Vote 8

National Treasury

2006/07 2007/08 2008/09
R thousand To be appropriated
MTEF allocations 15 547 945 18 510 385 19769 440
of which:
Current payments 2427774 2700 204 2 884 650
Transfers and subsidies 13 107 620 15797 220 16 871 088
Payments for capital assets 12 551 12 961 13702
Statutory amounts 202 801 930 221025 393 242 815 825
Executive authority Minister of Finance
Accounting officer Director-General of the National Treasury
Aim

The aim of National Treasury is to promote economic development, good governance, social
progress and rising living standards through the accountable, economical, equitable and
sustainable management of public finances.

Programme purposes

Programme 1: Administration

Provide strategic management and administrative support to National Treasury, giving managerial
leadership to the work of the department.

Programme 2: Economic Planning and Budget Management

Provide professional advice and support to the Minister of Finance on economic and fiscal policy,
international financial relations, financial regulation, tax policy, intergovernmental financial
relations and public finance development. Manage the annual budget process.

Programme 3: Asset and Liability Management

Manage government’s financial assets and liabilities.

Programme 4: Financial Management and Systems

Manage and regulate government’s supply chain processes, implement and maintain standardised
financial systems, and co-ordinate the implementation of the Public Finance Management Act
(1999) and related capacity-building initiatives.

Programme 5: Financial Accounting and Reporting

Set new, and improve existing, accounting policies and practices to ensure compliance with
generally recognised accounting practices (GRAP), prepare consolidated financial statements, and
improve the efficiency of financial reporting in the public service.
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Programme 6: Provincial and Local Government Transfers

Manage conditional grants to the provincial and local spheres of government.

Programme 7: Civil and Military Pensions, Contributions to Funds and Other
Benefits

Provide for pension and post-retirement medical benefit obligations to former employees of state
departments and bodies, and for similar benefits to retired members of the military.

Programme 8: Fiscal Transfers

Transfer funds to other governments, public authorities and institutions in terms of the legal
provisions governing financial relations between government and the particular authority or
institution, including international development institutions of which government is a member.

Strategic overview and key policy developments: 2002/03 — 2008/09

Macroeconomic policies and fiscal reform

The long-term sustainability of South Africa’s public finances requires a sound fiscal framework.
The country’s stable fiscal position has enabled it to adopt a more expansionary fiscal stance over
the past few years. Such an expansionary budget framework allows for an increased spending
envelope from which government can fund priority programmes. National Treasury continues to
strengthen its fiscal analysis capacity, improving its understanding of fiscal trends and their effect
on long-term growth and investment. The expected increase in infrastructure spending over the
medium term would require that National Treasury and other departments improve the planning,
co-ordination and monitoring of projects of a capital nature to ensure efficiency and quality
spending.

National Treasury’s fiscal reform programme is guided by the objective of promoting sustainable
growth, development and poverty reduction. The reforms seek to improve budgetary transparency,
spending efficiency and effectiveness and financial management. The Treasury continues to
develop monitoring and reporting systems to increase spending transparency and accountability,
and thus improve service delivery by other departments and agencies.

Government’s macroeconomic policies are aimed at meeting the challenges of South Africa's
social and economic development in the context of an increasingly interdependent global
environment. The key priority is to increase growth to a higher and more sustainable level of at
least 6 per cent, in line with government’s accelerated and shared growth initiative (ASGI-SA).

Treasury’s macroeconomic policy objectives include deepening South Africa's financial markets,
gradually liberalising exchange controls, improving oversight of the financial sector, improving
consumer protection, and combating money laundering and the financing of terrorism. Efforts to
achieve macroeconomic convergence with the rest of the Southern African region continue with
National Treasury’s active involvement in the Southern African Development Community
(SADC) on issues such as taxation, investment and regional economic integration.

Intergovernmental fiscal relations

National Treasury places great value on building a good intergovernmental financial and fiscal
relations system. This is necessary to achieve service delivery targets and for efficient government
spending. The regular publication of trends in spending on both provincial and local government
level has empowered legislators to improve the quality of policy-making and spending at this level
of government.
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At the local government level, the priority will be to reinforce budget reform and financial
management. Building on the solid legal foundation of the Municipal Finance Management Act
(2003) (MFMA), municipalities will get targeted support to improve their financial management
capacity and to strengthen the link between policy, planning and budgets. Reform of the provincial
and municipal revenue-sharing arrangements has been concluded and is being operationalised.

Government has been encouraging local government structures to be viewed as key delivery grid-
points. However, capacity is not adequate and needs to be strengthened for overall delivery of
services, particularly in delivering infrastructure projects at local municipal level. Over time, the
grant allocations to municipalities have increased, and will continue to do so. While the largest
share of revenue still goes to provinces, grant allocations to the smallest and poorest municipalities
have nevertheless increased significantly over the years; directly supporting local municipal
capacity to deliver on their mandate. In future, it is anticipated that a review will be undertaken of
conditional grants. A revision of the equitable share formula is also envisaged due to the
abolishment of the Regional Services Council levies during 2006.

Financial management reforms

As part of its ongoing financial management reforms, National Treasury has established a supply
chain management office to assist departments with the management of transversal contracts and
also to ensure alignment of supply chain management practices with the PFMA. This development
will see the establishment of departmental supply chain management units under the responsibility
of the chief financial officer. It will ensure clarity of authority and accountability lines as well as
minimising risk and improving the sourcing processes and procedures.

Progress is being made with changes to the financial systems. National Treasury has completed the
development of the integrated financial management system (IFMS) master plan, user
requirements and prospectus, and is busy with phase 2. This will involve a detailed design of the
architectural platform of the IFMS, the establishment of a primary systems integrator with SITA
and the completion of certain public private partnership (PPP) arrangements to share financial and
technical risk.

National Treasury’s improvements to financial accounting and reporting continue to make steady
progress, with improvements introduced to the formats for financial reporting for national and
provincial government; aligning formats of the annual financial statements to the prescribed GRAP
standards.

National Treasury will continue to build and upgrade internal audit capacity in government. Its
work will focus on implementing audit and risk management frameworks as well as providing
support to the internal audit function throughout government.

Appropriate tax policies

Tax policy orientation has for some time been geared towards supporting a higher growth path for
the South African economy. While a number of administrative changes have been introduced to
ensure consistency, fairness and certainty, government has also provided tax relief for individuals
and corporates.

To improve the tax system, several measures will be introduced on the taxation of motor vehicles
and medical schemes. Also, to encourage investment in fixed property, transfer duties will be
reduced. Furthermore, the systematic reduction of the corporate tax rate should encourage
corporates to invest in large-scale investment projects.
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Managing public sector debt and government assets

Another priority for National Treasury is the prudent management of government’s financial assets
and liabilities. The main debt management objective remains financing the borrowing
requirements at the lowest cost within acceptable levels of risk. Management of government assets
places emphasis on improving state-owned entities’ financial performance and operational
efficiencies. Developments in government-wide risk management supported by prudent cash and
debt management policies and improving efficiencies in the management of state-owned entities
have all contributed to a continuing decline in debt service cost. This has freed new resources to
promote economic development and poverty relief.

