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UPDATED SITUATIONAL ANALYSIS

SERVICE DELIVERY ENVIRONMENT

DOING THINGS DIFFERENTLY

The past five years have seen financial resources being managed in the context of a global financial crisis, and
government recognises the need to become more strategic in the years ahead. Whilst it is important to recognise the
lasting economic risks and negative effects of the crisis, it is clear that a concerted effort is required to exit the crisis in a
manner that offers our society the best possible prospects in the years ahead.

The 2013/ 14 budget is the first one formulated after the recent adoption of the National Development Plan (NDP). In
the same manner that the NDP considers the means and journey to a brighter future, the National Treasury has become
more active in ensuring that available resources are directed towards elevating the rate of inclusive economic growth
and ensuring long-term fiscal sustainability.

The active effort to shift public spending from consumption to investment is clear and an important one. The NDP targets
gross fixed capital formation to be at the rate of approximately 30 per cent of GDP by 2030, with public sector investment
reaching 10 per cent of GDP. This is important both for economic growth and delivery of services to the general public.

PROTECTING THE TAX BASE AND ENSURING FISCAL SUSTAINABILITY

In order to ensure fiscal sustainability, the National Treasury has prepared a long-term fiscal report which projects trends over
the next 15 — 25 years, based on demographic trends and plausible economic scenarios modelling the main components
of social spending, including social grants, health and education expenditure. Whilst preliminary indications are that the
current fiscal policy and spending mix is sustainable, some vulnerability would remain unless government builds fiscal
space beyond the medium term. This insight will receive due consideration in the months and years ahead.

The ability of the present tax system to support long-term policy objectives of inclusive growth, employment,
development and fiscal sustainability will be the subject of a study in the coming year. The tax system plays an important
role in economic growth — it provides commercial incentives for private enterprises to behave in ways that ultimately
influence profound issues, ranging from employment rates and investment decisions to the extent and quality of public
services rendered to all citizens. In this regard, Government will continue to protect the tax revenue base while, at the

same time, ensuring that remains fair.

PROMOTING INCLUSIVE ECONOMIC GROWTH

The National Development Plan points out that a 5 per cent annual growth rate will result in doubling of government
revenues over a 20 year period. With economic growth rates being weaker than expected and revenues below
projections, the importance of financing new initiatives through savings and raising levels of growth are further
reinforced. The Minister of Finance, after consultation with the Minister of Trade and Industry, will authorise tax incentives
in special economic zones. These incentives are designed to attract investment that will ultimately stimulate expansion
of otherwise commercially unattractive industries.
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UPDATED SITUATIONAL ANALYSIS - cont

Transformation of the financial sector will also be the subject of focus in the short-to-medium term. Retirement reforms
and broader financial inclusion are amongst a number of areas of potential improvement in the sector.

IMPROVING THE QUALITY OF PUBLIC SPENDING

An expenditure review or reviews, focused on personnel expenditure, options for savings and improved value for money
and on the performance and objectives of key programmes of government and public entities, will be undertaken in
collaboration with the Department of Performance Management and Evaluation (DPME). Government will continue the
fight against corruption. The frequency and nature of matters that continue to occur in our democratic society indicate
that there remains much to do, if we are to improve the quality of spending of public funds. We will remain resilient
and resolute in rooting out corruption and introducing innovative approaches to procurement in government. In this
respect, the Office of the Chief Procurement Officer will be established with greater momentum over the period ahead.

PROMOTING EMPLOYMENT

Youth unemployment rates remain unacceptably high, with more than 40 per cent of the economically active population
under the age of 30 remaining jobless. Several factors undermine prospects for young job-seekers, and government
interventions to encourage the private sector to hire more young workers have not yet yielded the intended results.
The NDP suggests a range of labour activation policies to help young people enter into formal employment. Government
recognises the need to share the costs of expanding job creation with the private sector.To strengthen its broad range of
existing job creation programmes, government will table a proposal in Parliament for a youth employment tax incentive
to help young people enter the labour market, gain experience and access career opportunities more readily. A similar
tax incentive will be made available for eligible workers of all ages within special economic zones.

