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ACCOUNTING OFFICER’S
OVERVIEW

The past financial year proved to be a tough year for the economy and hence for the
National Treasury. After a long period of sustained economic expansion, the economy
began to slow down towards the end of 2007, providing the backdrop for what has been
a turbulent past six months characterised by a slowing global economy, rising food and
oil prices and the advent of load shedding.

During this period the National Treasury focused on strengthening the protective cushion
around the economy, mainly by continuing to manage the fiscus in a prudent fashion and
strengthening the institutions that monitor financial market risks. The Treasury has also
taken a more pro-active stance in communicating with the public about these economic

risks and what policy instruments are to be used to mitigate against these risks.

In 2007/08, a number of significant economic policy initiatives were either underway or
were close to completion. Together with the Presidency, the Treasury

engaged extensively with both local and foreign academics to
review the state of the economy and generate ideas about how
growth and employment could be increased. The report
launched by the Commission on Growth and Development,
the assessment conducted by the Organisation for Economic
Cooperation and Development (OECD) this year, have
contributed to a considerable body of research to guide the

economic discourse in South Africa.

The National Treasury continued to play its role in
steering  public  spending  towards
consistently and sustainably improving
the quality of live of our people.
Extensive planning and coordination at
the national, provincial and local
sphere of government was informed
by political priorities, the need for
long-term investments in capacity
building and continued to support the
implementation of key government
programmes. Providing advice to

the Minister’s Committee on the

Lesetja Kganyago

Budget, conducting interdepart- ) )
. . . Director-General: National Treasury

mental budgetary and policy

Annual Report 2007/08 1

o



National Treasury Partl:Treasury Annual Rep 07 Part 1 9/18/%?38 12:42 PM Page 2

2

National Treasury

consultation, monitoring fiscal and public expenditure trends and advising the Minister
of Finance are some of the coordination activity streams driven by the National Treasury
in this regard. These systems are constantly being improved in the Treasury and the last
year was no exception. The financial year concluded with the delivery of a national
budget that was well received by domestic and international stakeholders.

Efforts to strengthen the banking environment while continuing to increase access to
financial services remained key. During the second half of 2007 the Banks Amendment
Act was promulgated into law, paving the way for the introduction of the Basel II Capital
Accord in South Africa from 1 January 2008.

The adoption was timely in light of subsequent financial market instability in several
developed countries, and will go a long way in ensuring that our banks apply advanced
risk management tools to further enhance their stability. To improve access to finance and
banking development, the Cooperative Banks Act was passed by Parliament and signed
into law in February 2008. Implementation of the Act has begun with preparations for the
oversight board, envisaged to assist in building capacity in financial services

cooperatives.

With regard to assets and liability management, the debt management strategy has
evolved from exclusively financing the borrowing requirement to offering broader
support for government’s macro-economic objectives. Debt servicing cost as a
percentage of GDP continued to decline, reaching 2.6 per cent of GDP in 2007/08.

State-owned entities (SOEs) are viewed as pivotal in reducing the cost of doing business
and promoting economic growth and development in South Africa. Financial stability,
efficiency, performance and governance of SOEs are paramount to achieving these
outcomes and the National Treasury is playing its part through several initiatives. The
recommendations of the review of Development Finance Institutions (DFI’s) were
completed and have been approved by Cabinet, and implementation will commence
shortly.

On the international front, South Africa played an instrumental role in negotiations with
donor countries to ensure that their commitments to support low-income countries were
considerably increased. South Africa relinquished the chair of the G20 forum as
scheduled at the end of 2007. Our stewardship of these engagements will be remembered
as successful, both in terms of substance and administration. South Africa continues to
play a strong role in promoting regional integration through the Southern African
Development Community (SADC). Government’s adoption of the Finance and
Investment Protocol by SADC is being tabled for approval in Parliament.

The National Treasury places a high priority on being an employer of choice and for the
period under review has managed to attract highly skilled individuals who revel in the

o
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highly stimulating and challenging conditions they find in this organisation. This however
does not detract from the tight labour market and the National Treasury will continue to
strive towards attracting and retaining well trained and committed individuals to further
complement our formidable team.