Enhancement for budget process

Political oversight of the budget process has been increased through an earlier and more detailed
review of budget proposals by the Ministers’ Committee on the Budget.

These enhancements have improved the alignment between spending decisions and Government’s
strategic objectives.

International financial relations

The Treasury continues to play a significant role in the development of policies that are affected by
South African involvement in international affairs and particularly on the African continent. The
department continues to engage actively at regional and international level both with multilateral
institutions and with finance ministries and related authorities in other countries, focusing on
financial and fiscal support for New Partnership for Africa’s Development (Nepad) initiatives.
Increased work in the Southern African Customs Union (SACU) and SADC is another focus area.
Furthermore, National Treasury will require increased capacity to support reforms including
macroeconomic convergence, multi-year budget processes, and tax harmonisation.

Organisational environment

National Treasury’s organisational environment and strategic direction is informed by five external
strategic focus areas: promoting sustainable economic growth and work opportunities; reducing
poverty; ensuring good governance and accountability; promoting optimal allocation and
utilisation of financial resources in all spheres of government; and maintaining macroeconomic
stability. These are augmented by four internal strategic priorities: improving co-ordination and
communication; matching resources to workloads; developing human resource strategies to
address attraction and retention challenges; and developing management skills.

A major challenge for National Treasury has been filling vacancies and attracting appropriate
skills. The department has developed a plan to reduce its vacancy rate and has embarked on the
establishment of a talent pool to ensure that it enlists the services of the best possible skills. The
enhancement of the department’s successful internship programme will also continue to add to this
talent pool.
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Expenditure estimates
Table 8.1 National Treasury

Vote 8: National Treasury

Programme Adjusted Revised
Audited outcome appropriation estimate Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
1. Administration 123017 108 266 109 406 160 633 145 633 135 362 141732 155113
2. Economic 86 422 106 436 135734 169 949 162 949 246 656 259 070 245530
Planning and
Budget
Management
3. Assetand 20 062 51867 26 260 30 843 29 343 45474 47739 50 482
Liability
Management
4. Financial 258016 234 313 226 416 296 276 213276 559 798 725387 827 954
Management
and Systems
5. Financial 49 823 44717 31902 57 990 47990 86 684 92 076 98916
Accounting
and Reporting
6. Provincial and 2256 000 3239318 3934 260 4279513 4279513 4716776 6 822 682 7 396 707
Local
Government
Transfers
7. Civiland 1895922 2288 452 1921 319 2080 805 2060 805 2217532 2338308 2452 688
Military
Pensions,
Contributions
to Funds and
Other Benefits
8. Fiscal 5173719 6038 542 7124 664 7118 458 7018458 7539 663 8083 391 8542 050
Transfers
Subtotal 9 862 981 12111 911 13 509 961 14194467 13957967 15547945 18510385 19769 440
Direct chargeon 140703007 153851302 169735694| 187140632 186451632 202801930 221025393 242 815 825
National Revenue
Fund
Provinces 93895283 107538362 120884502| 135291632 135291632 150752930 167701393 187099 825
Equitable Share
State Debt Costs 46 807 724 46 312 940 48 851 192 51849000 51160000/ 52049000 53324000 55716000
Total 150565988 165963213 183245655 201335099 200409599 218349875 239535778 262 585 265
Change to 2005 Budget estimate (486 800)  (1412300) (79 411) 5664123 14376217
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Table 8.1 National Treasury (continued)

Adjusted Revised

Audited outcome appropriation estimate Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Economic classification
Current 48 538 403 48 094 558 50 570 433 53845612 53030112| 54476774 56 024204 58 600 650
payments
Compensation of 107 277 127 363 162 315 216 524 188 524 294 005 325882 348 270
employees
Social 1228 462 1259 073 1199 958 1319 965 1319 965 1386 042 1466 494 1539 944
contributions for
retired employees
Goods and 394 138 394 132 356 353 460 123 361623 747727 907 828 996 436
services
of which:
Communication 7117 6851 8611 16 153 16 153 9220 9792 10 392
Computer 1539 1034 189 487 287 582 157 582 319176 477614 557 447
Services
Consultants, 280 325 312 967 64 688 70 428 51928 292 564 288615 271278
contractors and
special services
Inventory 8174 8351 16 091 13246 13246 14711 15682 16 643
Maintenance 1696 1222 3101 5603 5603 3246 3398 3606
repair and
running cost
Operating leases 11411 12817 15321 16 898 16 898 16 801 18 089 20253
Travel and 15846 15841 15716 36 392 36 392 46 400 48 577 51555
subsistence
Personnel 3510 8616 6363 2122 2122 3005 3193 3389
Agency Fees
Audit fees 5049 6626 5139 8187 8187 11543 11827 12 552
Municipal 5577 5884 6177 6 666 6 666 7810 8476 9010
Services
Interest and rent 46 807 724 46 312 940 48 851 192 51849000 51160000 52049000 53324000 55716 000
on land
Financial 802 1050 615 - - - - -
transactions in
assets and
liabilities
Transfers and 101 992 559 117856 197 132 665238| 147467726 147357726 163860550 183498613 203970913
subsidies
Provinces and 96 151 603 110778055  124819255| 139571756 139571756| 155469756 174524075 194 496 532
municipalities
Departmental 4893217 5634 106 6773 404 6652 817 6652 817 7148 282 7 663 896 8099 711
agencies and
accounts
Universities and - - 795 5000 5000 5000 5000 5000
technikons
Public - 200 - 50500 500 500 - -
corporations and
private
enterprises
Foreign 299 629 429 315 366 907 443 896 393 896 423 667 452 883 476 875
governments and
international
organisations
Non-profit 50 52 56 58 58 62 65 68
institutions
Households 648 060 1014469 704 821 743 699 733699 813 283 852 694 892 727
Payments for 35 026 12 458 9984 21761 21761 12 551 12 961 13702
capital assets
Buildings and 5600 - - - - - - -
other fixed
structures
Machinery and 29 426 11770 8378 20 460 20 460 12196 12572 13 289
equipment
Software and - 688 1606 1301 1301 355 389 413
other intangible
assets
Total 150 565 988 165963213 183245655 201335099 200409599 218349875 239535778 262 585 265
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Expenditure trends

Most of the department’s direct expenditure goes towards transfer payments, including provincial
and local government transfers, civil and military pensions payments, and transfers to the South
African Revenue Service (SARS) and the Secret Services.

Between 2002/03 and 2005/06, expenditure increased from R9,9 billion to R14,2 billion at an
average annual rate of 12,9 per cent. The increase went mainly towards transfers, and there were
also significant increases in the department’s core programmes.