PROTECTING THE TAX BASE AND ENSURING FISCAL SUSTAINABILITY

A stable tax base and sustainable public finances anchor South Africa’s economic stability. The National Treasury and
the South African Revenue Service will continue to protect the tax revenue base to support the fiscus, while ensuring
that the system remains fair. Tax reforms in the period ahead will be adjusted to offer incentives aligned with the aims of
increasing employment and promoting inclusive economic growth.

Government spending will be guided by the principles of countercyclicality, debt sustainability and intergenerational
fairness. This fiscal approach takes into account both policy priorities and necessary spending limits. With economic growth
being weaker than anticipated and revenue collections below projections, new policy initiatives will be financed through
savings and improved spending quality. Expenditure reviews over the year ahead will help to promote these goals.

ADVANCING SOVEREIGN INTERESTS

The National Treasury will continue to defend and advance sovereign interests. In this regard, it will remain highly vigilant
to identifying potential and emerging economic risks and opportunities, whether locally, regionally or globally. With
global economic circumstances being as they are, it is critical to be a vigilant, responsive and nimble role player on our

economic landscape.
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ORGANISATIONAL ENVIRONMENT

Over the past several years, the National Treasury has made a concerted effort to ensure that its structure is aligned to its
strategy, and that the department and its plans remain relevant and responsive to the challenges that emerge over time.
The strategic objectives published in the National Treasury’s Strategic Plan (2012/16) remain unchanged. The evolving
economic environment, however, requires some operational adjustments. In particular, two reforms that have been
under consideration for several years are being moved into the active phase: the Government Technical Advisory Service
(GTAC) and the Office of the Chief Procurement Officer (OCPO).

GOVERNMENT TECHNICAL ADVISORY SERVICE

The GTAC was established as a government component in terms of the Public Service Act (1994, as amended in 2007).
This entity, which remains part of the public service, provides state agencies with support and advice to improve the
value of public spending. GTAC will initially be staffed by people migrating from the Technical Assistance Unit and the
Public-Private Partnerships Unit of the National Treasury.

GTAC was established during 2012, but careful consideration has been given to implementing its operations. Although
intensive work has been completed in this regard, much remains to be done. An interim management committee comprised
of senior National Treasury officials has been appointed to drive this process, which should be concluded over the year ahead.

Once the transition of services presently offered by these units is completed, complementary and additional services
will be considered for inclusion. Over time, GTAC is intended to become a centre of excellence that can build capacity,
share knowledge and make a diverse range of skills available to help resolve complex and chronic challenges in
government. Examples of the types of specialists that GTAC is envisaged to render more accessible to government
include development, political economists and project finance specialists. In essence, GTAC will contribute to reducing
the scale of the implementation challenge that faces government initiatives on various fronts.

This change, once completed, will result in amendments to the structure of Programme 8: Technical and Management
Support and Development Finance. While GTAC will exist as a government component, it will operate with greater
autonomy than that of a trading entity. The head of GTAC will be accountable for the entity’s operations and will report
to the Minister of Finance.

OFFICE OF THE CHIEF PROCUREMENT OFFICER

The OCPO was announced by the Minister of Finance during the 2012 Budget Speech. Planning and preparatory work
has taken place over the past year. In the months ahead, the office will be launched as a functioning service in the
National Treasury as part of our commitment to ensuring sound stewardship of public resources.

The OCPO aims to modernise the procurement system across national, provincial and local government, as well as
public entities and government agencies. Such procurement must be fair, equitable, transparent, competitive and cost-
effective. In this regard, the OCPO will establish and maintain systems to ensure the efficient, effective and transparent
use of financial and other resources to improve service delivery.
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The strategic objectives of the OCPO are to:
- Improve the performance and efficacy of the state procurement system and state assets, achieving value for money
and quality service delivery.
Develop and implement a procurement regulatory environment responsive to government’s policy goals.
- Use public spending to contribute to sustainable economic, social, and environmental development.
« Modernise state procurement with information technology.
Realise the benefits of strategic sourcing.
- Achieve savings in government spending.
« Improve supplier and stakeholder relations.
Increase compliance with the procurement legislative environment.
- Enhance governance, and increase state accountability and transparency.

+ Improve the capability and performance of procurement officials.

[tis envisaged that the OCPO will ultimately minimise procurement-related corruption in government while, at the same
time, rendering the system of supply-chain management in government more accessible and innovative. Amongst the
first initiatives of the OCPO will be to enhance the existing system of price referencing, in order to set fair value prices
for certain goods and services. It will also pilot procurement transformation programmes in the Departments of Health
and Public Works, nationally and in the Provinces. Once successful, a broader rollout of these programmes will be led by
the OCPOQ.