L Kganyago
Director-General: National Treasury
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'.I'HE MINISTRY

The year 2007 marks the 11th year in which Minister Trevor Manuel has served as the
Minister of Finance. He has been instrumental in creating a stable and predictable
financial environment for domestic and international investors, rendering South Africa an
attractive investment destination and place to conduct economic activity.

He has stayed the course to achieve macro-economic stability and has kept the needs of
South Africans at the forefront of the economic agenda. This has sometimes necessitated
taking tough decisions in the face of criticism, particularly during periods of dramatic but
short-lived economic events. In addition to taking tough decisions, the Minister has also
made bold choices to ensure that our growth trajectory and redistributive stance promises
continued hope to all South Africans living in poverty.

For the period under review Deputy Minister Jabu Moleketi has supported Minister
Manuel in a manner that has rendered their leadership effective and strategically sound.
The political leadership is enhanced by a solid National Treasury team led by the
Director-General, Lesetja Kganyago.

The National Treasury has remained successful as an
organisation of highly competent and dedicated
people, rising to meet ever more complicated
challenges of a dynamic environment. The
Ministry itself is a highly pressured
environment, with a core team that has to deal |
with a relentless pace to ensure that the
operational needs of the Minister and Deputy %’
Minister are met.

Both Minister Manuel and Deputy Minister
Moleketi are actively engaged in several 1\
international forums to advance the agenda of South
Africans, and Africans, in the international arena.
South Africa successfully concluded the chairing of the
G20 forum during the period under review. Through
the African Peer Review Mechanism and under
the auspices of NEPAD, South Africa has
established its  position  with
development partners to confront
those regional challenges that
must be addressed in the near
future.

The Ministry continues to
provide executive oversight to
the National Treasury, which
constantly sets very ambitious
performance targets. The

Trevor A Manuel, MP
Minister of Finance
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Ministry’s interaction with the National Treasury is channeled through Lesetja
Kganyago, the Director-General, and his management structures. Mr Kganyago’s
leadership style has been exemplary, and under his guidance, the continued growth in
stature of the Department has been well managed and continued to provide the Ministry
with technical advice on a wide range of complex policy issues.
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International visits undertaken by the Minister of Finance
during the 2007/08 financial year

01-03 April 2007

06 -17 April 2007

20 April 2007

12- 20 May 2007

27 July 2007

13-14 August 2007

20 August 2007

22 — 30 September 2007 :

12 — 23 October 2007

06 - 07 November 2007 :

24 — 28 January 2008

14 — 16 February 2008

19 March —02 April 2008:

Visit to Addis Ababa, Ethiopia, to attend the UNECA
Annual Meeting of Ministers of the Economy, Finance and
Planning

Visit to New York, Boston and Washington D.C., USA, to
attend workshops of the Commission on Growth and
Development, to deliver a lecture at Tufts and to attend the
Spring meetings of the IMF and World Bank

Visit to Swaziland to attend a SACU Council Meeting

Visit to Shanghai, China to attend Annual Meetings of the
African Development Bank, and to Potsdam, Germany to
attend a G8 Outreach event

Visit to Maputo, Mozambique for a SADC Finance
Ministers’ meeting

Visit to Lusaka, Zambia to attend a SADC Council of
Ministers’ meeting

Visit to Maputo, Mozambique to attend IMF 2nd African
Consultative Group on Quotas, Voice and Representation

Visit to New Haven and New York to attend workshops of
the Commission on Growth and Development, and to
address a meeting of the Clinton Global Initiative

Visit to Washington D.C, USA, to attend the Annual
Meetings of the IMF and World Bank

Visit to Lusaka, Zambia to attend a SADC Council of
Ministers’ Meeting

Visit to Davos, Switzerland, to attend the Annual Meetings
of the World Economic Forum

Visit to Geneva, Switzerland, to address a meeting of the
Geneva Progressive Forum Leaders’ Group on
Globalisation