Expenditure is expected to increase substantially over the 2006 medium-term expenditure
framework (MTEF) period, mainly due to increases in transfers to SARS, the implementation of
the improved financial management system (IFMS) project and the introduction of the
neighbourhood development partnership grant. Expenditure is expected to reach R19,8 billion in
2008/09. Much of the future increase will go towards provincial and local government transfers.

Included in the additional allocations of the 2006 Budget are: R200 million in 2006/07,
R350 million in 2007/08 and R420 million in 2008/09 for implementing the IFMS; R336 million
(2006/07), R502 million (2007/08) and R601 million (2008/09) for the South African Revenue
Service; and R50 million (2006/07), R950 million (2007/08) and R1,5 billion (2008/09) for the
neighbourhood development partnership grant.

Direct charges on the National Revenue Fund

The department is responsible for the main statutory transfers to provincial governments. More
information on these transfers can be found in chapter 7 and annexure E of the 2006 Budget
Review and the 2006 Division of Revenue Bill. In addition, the National Treasury vote includes a
provision for servicing government’s debt obligations, which are direct charges against the
National Revenue Fund in terms of section 73 of the PFMA. In 2005/06, expenditure on state debt
costs will be R689 million lower than indicated in the 2005 Adjusted Estimates Budget, mainly
due to lower borrowing requirements and lower domestic interest rates, and lower foreign interest
payments due to the appreciation of the rand.

Departmental receipts

The main item of revenue is the interest on government deposits, and interest and dividends
received from the South African Reserve Bank. Over the medium term, revenue is expected to
decrease from R3,5 billion in 2006/07 to R3,1 billion in 2008/09, due to lower domestic interest
rates, especially interest on exchequer investments.

Table 8.2 Departmental receipts

Adjusted
Audited outcome appropriation Medium-term receipts estimate

R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Departmental receipts 1485 043 2131387 1941 457 1983973 3486 659 3377324 3148819
Sales of goods and services 10232 12295 43916 39573 41552 45707 48 509
produced by department

Fines, penalties and forfeits 555 100 000 150 000 642 675 742 787
Interest, dividends and rent on land 1457 683 2009 569 1742186 1920 490 3420000 3304 000 3071000
Sales of capital assets - - 307 - - - -
Financial transactions in assets and 16 573 9523 5048 23 268 24 432 26 875 28 523
liabilities

Total 1485 043 2131387 1941 457 1983973 3486 659 3377 324 3148819
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Programme 1: Administration

Administration provides strategic management and administrative support to National Treasury,
giving managerial leadership to the work of the department.

Expenditure estimates
Table 8.3 Administration

Subprogramme Adjusted
Audited outcome appropriation Medium-term expenditure estimate

R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Minister ! 691 747 791 837 887 934 981
Deputy Minister 2 511 552 625 680 721 759 797
Management 26 423 12 898 14 196 24 216 28 487 30513 31944
Corporate Services 79 271 76 211 73737 113228 81333 83517 93472
Property Management 16 121 17 858 20 057 21672 23934 26 009 27919
Total 123 017 108 266 109 406 160 633 135 362 141732 155 113
Change to 2005 Budget estimate 48 817 17 553 19 326 25203
1 Payable as from 1 April 2005. Salary: R 669 462. Car allowance: R 167 365.

2 Payable as from 1 April 2005. Salary: R 544 123. Car allowance: R 136 030.

Economic classification

Current payments 93 995 94 707 104 983 146 978 132 304 138 180 151 343
Compensation of employees 28912 31174 36 884 49 416 61933 65 847 69 884
Goods and services 65 053 63 046 68 092 97 562 70371 72333 81459
of which:

Communication 3996 3937 6374 12 168 2478 2696 2861
Computer Services 507 707 3509 3196 3345 3759 3989
Consultants, contractors and special 27 640 23090 12 162 21473 13708 11569 12278
services

Inventory 1960 2374 3125 3752 2998 3246 3445
Maintenance repair and running cost 1024 1031 1877 3584 1965 2057 2183
Operating leases 10 338 11711 14 163 15232 16 184 17 443 19 567
Travel and subsistence 5431 4414 4402 10 208 13274 14 080 14 943
Audit fees 4983 4620 5139 6198 6709 6764 7179
Municipal Services 5577 5884 6177 6 666 7810 8476 9010
Financial transactions in assets and 30 487 7 - - - -
liabilities

Transfers and subsidies 180 4717 278 338 176 165 175
Provinces and municipalities 84 92 112 116 16 - -
Departmental agencies and accounts 96 118 166 140 160 165 175
Households - 4507 - 82 - - -
Payments for capital assets 28 842 8842 4145 13 317 2882 3387 3595
Buildings and other fixed structures 5600 - - - - - -
Machinery and equipment 23 242 8378 2804 12 336 2632 3087 3276
Software and other intangible assets - 464 1341 981 250 300 318
Total 123 017 108 266 109 406 160 633 135 362 141732 155 113
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Table 8.3 Administration (continued)

Adjusted

Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Details of major transfers and subsidies:
Departmental agencies and
accounts
Public entities
Current 96 118 166 140 160 165 175
Finance, Accounting, Management, 96 118 166 140 160 165 175
Consulting and other Financial
Services (Fasset) Sector Education
and Training Authority

Expenditure trends

Expenditure between 2002/03 and 2004/05 decreased from R123 million to R109,4 million, due to
delays in re-scoping the document management system project, the review of structures for IT and
the refurbishment of office accommodation. Expenditure increased in 2005/06, by 46,8 per cent
compared to the previous year, reaching R160,6 million, as the projects were implemented.

There will be a moderate increase in expenditure between 2005/06 and 2008/09, from
R135,4 million to R155,1 million, an average annual increase of 7 per cent. The increase is due to
the devolution of funds from the Department of Public Works and capacity building in corporate
services.

From 1 April 2006, costs for leases and accommodation charges will be devolved from the
Department of Public Works to individual departments. National Treasury received the following
amounts: R23,9 million in 2006/07, R26 million in 2007/08 and R27,9 million in 2008/09.
Expenditure has been adjusted for 2002/03 to 2005/06.

Programme 2: Economic Planning and Budget Management

The Economic Planning and Budget Management programme provides for professional advice and
support to the Minister of Finance on economic and fiscal policy, international financial relations,
financial regulation, tax policy, intergovernmental financial relations and public finance
development, and for the management of the annual budget process.

There are four subprogrammes:

e Public Finance manages National Treasury’s relations with other national departments,
provides budgetary support to departments, and advises the minister and the rest of National
Treasury on departmental and government cluster matters. Focus areas include: departmental
and sectoral financing and budgeting; monitoring financial management, expenditure and
service delivery; policy analysis and policy development support; and, through the technical
assistance unit, project management support for development programmes and initiatives.

e Budget Office provides fiscal policy advice, oversees expenditure planning and the national
budget process, leads the budget reform programme, co-ordinates international technical
assistance and donor finance, supports PPPs, and compiles public finance statistics.

e [ntergovernmental Relations co-ordinates fiscal relations between national, provincial and local
government, and promotes sound provincial and municipal budgetary planning, reporting and
financial management.

e Economic Policy is responsible for providing macroeconomic analysis and policy advice,
managing international financial relations, formulating tax policy and legislation, and co-
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ordinating with the South African Reserve Bank on various areas of monetary policy, and with

the Financial Services Board on the regulation of financial services.