The OCPO will be introduced as a distinct programme in the National Treasury during 2014/15. This will result in
corresponding adjustments to the structure of Programme 5: Financial Accounting and Reporting and, to a lesser extent,
other programmes.
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UPDATED SITUATIONAL ANALYSIS - cont

STRATEGIC OUTCOME ORIENTED GOALS OF THE INSTITUTION

PROGRAMME 1: ADMINISTRATION

This programme is responsible for the overall strategic management and support for the department.

PROGRAMME 2: ECONOMIC POLICY, TAX, FINANCIAL REGULATION AND RESEARCH

This programme has two divisions, namely Economic Policy, and Tax and Financial Sector Policy. The programme
provides policy advice to promote growth, employment and macroeconomic stability. This programme contributes to
Outcome 4: Decent employment through inclusive growth. Focus in terms of this outcome relates to specific aspects of
Output 1: Faster and sustainable growth, and Output 3: Multi-pronged strategy to reduce youth unemployment.

PROGRAMME 3: PUBLIC FINANCE AND BUDGET MANAGEMENT

This programme consists of three divisions: Public Finance, Budget Office and Intergovernmental Relations. Previously,
these divisions fell under Programme 2. The programme aims to promote growth, social development and poverty
reduction through sound fiscal and financial policies, and the effective, efficient and appropriate allocation of public
funds. This programme contributes to Outcome 9: A responsive, accountable, effective and efficient local government
system, Output 6: Improve municipal financial and administrative capacity, Outcome 12: An efficient, effective and
development-oriented public service and Output 3: Business processes, systems, decision rights and accountability.

PROGRAMME 4: ASSET AND LIABILITY MANAGEMENT

The programme manages government’s annual funding programme in a manner that ensures prudent cash
management and an optimal portfolio of debt and other fiscal obligations. This programme seeks to oversee and enable
state-owned companies to meet government’s policy objectives in a financially and fiscally sustainable manner and to

promote sound corporate governance.

PROGRAMME 5: FINANCIAL ACCOUNTING AND REPORTING

This programme is made up of two divisions: the Office of the Accountant-General and Specialist Functions. The
programme aims to facilitate accountability, governance and oversight by promoting transparent, economic, efficient
and effective management in respect of revenue, expenditure, assets and liabilities in the public sector,

This programme contributes to Outcome 12: An efficient, effective and development-oriented public service, Output 3:
Business processes, systems, decision rights and accountability and Output 4: Corruption tackled effectively.

PROGRAMME 6: INTERNATIONAL FINANCIAL RELATIONS

Work in the programme is given effect by one division — International and Regional Economic Policy. It facilitates the
deepening of South Africa’s role in regional and international economic integration.
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UPDATED SITUATIONAL ANALYSIS - cont

PROGRAMME 7: CIVIL AND MILITARY PENSIONS, CONTRIBUTIONS TO FUNDS AND
OTHER BENEFITS

This programme is dedicated for the payment of benefits and awards to rightful beneficiaries in terms of various statutes,
collective-bargaining and other agreements.

PROGRAMME 8: TECHNICAL AND MANAGEMENT SUPPORT AND DEVELOPMENT FINANCE

The purpose of this programme is to provide specialised infrastructure development planning and implement support
and technical assistance to aid capacity building in the public sector.

PROGRAMME 9: REVENUE ADMINISTRATION

This programme comprises transfers made to the South African Revenue Service for purposes of undertaking core tax
administration activities and maintaining the information technology competencies that support these operations.

PROGRAMME 10: FINANCIAL INTELLIGENCE AND STATE SECURITY

This programme essentially comprises transfers made to the Financial Intelligence Centre to combat financial crimes,
including money laundering and terror-financing activities.



