I : :
A Managed efficiently utilising the best private sector and public systems

and processes.

Representative
corporate
governance
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Legal Instrument

("BBBEE Act") and in the Codes of Good Practice

Implications of ISFAP on Public Policy and Laws

Suggested amendments

-New entity to be included in the definition of “BLACK”
-Contributions to ISFAP to qualify-We propose a discussion with
the BBBEE Commissioner to issue guidelines which will promote the
allocation of a portion (50%) of the skills development contribution
towards bursaries with ISFAP as a recipient.

National Credit Act, 2005 ("NCA")

The NCA does not make provision for the collection of
outstanding credit agreements through the South African
Revenue Service ("SARS"). Should IFSAP require collection via
SARS then an amendment to the NCA would be required.

Banks Act, 1990 ("Banks Act")

Consideration should be given to amendments to the Banks Act
and the Banks Regulations that would have the effect that
banks that contribute funds (whether through loans, debt
instruments or otherwise) benefit from favourable capital
treatment.

Section 10(1)(q) of the Income Tax Act, 1962 ("ITA")

This provision will need to be specifically expanded to ensure
that indirect funding and funding of a group of homogenous
individuals may qualify.

Section 12| of the ITA

The section would need to be refined and expanded to operate
and provide any utility for the new scheme. In particular, the
legislation may need to be augmented so as to allow for
indirect funding and the funding of a group of homogeneous
individuals.

Section 12J of the ITA

A possible amendment that could be made is to enable a VC
company to issue special preference shares or something akin
to preference shares.




How will the ISFAP work for students
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Should CAS become operational, ISFAP will plug into the system
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Outline of the funding model

ISFAP
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DHE, DBE, Provinces, SETAS, etc.

Loans, grants/subsidies,
bursaries

ISFAP

Returns: commercial
Tenor: 5-7 years

Credit risk above expected
losses

Returns: commercial or lower
Tenor: 10+ years
Credit risk above 22.5%

Returns: outcome dependent
Tenor: 5-7 years

Loans

Returns: outcome dependent
Tenor: 5-7 years

Credit buffer up to
reasonable expectation

Grants, subsidies — no
repayment or specific returns



Apply UNI Accepted ISFAP Verify
—> —> —> | BANKS
Apply for
Funding

Advantages

* Student applies to Uni and is accepted for a particular course so no need for the student to go back to Uni
forthe purposes of this flow

* Costing for course is confirmed so funding application can be done to ISFAP with confirmed course details,
amounts, etc that is required for decisioning

Disadvantages

* Student could be accepted at Uni but is then declined for funding by ISFAP

ISFAP




Proposed CAS to be integrated in origination process

ISFAP

Matriculants

o\

=
o Central Application
g Service _ >
S
>
o —

Adults & e, ‘ ISFAP

Also provide useful data/analytics:
Household income
Credit information and analytics
Other demographics (originating
schools, subjects offered, etc)
OHD students

Preferred universities E I I E

Universities

New CAS likely to be introduced
from April 2018 (implementation in
the 2019 academic year)
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Promote and Incentivise Scarce Skills and Occupations in High
Demand (OHD)

ISFAP

Occupations in high demand will enjoy better incentives for students, universities, colleges and the
private sector. This will align supply and demand and significantly reduce unemployment.

OHD, as determined and defined by Human Resources Development Council (HRDC), in line with

Promote better alignment of National Development Plan.

skills supply and
demand focussing on
OHDOG s Students must be accepted by universities and colleges to study degrees towards OHD.

Better co-ordination of the S E T Askilsdevelopment plans.

Contractual arrangements between universities/colleges, private sector, and ISFAP for student
selection, student support, progression, and employment offtake.

Contractual arrangement between student, universities/colleges and employers (where appropriate)
to address entry requirements, pass and success rules.

Incentives for OHD Proposed Incentive structure:

* Students — students pursuing OHD get more financial incentives in the form of larger bursary to
loan ratio, interest discount and tax incentives.

® Universities — academic programmes for OHD enjoy better incentives than others.
* Universities contract minimum throughput pass rates where appropriate.
* Private sector — incentivised through revised BEE codes for black students.

* Additional private sector incentives through tax breaks for all students pursuing OHD to be
considered.
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Student Provides ID numbers at ISFAP

* ID of Student
* ID of Parents / Legal Guardian

Note: Comply with POPPI and PCI

Family Verification

Student Verification

(Opening of Transactional Account)

DHA

Mother Father
ID Y/N D Y/N

Legal Guardian
DY/N

v

Banks

KYC Process

ISFAP

Family verification will
be processed by ISFAP

Student verification
will be managed by the
banks in the
transactional account
opening process.