Expenditure estimates
Table 8.4 Economic Planning and Budget Management

Subprogramme Adjusted

Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Public Finance 19024 26 892 35 354 36 164 39 800 42 432 45330
Budget Office 17159 30339 39998 40 466 57 752 56 503 59780
Intergovernmental Relations 13 587 19 691 24 034 52 084 65633 66 243 52138
Economic Policy 36 652 29514 36 348 41235 83471 93 892 88 282
Total 86 422 106 436 135734 169 949 246 656 259 070 245530
Change to 2005 Budget estimate 18 188 83 600 88 394 64 391
Economic classification
Current payments 83948 97 623 125 574 156 135 230104 243293 229 644
Compensation of employees 43372 58 178 73642 96 227 120 191 136 369 148 785
Goods and services 40 576 39 440 51928 59 908 109913 106 924 80 859
of which:
Communication 1209 954 695 1282 1505 1601 1699
Computer Services 275 188 184 549 725 767 814
Congultants, contractors and special 24 697 18 425 24 808 31985 86 339 81481 53680
services
Inventory 3708 4498 8251 5409 5615 5971 6337
Maintenance repair and running cost 106 87 101 529 106 111 118
Operating leases 316 345 510 514 534 559 593
Travel and subsistence 6460 8547 7 860 10 484 12922 13191 14 000
Personnel Agency Fees 1833 3304 3011 1459 1218 1340 1422
Financial transactions in assets and - 5 4 - - - -
liabilities
Transfers and subsidies 130 7447 7019 11794 14519 14 000 14 000
Provinces and municipalities 130 176 224 294 19 - -
Departmental agencies and accounts - 6 000 6 000 6 000 9000 9000 9000
Universities and technikons - - 795 5000 5000 5000 5000
Public corporations and private - 200 - 500 500 - -
enterprises
Foreign governments and - 1000 - - - - -
international organisations
Households - 71 - - - - -
Payments for capital assets 2344 1366 3141 2020 2033 17717 1886
Machinery and equipment 2344 1349 3044 1946 1928 1688 1791
Software and other intangible assets - 17 97 74 105 89 94
Total 86 422 106 436 135734 169 949 246 656 259 070 245530
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Table 8.4 Economic Planning and Budget Management (continued)

Adjusted
Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09

Details of major transfers and subsidies:

Departmental agencies and
accounts
Public entities

Current - 6000 6000 6000 9000 9000 9000

Project Development Facility-Trading - 6000 6 000 6 000 9000 9000 9000
Account
Universities and technikons

Current - - 795 5000 5000 5000 5000
University of Cape Town - - 795 5000 5000 5000 5000
Public corporations and private enterprises
Private enterprises

Other transfers

Current - 200 - 500 500 - -
Finmark Trust - 200 - - - - -

Centre for Development and - - - 500 500 - -
Enterprises
Foreign governments and international organisations

Current - 1000 - - - - -
African Union ‘ - 1000 _ Z _ _ _

Expenditure trends

Expenditure increased rapidly from R86,4 million in 2002/03 to R169,9 million in 2005/06, at an
average annual rate of 25,3 per cent, mainly due to increases in analytical and advisory capacity as
well as improvements in the quality of economic and fiscal planning.

2006/07 and 2007/08 will be characterised by increased spending due to the implementation of the
infrastructure delivery improvement programme (IDIP), capacity building, research projects,
increased transfer to the project development facility trading account and the secretariat for the
G20 in 2007/08. The IDIP programme will be scaled down by 2008/09, resulting in a reduction of
total expenditure by 5,2 per cent compared to the previous year. The decrease has been offset
against the increase in expenditure, as spending on the 2010 World Cup unit has been included in
the outer years of the MTEF.

Service delivery objectives and indicators
Recent outputs

Public finance

Improvements were made to departments’ measurable objectives in 2004, making them more
realistic. The technical assistance unit supported 51 projects as part of its project management
support.

Budget office

Through the PPP unit, 4 transactions were concluded and 53 projects registered between 2002 and
2005. By the end of 2004/05, the project development facility, established as a National Treasury
trading account by the PPP unit in 2003, had committed more than R12 million in transaction
advisory support to institutions undertaking PPPs.
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The Collaborative Africa Budget Reform Initiative, CABRI, launched in South Africa in
December 2004, hosted its second budget seminar at the end of 2005. The budget seminar was
attended by budget officials from seventeen African countries, representatives from regional and
international institutions and donors.

Intergovernmental relations

The division facilitated comprehensive reviews of both the provincial and local government
equitable share formulas, which culminated in new formulas in the 2005 Budget. The
implementation of the Municipal Finance Management Act (2003) marked the start of the formal
process of extending several of the reforms implemented at national and provincial levels to
municipalities.

Economic policy

The division’s outputs include research on accelerating growth in South Africa, the treatment of
tax medical deductions and a replacement tax for the Regional Services Council levy, and
retirement pension reforms, including greater transparency on costs in the life assurance industry.
Key highlights include the contracting of internal and local panels to assess government’s
accelerated and shared growth initiative and the compensation agreement with the major life policy
companies for the early surrender or amendment of retirement annuities and endowment polices.

Selected medium-term output targets

Economic Planning and Budget Management

Measurable objective: Promote growth, social development and poverty reduction through sound economic, fiscal and
financial policies, efficient revenue measures, and the effective, efficient and appropriate allocation of public funds.

Subprogramme

Output

Measure/indicator

Target

Public Finance

Sectoral and departmental policy
advice

Expenditure analysis

Project management support
(technical assistance unit)

Timely and relevant analysis
and advice

Quality of expenditure
estimates

Improved project and financial
management

Assessment of policy priorities for medium term

Introduction of new in-year expenditure
monitoring system during medium term and
phasing in of consolidated departmental and
agency estimates and expenditure reports from
2006/07

Growth in project flow and measured progress
in service delivery of client departments and
agencies from medium term

Budget Office

Annual budget framework and
division of revenue

Budget Review, Estimates of
National Expenditure,
appropriation legislation, treasury
guidelines and public finance
statistics

PPP agreements

International co-operation
agreements

Integrity of budget framework:
fiscal sustainability, structure
and trends in fiscal indicators

Quality of budget
documentation

Increased PPP oversight
capacity

Alignment of official
development assistance (ODA)
with government priorities

Moderate budget deficit and sound fiscal
framework

Timely publication, accuracy of scope and
quality of content

Restructuring of PPP advisory and regulatory
functions

Improved co-ordination between ODA planning
and budget process in the medium term
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Subprogramme Output Measure/indicator Target
Intergovernmental Support for provincial and Number of provinces and 9 provincial treasuries and 157 high- and
Relations municipal development municipalities in which financial | medium-capacity municipalities over the

Facilitate infrastructure delivery
and improvements in provinces

management programmes and
reforms have been
implemented in order to
implement the MFMA

Provincial infrastructure plans
complying with guidelines
provided by National Treasury

medium term

Appointment of technical assistants to assist
provincial departments to prepare plans

Economic Policy

Macroeconomic policy analysis
and advice

Financial sector policy advice,
legislation and regulations

Tax policy analysis and advice

Coherence of economic policy
Deepening financial markets

Tax policy reforms and revision
of tax legislation

Sustainable growth and development
Stable financial sector

Robust tax revenue performance and structural
adjustments of the overall tax system

Programme 3:

Asset and Liability Management

The Asset and Liability Management programme manages government’s financial asset and
liability portfolio in a way that ensures prudent cash management, asset restructuring, financial
management and optimal management of government’s domestic and foreign debt portfolio.