National Treasury ANNUAL PERFORMANCE PLAN 2013/2017 (UPDATE)

VOTE 10: NATIONAL TREASURY

NATIONAL TREASURY

Adjusted . . .
Programme . Medium term expenditure estimate
Appropriation

Administration 3211 3417 3486 368.7
Economic Policy, Tax, Financial Regulation and Research 122.5 1459 151.2 158.0
Public Finance and Budget Management 2473 2523 260.8 2702
Asset and Liability Management 282.8 2,995.2 33426 31177
Financial Systems and Accounting 686.3 724.6 756.2 779.8
International Financial Relations 1,040.5 1,1125 1,206.2 1,261.3
Civil and Military Pensions, Contributions to Funds and 3,345.9 3,497.0 3,722.8 3,967.9
Other Benefits

Technical Support and Development Finance 1,999.6 2,777.8 36233 3,115.8
Revenue Administration 91494 9,534.4 9,983.7 10,335.6
Financial Intelligence and State Security 3,982.1 4,174.6 4,346.3 4,494.8
Total for Programmes 21,177.6 25,556.0 27,741.8 27,869.9
Direct charge against the National Revenue Fund 410,850.0 | 446,927.2 | 478,832.7 | 512,518.6
Provincial Equitable Share 313,015.8 337,5724 359,924.2 383,697.2
State Debt Costs 88,794.5 99,7414 108,7184 118,162.5
General Fuel Levy Sharing with Metropolitan Municipalities 9,039.7 96134 10,190.2 10,658.9
Total 432,027.6 472,483.2 506,574.5 540,388.5
Change to 2012 Budget Estimate - (8,827.2) (12,781.3) (25,013.4)

. . . Adjusted . . .
Economic classification . Medium term expenditure estimate
Appropriation

Current payments 90,127.8 101,208.8 110,247.0 119,745.8
Compensation of employees 616.1 710.5 7556 800.2
Goods and services 7172 756.8 773.0 783.0
of which:

Computer services 242.2 2711 275.8 279.7

Consultants and professional services: Business and 2537 246.1 2477 246.1

advisory services

Operating leases 347 48.7 525 514

Travel and subsistence 504 49.9 517 537

Interest and rent on land 88,794.5 99,7414 108,7184 118,162.5
Transfers and subsidies 341,488.4 | 368,181.5 | 392,890.4 | 417,427.1
Provinces and municipalities 323,111.8 348,347.1 3714591 395,755.1
Departmental agencies and accounts 13,396.8 13,974.6 14,606.5 15,1213
Higher education institutions 9.0 10.0 12.0 12.5
Foreign governments and international organisations 1,012.7 10774 1,173.0 1,226.5
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. . . Adjusted . . .
Economic classification o Medium term expenditure estimate
Appropriation

Public corporations and private enterprises 655.5 1,327.8 19733 1,395.1
Non-profit institutions 0.1 - - -
Households 3,302.5 3,444.6 3,666.6 3,916.5
Payments for capital assets 211.4 187.9 185.1 191.6
Buildings and other fixed structures 50 50 - -
Machinery and equipment 293 16.6 109 1.3
Software and other intangible assets 1771 166.2 1741 180.3
Payments for financial assets 200.0 2,905.0 3,252.0 3,024.0
Total economic classification 432,027.6 4724832 506,574.5 540,388.5
EXPENDITURE TRENDS

The spending focus over the medium term will continue to be on: enhancing the support provided by the infrastructure
delivery improvement programme, neighbourhood development partnership grant to provincial departments and
supporting the initiatives of the Jobs Fund through the Technical Support and Development Finance programme;
supporting robust fiscal management and improving procurement management to reduce fraud and corruption
through the Financial Systems and Accounting, Revenue Administration and Financial Intelligence and State Security
programmes; and maintaining financial regulation stability by implementing the Public Finance Management Act
(1999) though the Public Finance and Budget Management and Economic Policy, Tax, Financial Regulation and Research

programmes.

The department will also support the recapitalisation initiatives of the Development Bank of Southern Africa and the
Postbank facilitated through the Asset and Liability Management programme.