A regular small amount
will be required in the
transactional account
to keep it active, and
the mobility of
students needs to be
catered for




Student Provides some of the following to ISFAP
* Banking Details

* SASSA Acc nr

* TAX nr

* ID Number of Care Givers

Income Verification

v

v v v

SASSA

GrantY /N

Bureau SARS Banks

Credit Payments against Verify Income of Household Verify Income of Household
Income

v

Supplied by the Banks

Enquiry Process apply should Information be disputed

ISFAP

This process must be
internal to ISFAP, ring-
fenced, and strictly
governed

ISFAP will calculate
the household means
with reference to 5
outside parties as
depicted in the
diagram




R600k

Household
Means

R120k

Loans according to higher loan
repayment (due to drop-out)

plus household means
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ISFAP

ISFAP will centrally make
the decisions regarding
who is accepted for
funding together with
the terms, conditions,
and the
grant/loan/bursary
make-up of the funding

This conceptual model
reduces the future
burden of debt for the
poorer households, and
also distributes the loan
according to higher
repayment ability
segments (later years of
study).



Reducing the dropout rates
How the ISFAP Social Impact Bond will work isea
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Social Support

ISFAP

Social Support Eco System

Aim: An overarching support function that will assist students with their needs and also
contribute to the success of ISFAP, funded through a social bond.

SN _
——

| Financial | Studi and Emiloiment Suiiort | | Social Networks | | Induction?‘ Emotional Well Beini |

»  Assistance provided to students regarding *  language Support s Touch points with the students on a s Helping students adapt to Uni /College
money management *  Service providers that assist students with be weekly, monthly and annual basis s Interlinked with Study support
ctice stud rt Il loyabili . I .
*  Possible budget tool practice 5:)‘ ysulpp: # ‘:e as employabll s  Connecting ISFAP students with similar s Mentorship
. ampie: Haramoee
+  Monthlystatements ° courses etc for study support

*  Community based support through an online
*  Balance update  message &l PP g
platform
*  Supportfrom ISFAP studentnetwork
«  Vacwork and projectsinterfacing with

private/public sector

| Monitorini of student record: Recommendation - Outsource |

Constraints

*  Financial fitness:
s Importance of a clean credit record

Ensuring ISFAP has updated information (contact details) that will aid in the collection process as well as possible mentoring of new ISFAP students going forward




Proposed Project ISFAP Timeline

Distribution of Blueprint Implement ISFAP
 Stakeholder consultation

« Legislative and In pl|0t sites
regulatory changes

o Start development in
May 2016

Full rollout




Pilot concept \&

ISFAP

Framework of Pilot

*  Focus on “missing middle” only

e Limited group of OHD students to be selected

e Select a few universities and TVET’s

e Start with a single cohort studying different degrees/programmes and possibly extend over time
* Pilot to be transferred to ISFAP

Areas to Test within Pilot

e Selection process

* Contracting, disbursements and collections

e Loan vs. grant decisions

e Structure of partnerships with universities

e  Private sector grant capital raising

e Design of appropriate student support

e Determination of Social Impact Bond key performance Indicator matrices
e Administrative capacity

Social Support will need an SIB to scale it, for the pilot we may consider working in institutions and withi
partners that already offer this support suchTdsuthuka Rural Education Access Programme (REAP), andithe
. Michael and Susan Dell Foundation.

_________________________________________________________________________________________________________________________________



ISFAP Build and key milestones
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ISFAP pilot phase suggested structure

Governance structure

Public sector
appointees

Financial
institutions

ISFAP

Interim structure

(Likely to be an existing
foundation or
similar structure) Donations & “soft” loans

e

DFls,

- Foundations, etc

ISFAP

(New company)

1

Limited group of students

S 2

Companies

Banks Financial
institutions




Governance structures — NSFAS & ISFAP pilot

ISFAP

A NSFAS will continue to be governed in terms of existing legislated governance structure and
management.

A Government funding will continue during the interim period, until ISFAP is fully established and
1. NSFAS operational.

-

A Private sector assistance in day-to-day operations will continue to be sought as and when
appropriate to ensure enhanced collection levels.

-

A Alternative structures that can house an ISFAP pilot project are being investigated.

A The ISFAP pilot project will be conducted through a new company, being held 100% by the above
structure.

2 ISFAP pilOt A The intention will be to utilise, where possible, an existing vehicle that will not require legislative
' changes.

-

A Government will participate in the ISFAP pilot project by appointing a limited number of board
members.

A Funding in the form of donationsa n d “ s o witl Be raiseddronsprivate sector and donor
funders.




CONCLUSION

ISFAP

Project ISFAP
New partnership to fund more poor students
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