Apart from Management, there are four subprogrammes:

Asset Management monitors and enforces government bodies’ and public entities’ corporate
governance compliance with the PEFMA, and co-ordinates the borrowing activities of public
entities in line with Treasury regulations.

Liability Management provides for government’s liquidity needs, and manages domestic and
foreign debt.

Financial Operations is responsible for managing government’s liquidity requirements, and
making sure that all government’s debt transactions are accounted for and reported on, in terms
of the PFMA and all other multilateral institutions’ reporting requirements. It also provides for
the systems used for storing information required by the different sections of the programme.

Strategy and Risk Management develops and maintains a government-wide risk management

framework and ensures that the strategies adopted by the Asser and Liability Management
programme are in line with the agreed framework.

Expenditure estimates

Table 8.5 Asset and Liability Management

Subprogramme Adjusted
Audited outcome appropriation Medium-term expenditure estimate

R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Management 7021 31143 3008 7520 11953 11829 12 509
Asset Management 2207 4934 5634 4462 7734 8274 8750
Liability Management 4414 6 007 7 466 6141 10473 11210 11 854
Financial Operations 3812 7563 7073 7971 9474 10152 10735
Strategy and Risk Management 2608 2220 3079 4749 5840 6274 6634
Total 20 062 51 867 26 260 30 843 45 474 47739 50 482
Change to 2005 Budget estimate (18 879) (460) (482) (695)
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Table 8.5 Asset and Liability Management (continued)

Adjusted

Audited outcome appropriation|  Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Economic classification
Current payments 19 447 50 750 25 326 29 690 44 964 47 207 49917
Compensation of employees 11186 13789 17 658 22 186 25 886 27 961 29 275
Goods and services 8 261 36 958 7 668 7504 19078 19 246 20643
of which:
Communication 420 419 129 249 999 1049 1113
Computer Services 145 139 2724 2744 4293 3721 3949
Consultants, contractors and special 4076 32609 120 499 376 401 426
services
Inventory 713 365 415 241 1228 1289 1368
Maintenance repair and running cost 112 9 1001 37 1047 1097 1164
Operating leases 146 139 42 82 44 46 49
Travel and subsistence 1625 1134 858 1410 3377 3546 3763
Personnel Agency Fees 628 501 380 74 760 798 847
Audit Fees . 1060 . 591 1276 1340 1422
Financial transactions in assets and - 3 - - - - -
liabilities
Transfers and subsidies 33 186 54 53 3 - -
Provinces and municipalities 33 41 54 53 3 - -
Households - 145 - - - - -
Payments for capital assets 582 931 880 1100 507 532 565
Machinery and equipment 582 725 869 1100 507 532 565
Software and other intangible assets - 206 11 - - - -
Total 20 062 51 867 26 260 30843 45474 47739 50 482

Expenditure trends

Between 2002/03 and 2004/05, this programme underspent its budget by an average of 38 per cent.
This was due mainly to the delayed starting dates of special projects such as the review of state-
owned enterprises’ treasury operations, the review of the mandates of development finance
institutions (DFIs), and the development of internal systems that cater for the division’s needs.
These projects are expected to be implemented over the 2006 MTEF, which should result in total
expenditure increasing more rapidly from R30,8 million in 2005/06 to R50,5 million in 2008/09, at
an average rate of 17,8 per cent.

Service delivery objectives and indicators

Recent outputs

Prudent debt and cash management strategies enable government to meet its borrowing
requirement. These strategies also contributed to lowering government debt and the cost of
servicing debt-to-GDP ratios. Following government’s stable record of macroeconomic policy and
fiscal management, all three major rating agencies upgraded South Africa’s sovereign credit rating
to BBB+.

The scope of risk management was broadened from a market risk analysis of government’s debt
portfolio to a government-wide risk management approach. Liquidity and refinancing risk,
inflation risk and currency risk are managed by determining an optimal debt maturity profile, a
balanced choice between fixed and floating rate debt, and a preferred level and composition of
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foreign debt. Country and credit risks are associated, among others, with cash deposits held with
counterparties and guarantees provided to state-owned entities (contingent liability).

Emphasis continues to be on improving financial performance, increasing levels of operational
efficiency and cost-effective service provision by the state-owned entities. Improved financial
performance will be supported by initiatives that include an assessment of treasury operations of
state-owned entities, a review of the mandates of development finance institutions, and an

evaluation of policies concerning financial distribution and capital stakeholders.

Selected medium-term output targets

Asset and Liability Management

Measurable objective: Manage government's asset and liability portfolio in a way that ensures prudent cash
management, asset restructuring, financial management and optimal management of government’s domestic and

foreign debt portfolio.

Subprogramme

Output

Measurefindicator

Target

Asset Management

Present the report on the review of
mandates of development finance
institutions (DFls)

Present the report on the review of
SOEs’ treasury operations

SOE dividend policy formulated

Percentage of DFIs reviewed

Percentage of SOEs reviewed

Financial modelling of appropriate
dividend policy for SOEs

55 % by 31 March 2007

60% by 31 March 2007

60% modelled by 31 March 2007

Liability Management

Financing of government’s net
borrowing requirements

Reduce debt service cost

Annual total government borrowing
needs fully met

Debt service cost declines as percentage
of GDP

Net positive issuance of
R50,4 billion by 31 March 2007

3,4% of GDP by 31 March 2007

Financial Operations

Sound cash flow forecasts

Optimise return on investment

Fully automated and integrated
treasury management systems

Government’s liquidity requirements met
every time

Reduction of non-interest bearing
liquidity buffer

Straight-through processing

Forecasting of R1,1 trillion of cash
flows by 31 March 2007

31 March 2008

Acquisition and integration of
middle and front office system by
31 March 2008

Strategy and Risk
Management

Minimising and mitigating risks
emanating from government debt
portfolio (market risk)

Minimising and mitigating
counterparty risks emanating from the
investment of surplus cash

Performance against benchmarks:
Floating vs fixed debt

Foreign debt vs domestic debt

Adherence to the surplus cash
benchmarked investment ratios with 4
commercial banks

Capping of the investment per
counterparty

30% floating and 70% fixed by

31 March 2007

20% foreign and 80% domestic by
31 March 2007

20%-29% per counterparty by

31 March 2007

50% of capital and reserves by
2007

Programme 4: Financial Management and Systems

The Financial Management and Systems programme manages and regulates government's supply
chain processes, implements and maintains standardised financial systems, and co-ordinates the
implementation of the PFMA and related capacity-building initiatives.