Spending on non-statutory operational current payments and payments for capital assets is projected to increase
by R230.7 million, to R1.8 billion over the medium term. The bulk of this increase is in spending on compensation of
employees, which is expected to increase by R184.1 million to R800.2 million, mainly because of adjustments made for
improved conditions of service and the filling of 11 positions in 2013/14. Expenditure on goods and services accounts
for 28.6 per cent of this increase and is projected to increase by R65.9 million over the medium term. This increase is
mainly due to the maintenance of the transversal systems, the intensification of the implementation of the integrated
financial management system, and an expected increase in lease payments owing to the devolution of funds for
buildings in relation to property management. The increase due to the maintenance of transversal systems is caused by
the renewal of software licenses and contracts, and small maintenance in the legacy systems, while the development of
the integrated financial management system project yields high costs before it is implemented. Spending on payments
for capital assets is projected to decrease by R19.9 million over the medium term, mainly because the infrastructure
upgrade for the security and ICT systems will be completed, as well as the anticipated completion of the refurbishment

works to office buildings.
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ADMINISTRATION

PROGRAMME 1
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National Treasury ANNUAL PERFORMANCE PLAN 2013/2017 (UPDATE)

EXPENDITURE TRENDS

The spending focus over the medium term will be on ensuring improved governance by increasing the capacity of the
internal audit function, IT and communications, and upgrading the infrastructure for ICT and security. Thus, spending
in the Corporate Services and Office Accommodation subprogrammes together accounts for more than half of this
programme’s expenditure and budget allocations, mostly for spending on compensation of employees and goods and

services.

Over the medium term, expenditure is expected to increase to R368.7 million, mainly in the Office Accommodation
and Financial Administration subprogrammes. The increase is to provide for the continued commitments for office
accommodation, as well as the installation of an uninterrupted power supply system, a generator and a public
announcement system. In addition, spending on compensation of employees is projected to increase by R50.4 million,
primarily due to an additional allocation of R24.5 million for improved conditions of service. Over the same period,
spending on goods and services is expected to increase by R19.4 million, mainly because of the devolution of funds
from the Department of Public Works and an increase in audit fees. Payments for capital assets are expected to decrease
to R4.6 million in 2015/16, primarily due to the completion of the project to enhance ICT infrastructure and the security
system, as well as the completion of refurbishment works to office buildings. The programme receives an additional

R24.5 million over the medium term for improved conditions of service.
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National Treasury ANNUAL PERFORMANCE PLAN 2013/2017 (UPDATE)

Recipient Audited Audited Audited Adjusted Revised Revised Revised
outcome | outcome | outcome | Appropriation | Baseline Baseline Baseline

Details of selected transfers
and subsidies

Departmental agencies and
accounts

Cooperative Banking - 8.2 9.3 16.0 16.2 16.8 174
Development Agency

Public corporations and - - - - - B B
private enterprises

Economic Research Southern - 53 11.0 10.0 9.9 10.8 11.6
Africa

Higher education institutions - - - - - R R

University of Cape Town 5.0 - - - - - .

EXPENDITURE TRENDS

The spending focus over the medium term will continue to be on directing funds and resources towards the analysis
of the country’s economic and financial environment through the research and development of economic policies and
financial frameworks in order to enable economic growth and financial stability. The Financial Sector Policy, Tax Policy
and Economic Policy subprogrammes take up more than 60 per cent of this programme’s expenditure and budget
allocations. More than half of the programme’s medium term spending is on compensation of employees; 22.9 per cent
is on goods and services, which is mainly for consultants and travel and subsistence; and 18.8 per cent is on transfer
payments to the Cooperative Banking Development Agency and Economic Research Southern Africa.

Over the medium term, expenditure is expected to increase by R35.5 million, mainly due to economic research projects
to be undertaken. The research projects include economic and financial sector research work on youth unemployment;
mining tax royalties; the development of the financial sector market conduct as part of the twin peak model;
retirement reforms, including savings and modelling forecasting through the dynamic stochastic general equilibrium
macroeconomic policy analysis tool. The research projects have necessitated increasing the department’s capacity in
economic modelling and forecasting, and financial and tax sector policy development, which is projected to increase
spending on compensation of employees by R26.8 million over the medium term. In addition, spending on consultants
is projected to increase by R6.9 million over the same period to provide specialist and expert skills and knowledge within
the research projects. The department expects to implement the twin peak model of regulating the financial sector
by the end of the medium term. Spending on consultants accounts for 43.8 per cent of total spending on goods and

services over the seven-year period, and increased by R4.8 million between 2009/10 and 2012/13.
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: PUBLIC FINANCE

PROGRAMME 3

AND BUDGET MANAGEMENT
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National Treasury ANNUAL PERFORMANCE PLAN 2013/2017 (UPDATE)

DETAIL OF TRA