Apart from Management, there are three subprogrammes:

e Supply Chain Management develops policy that regulates the supply chain processes in the
public sector, monitors policy outcomes, and facilitates and manages transversal term contracts
on behalf of government.

e PFMA Implementation and Co-ordination provides for National Treasury’s monitoring role in
the implementation of the PFMA and related training initiatives.
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e Financial Systems is responsible for maintaining and improving existing financial management
systems, and replacing outdated systems with those that comply with the PFMA and GRAP.

Expenditure estimates

Table 8.6 Financial Management and Systems

Subprogramme Adjusted

Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Management 4363 1080 1151 1231 1345 1413 1514
Supply Chain Management 10 205 19392 30 567 34 828 32128 34105 36 064
PFMA Implementation and Co- 5114 10 347 5250 14 327 15076 15 895 16 809
ordination
Financial Systems 238 334 203494 189 448 245 890 511249 673974 773567
Operational costs 21904 18 935 26 033 34 358 51293 58 656 61884
Basic Accounting System (BAS) 76 091 64 561 59183 65078 85040 85005 90 564
Persal 42 005 44 256 39259 44 087 53 888 57621 59 368
Logis 51453 37 280 34 226 48 257 46 358 48 889 51650
Vulindlela 34219 16 953 20 641 18 123 24 267 25531 26 897
Financial Management System 12 662 10 934 4965 - - -
(FMS)
Intergrated Financial Management - 10575 5141 35987 250 403 398 272 483204
System (IFMS)
Total 258 016 234313 226 416 296 276 559 798 725 387 827 954
Change to 2005 Budget estimate 14277 189 075 335726 414 405
Economic classification
Current payments 254 760 233 361 225 354 292 847 556 405 721 865 824 216
Compensation of employees 21307 20 289 23 487 31200 56 535 61079 64 076
Goods and services 233453 213071 201 867 261647 499 870 660 786 760 140
of which:
Communication 1279 1361 1306 1698 2179 2267 2406
Computer Services 510 - 182 529 230018 305735 464019 543019
Consultants, contractors and special 188615 206 454 6145 843 172 069 176 618 185 436
services
Inventory 1036 701 3882 1965 2271 2357 2501
Maintenance repair and running cost 425 71 66 1034 69 72 76
Travel and subsistence 1788 1503 1211 4876 5639 5917 6280
Audit Fees 66 946 - 1398 2280 2385 2531
Financial transactions in assets and - 1 - - - - -
liabilities
Transfers and subsidies 64 54 n 94 9 - -
Provinces and municipalities 64 54 71 94 9 - -
Payments for capital assets 3192 898 991 3335 3384 3522 3738
Machinery and equipment 3192 897 834 3089 3384 3522 3738
Software and other intangible assets - 1 157 246 - - -
Total 258 016 234313 226 416 296 276 559 798 725 387 827 954

Expenditure trends

A decrease in expenditure of 9,2 per cent from 2002/03 to 2003/04 was a result of the delayed
development and implementation of the integrated financial management system. The sharp
increase in expenditure by 30,9 per cent in 2005/06 compared to the previous year is due to the
implementation of the integrated financial management system and continuous work on other
systems such as the basic accounting system, Logis and Persal. In the subsequent years between
2006/07 and 2008/09, expenditure is expected to increase rapidly from R559,8 million to
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R828 million respectively, at an average annual rate of 21,6 per cent, due to the implementation of
the IFMS. The IFMS received additional budget allocations for 2006/07 of R200 million, growing
to R350 million in 2007/08 and R420 million in 2008/09.

Service delivery objectives and indicators
Recent outputs

Supply chain management

Supply chain management has been implemented in all national and provincial departments and in
the majority of constitutional institutions and schedule 3A and 3C public entities. Municipal
supply chain management regulations were promulgated in May 2005. To assist municipalities
with the implementation, a generic supply chain policy, guide for accounting officers, municipal
bidding documents and an implementation checklist were issued.

Implementing and co-ordinating the PFMA

During the second quarter of 2005, the PFMA implementation unit submitted detailed reports to
the Standing Committee on Public Accounts (SCOPA) and the Portfolio Committee on Finance on
all initiatives undertaken by the National Treasury to help departments, constitutional institutions
and public entities to implement the PFMA. National Treasury has engaged external training
service providers to help with training for supply chain management, the standard chart of
accounts, risk management and internal auditing.

Better financial systems

During 2004, across all departments, trading accounts and revenue funds as prescribed and
approved by the accountant general, full migration from the financial management system (FMS)
to the basic accounting system (BAS) and the implementation of the standard chart of accounts,
was achieved. Cabinet approved the master system plan to continue with the IFMS project. This
points to a marked improvement in government’s financial and human resources management
systems as a whole.

Selected medium-term output targets

Financial Management and Systems

Measurable objective: Regulate and oversee public sector supply chain management and standardise financial
systems of national and provincial government, while- co-ordinating the implementation of the PFMA.

Subprogramme Output Measure/Indicator Target
Supply Chain Regulate and monitor supply chain Implement consistent legislative and Phased implementation
Management management policy in government policy framework strategy and reports to Cabinet
as and when required
Facilitate the arrangement of general | Reduced turnaround time Reduce average turnaround
transversal contracts on behalf of time from 5 months to 3
government months
PFMA Implementation Co-ordinate implementation of PFMA | Report to Portfolio Committee of Finance | July 2006
and Co-ordination and related training initiatives, as well | and SCOPA on progress with PFMA
as monitor implementation in implementation
institutions to which the act applies PFMA Amendment Bill submitted to August 2006
Parliament
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Subprogramme Output Measure/Indicator Target
Financial Systems Implement, maintain and improve Percentage of availability and stability of | System 98% available during
financial management systems financial systems within office hours office hours
IFMS phased implementation Quarterly progress reports to
Cabinet

Programme 5: Financial Accounting and Reporting

The Financial Accounting and Reporting programme seeks to achieve accountability to the general
public by promoting transparency and effectiveness in the delivery of public services, especially in
the management of revenue, expenditure, assets and liabilities. It sets new, and improves existing
government accounting policies and practices to ensure compliance with the standards of GRAP;
prepares consolidated financial statements; and tries to improve the timeliness, accuracy and
efficiency of financial reporting.

There are six subprogrammes:

Financial Reporting for National Accounts is responsible for accounting for the National
Revenue Fund and the RDP Fund, banking services for national government, and preparing
consolidated financial statements.

Financial Management Improvement includes improving financial management and providing
training, developing and implementing accounting policies, and internal audit services. It also
assists the Institute for Public Finance and Auditing.

Investment of Public Monies accommodates augmentation of the Public Investment
Corporation’s bank account.

Service Charges (Commercial Banks) provides for bank service charges for all departments’
deposit accounts.

Audit Statutory Bodies provides for compensation for certain shortfalls of statutory bodies and
municipalities in terms of the Auditor-General Act (1995).

Contingent Liabilities: Reinsurance Liabilities provides for reinsurance granted to insurers
arising from loss or damage to property, funds payments or consequential loss as a result of
riots in terms of the Reinsurance of Damages and Losses Act (1989), and grants loans and
advances to such insurers in terms of the act.

Expenditure estimates

Table 8.7 Financial Accounting and Reporting

Subprogramme Adjusted

Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Financial Reporting for National 25090 23 445 19 651 33897 51536 55 225 59 766
Accounts
Financial Management Improvement 7222 2453 4424 9764 20 046 21049 22603
Investment of Public Monies - - - 1 1 1 1
Service Charges (Commercial 5634 7624 160 27 - - -
Banks)
Audit Statutory Bodies 11877 11195 7667 14 300 15100 15 800 16 545
Contingent Liabilities: Reinsurance - - - 1 1 1 1
Liabilities
Total 49 823 44717 31902 57 990 86 684 92 076 98 916
Change to 2005 Budget estimate (27 644) (11 835) (11 956) (11 494)
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Table 8.7 Financial Accounting and Reporting (continued)

Adjusted

Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Economic classification
Current payments 34 283 29230 23106 36 912 63075 67 538 73225
Compensation of employees 2500 3933 10 644 17 495 29 460 34 626 36 251
Goods and services 31783 25297 12 462 19417 33615 32912 36 975
of which:
Communication 213 180 107| 756 2059 2179 2313
Computer Services 102 - 541 1075 5078 5348 5676
Congultants, contractors and special 20285 16 069 7117, 1543 5192 2919 3098
services
Inventory 757 413 418 1879 2599 2819 2992
Maintenance repair and running cost 29 24 56 419 59 61 65
Operating leases 101 28 37 656 39 41 44
Travel and subsistence 542 243 1385 9414 11188 11843 12 569
Personnel Agency Fees 93 371 570 626 597 625 663
Transfers and subsidies 15474 15 066 7969 19 089 19 864 20795 21772
Provinces and municipalities 9 12 32 54 3 - -
Departmental agencies and accounts 15 465 15 037 7937 19035 19 861 20795 21772
Households - 17 - - - - -
Payments for capital assets 66 421 827 1989 3745 3743 3919
Machinery and equipment 66 421 827 1989 3745 3743 3919
Total 49 823 44717 31902 57 990 86 684 92 076 98 916
Details of major transfers and subsidies:
Departmental agencies and
accounts
Public entities
Current 15273 14787 7937 19 035 19 861 20795 21772
Accounting Standards Board 3396 3592 270 4733 4759 4993 5227
Audit (Auditor-General) 11 877 11195 7667 14 302 15102 15 802 16 545
Capital 192 250 - - - - -
Accounting Standards Board ‘ 192 250 - - - - -

Expenditure trends

Expenditure decreased in 2003/04 and 2004/05 to R44,7 million and R31,9 million respectively,
mainly due to the decline in expenditure on consultants and also due to lower claims than
anticipated in relation to statutory audit fees and the phased transfer of bank services charges to
individual departments. Expenditure is expected to grow at an average annual rate of 19,5 per cent
over the 2006 MTEF, from R58 million in 2005/06 to R98,9 million in 2008/09, due to higher
expenditure on consultancy fees, the public audit forum and skills assessment.
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Service delivery objectives and indicators

Recent outputs

Financial reporting for national accounts

In 2004/05, a standardised financial reporting template was prepared and published. The unit
improved on ledger closure dates and contributed to the refined in-year monitoring system to
facilitate punctual monthly, quarterly and annual reporting.

Improving financial management

During 2004/05, the generic accrual accounting policies for all entities were finalised. The asset
management framework policy, for recognition of assets, was finalised and the implementation
drive started afterwards. An asset management guide was developed to facilitate the
implementation of the asset management framework. The division has been able to conduct
internal audit reviews across national and provincial departments to ensure compliance.

Selected medium-term output targets

Financial Accounting and Reporting

Measurable objective: Achieve accountability to the general public by promoting transparency and effective
management in relation to revenue, expenditure, and assets and liabilities in South Africa’s public sector.

Subprogramme

Output

Measure/Indicator

Target

Financial Reporting for
National Accounts

Monthly statement of National
Revenue Fund actual revenue and
expenditure

Specimen formats for annual financial
statements and consolidated annual
financial statements and conduct
implementation sessions
Consolidated annual financial
statements for national government

Timely publishing of accurate report

Completed formats that comply with
government prescripts

Accurate and timely audited consolidated
annual financial statements for national
government

30 days after month end

31 March 2006 and 2007

30 September 2006

Financial Management
Improvement

Accounting policies and practices in
support of the framework for the
transition from cash to accrual
accounting

Approved internal audit and risk
management frameworks for national
and provincial departments

Internal audit and risk management
frameworks for national and provincial
departments

Public sector audit committee forum

Completed set of accounting policies and
practices in line with GRAP standards and
adhering to local and international best
practices

Completed set of accounting policies and
practices in line with GRAP standards

Percentage compliance with frameworks

Public sector audit committee forum
established

Review effectiveness of forum and report
to Director-General on refinements

100% alignment to GRAP
standards

100% alignment by March
2007

By March 2007:
100% national
100% provincial
30 April 2006

31 March 2007

Programme 6: Provincial and Local Government Transfers

The Provincial and Local Government Transfers programme manages conditional grants to the
provincial and local spheres of government expenditure estimates.

There are three subprogrammes:

e Provincial Infrastructure Grant provides for the transfers to provinces and for monitoring. The
grant supports accelerated infrastructure development and maintenance for roads, schools,
health facilities and rural development.
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o Local Government Financial Management and Restructuring Grants provides for the transfers
to municipalities, and is responsible for the design and monitoring of the financial management
grant and the restructuring grant, which are for piloting budget and financial reforms. The
implementation of the Municipal Finance Management Act (2003) also falls under this
subprogramme. From 2008/09, the local government restructuring grant will be part of the
provincial equitable share.

e Neighbourhood Development Partnership Grant provides for the transfer to municipalities for
the design of partnership projects and co-financing the construction of new and improved

community facilities.

Expenditure Estimates

Table 8.8 Provincial and Local Government Transfers

Subprogramme Adjusted

Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Provincial Infrastructure Grant 1950 000 2534 488 3348 362 3730773 4118119 5324 025 5696 707
Local Government Financial 306 000 704 830 585 898 548 740 548 657 548 657 200 000
Mnagement and Restructuring
Grants
Neighbourhood Developmnent - - - - 50 000 950 000 1500 000
Partnership Grant
Total 2256 000 3239318 3934 260 4279513 4716776 6 822 682 7396 707
Change to 2005 Budget estimate - 50 000 950 000 1164 003
Economic classification
Transfers and subsidies 2256 000 3239318 3934 260 4279513 4716 776 6 822 682 7396 707
Provinces and municipalities 2256 000 3239318 3934 260 4279513 4716 776 6 822 682 7396 707
Total 2256 000 3239318 3934 260 4279513 4716 776 6 822 682 7396 707
Details of major transfers and subsidies:
Provinces and municipalities
Provinces
Capital 1950 000 2534 488 3348 362 3730773 4118119 5324 025 5696 707
Provincial Infrastucture Grant 1550 000 2334488 3348 362 3730773 4118119 5324 025 5696 707
Flood Rehabililitation 400 000 200 000 - - - - -
Municipalities
Current 306 000 704 830 585 898 548 740 598 657 1498 657 1700 000
Local Government Restructuring 151 000 494 000 387 900 350 000 350 000 350 000 -
Financial Management: 111 000 151 000 129 000 132 500 145 250 145 250 150 000
Municipalities
Financial Management: 44 000 59 830 68 998 66 240 53 407 53 407 50 000
Development Bank of Southern
Africa
Neighbourhood Developmnent - - - - 50 000 950 000 1500 000

Partnership Grant

Expenditure trends

The provincial infrastructure grant, which contains the bulk of the programme’s expenditure,
accounting on average for 82,8 per cent over the seven-year period, addresses the backlogs in
provincial infrastructure. Expenditure on the grant has increased rapidly from R2 billion in
2002/03 to R3,7 billion in 2005/06, at an average annual rate of 24,1 per cent. This growth is
expected to continue to rise, with expenditure reaching RS5,7 billion in 2008/09, an average
increase of 15,2 per cent. This grant supports an increasing need for capital infrastructure in the

provinces, hence the increase in both periods.
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The local government financial grant amounted to R198 million in both 2004/05 and 2005/06. All
the allocations were disbursed in 2004/05. These conditional grants were all disbursed as
municipalities met the conditions.

Over the 2006 MTEF, R700 million has been allocated to the restructuring grant
(R350 million each year). This grant is phased out at the end of 2007/08.

The 2006 Budget includes R50 million (2006/07), R950 million (2007/08) and R1,5 billion
(2008/09) for the neighbourhood development partnership grant. This is a new grant to
municipalities for the design of partnership projects and for co-financing the construction of new
and better community facilities.

Service delivery objectives and indicators

Recent outputs

The more detailed framework of these grants was published in appendix E2 with the Division of
Revenue Act (2005). The formulation of IDIP was done to address challenges facing provinces in
the delivery of infrastructure, which it is implementing with the Department of Public Works and
the Development Bank of Southern Africa.

Selected medium-term output targets

Provincial and Local Government Transfers

Measurable objective: Improve the pace and quality of provincial infrastructure investment and asset maintenance,
promote financial management reforms in municipalities, and restructure service delivery in municipalities with large
budgets.

Subprogramme Output Measure/indicator Target
Provincial Infrastructure Grant Monitoring provincial Transfers made according to Transfers made by 31 March 2007 in
infrastructure development conditions compliance with the requirements of the
Division of Revenue Act
Reporting on compliance, Quarterly reporting
transfers and spending
Local Government Financial Monitoring of municipal Transfers made according to Transfers made by 31 March 2007 in
and Restructuring Management | financial management reforms | conditions compliance with the requirements of the
Grants and restructuring Division of Revenue Act
Regular reporting per grant Quarterly reporting as per stated criteria
and conditions
Funding assistance to Number of approved Managing and overseeing compliance
restructure and modermise applications and settings of with conditions of grants by successful
service delivery in large- budget | conditions municipalities by 2008
municipalities
Neighbourhood Development Establish new unit Appointment of personnel and May 2006
Development Partnership Grant setup of systems
Technical assistance to Number of municipalities 10 by March 2007
municipalities

Programme 7: Civil and Military Pensions, Contributions to Funds and
Other Benefits

The key objective of the Civil and Military Pensions, Contributions to Funds and Other Benefits
programme is to provide for pension and post-retirement medical benefit obligations to former

employees of state departments and bodies, and for similar benefits to retired members of the
military.
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There are two subprogrammes:

e Civil Pensions and Contributions to Funds provides for the payment of benefits out of pension
and other funds to the beneficiaries of various public sector bodies in terms of different statutes,
collective bargaining agreements and other commitments.

e Military Pensions and Other Benefits provides for the payment of military pension benefits and
medical claims arising from treatment for disability, medical assistance-devices, and other
related expenses, in terms of statutory commitments.

Expenditure estimates
Table 8.9 Civil and Military Pensions, Contributions to Funds and Other Benefits

Subprogramme Adjusted

Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Civil Pensions and Contributions to 1762101 2148 823 1782619 1936 694 2064774 2177912 2284762
I\F/Ilflﬂgfy Pensions and Other Benefits 133 821 139 629 138 700 144 111 152 758 160 396 167 926
Total 1895 922 2288 452 1921319 2080 805 2217532 2338 308 2452688
Change to 2005 Budget estimate (98 000) (98 000) (98 000) (132977)

Economic classification

Current payments 1244 246 1275 947 1214 898 1334 050 1400 922 1482121 1556 304
Social contributions for retired 1228 462 1259073 1199 958 1319965 1386 042 1466 494 1539944
employees

Goods and services 15012 16 320 14 336 14085 14 880 15 627 16 360
Consultants, contractors and special 15012 16 320 14 336 14 085 14 880 15 627 16 360
services

Financial transactions in assets and 772 554 604 - - - -
liabilities

Transfers and subsidies 651 676 1012 505 706 421 746 755 816 610 856 187 896 384
Foreign governments and 3566 2724 1544 3080 3265 3428 3589
international organisations

Non-profit institutions 50 52 56 58 62 65 68
Households 648 060 1009 729 704 821 743617 813283 852 694 892 727
Total 1895 922 2288 452 1921319 2080 805 2217532 2338308 2452 688

Details of major transfers and subsidies:

Foreign governments and international organisations

Current 3566 2724 1544 3080 3265 3428 3589
United Kingdom Tax ‘ 3566 2724 1544 3080 3265 3428 3 589‘
Non-profit institutions

Current 50 52 56 58 62 65 68
SA Legion ‘ 50 52 56 58 62 65 68‘
Households
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Table 8.9 Civil and Military Pensions, Contributions to Funds and Other Benefits (continued)

Adjusted

Audited outcome appropriation Medium-term expenditure estimate
R thousand 2002/03 2003/04 2004/05 2005/06 2006/07 2007/08 2008/09
Social benefits
Current 648 060 1009 729 704 82