Visit to New Delhi, India to meet with the Minister of
Finance of India and the Chair of the Planning Commission
and to Addis Ababa, Ethiopia, to attend a Joint Annual
African
Union Conference of Ministers of the Economy and
Finance, and the UN Economic Commission for Africa
Conference of Finance, Planning and Economic Develop-
ment Ministers

o
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International visits undertaken by the Deputy Minister of
Finance during the 2007/08 financial year

07 — 15 April 2007

08 — 11 May 2007

06 — 19 July 2007

24 August 2007

27 — 28 September 2007

13 — 19 October 2007

28 January — 1 February 2007

18 — 21 February 2007

Visit to Beijing, China leading a South African
Delegation to hold discussions with the Beijing
Olympics Committee

Visit to Berlin, Germany accompanying the Deputy
President of South Africa for a working meeting

Visit to Cuba, Mexico, Spain and Panama
accompanying the Deputy Minister of Foreign
Affairs to conduct consultations with counterparts

Visit to Gaborone, Botswana to attend the Eastern
and Southern Money Laundering Group AGM

Visit to Lesotho, Maseru to attend a SACU Council
of Ministers meeting

Visit to Georgetown, Guyana to attend the
Finance Ministers meeting

Visit to Brussels, Belgium to attend the 8th meeting
of ACP National and Regional Authorising officer

Visit to London as part of a delegation on releasing
of Interim results of Eskom and meeting with
investors

Annual Report 2007/08
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VISION

he National Treasury is the custodian of the nation's financial
resources. We hold ourselves accountable to the nation to
discharge our responsibilities professionally and with

humility, and with the aim of promoting growth and prosperity for all.

We aspire to excellence in the quality of our analysis, our advice and
the execution of our financial management responsibilities. We aim
to realise the full potential of South Africa's economy and people and
to mobilise the resources of the state, business enterprises and the
wider community in a partnership of trust and mutual respect.

MISSION AND
OBJECTIVES

he National Treasury aims to promote economic

development, good governance, social progress and rising

living standards through accountable, economic, efficient,
equitable and sustainable management of South Africa's public
finances.

We endeavour to advance economic growth, broad-based
empowerment, progressive realisation of human rights and the
elimination of poverty. We are responsible for preparing a sound and
sustainable national Budget and an equitable division of resources
among the three spheres of government.

We strive to raise fiscal resources equitably and efficiently and to
manage Government's financial assets and liabilities soundly.

We promote transparency and effective financial management.

o
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VALUES

s custodians of the nation's financial resources, the National
Treasury acknowledges the authority of Parliament through
whom we are accountable to the nation.

We value teamwork, sound planning and enthusiasm and strive
continually to improve the quality, accuracy and reliability of our

service delivery.

Our people are our most valued assets. We seek to be an employer of
choice, we invest in the education and training of our staff, we
cultivate a learning and consultative environment, we make use of the
best available technological support and we aim to mobilise the full

potential of our people.

In our dealings with the public and with our colleagues we act
transparently and with integrity, showing respect and demonstrating

fairness and objectivity.

In achieving these things, we will honour the faith that the South

African public has placed in us.

Annual Report 2007/08
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MINISTER’S STATEMENT ON POLICY AND
COMMITMENT

The Development Indicators published by the Presidency in July this year serve as
testimony to the significant improvement in the lives of all South Africans since 1994.
Our government has made great progress in extending basic service, increasing access to
education and health, extending social security, investing in infrastructure and
contributing towards development on our continent. Many of these achievements are
made possible by a growing economy with both investment and employment rising
considerably in the five years to 2007. Indeed, rapid economic growth together with an
effective developmental state are the hallmarks of a pro-poor development strategy.

Towards the end of 2007, the South African economy started to slow down, mainly due
to a deteriorating international economic environment. The sub-prime crisis in the US
served as a catalyst for the unwinding of a series of excesses in both financial markets and
in global capital flows. Food and fuel prices have increased globally at a pace not seen
in decades. Fuel continues to be critical for the economy and food prices impact the most
on the world’s poor. Today, the world economy is in a very different place from where it
was a year ago.

Simultaneously, our own capacity constraints and inability to increase production to meet
higher demand has led to a rising current account deficit and creeping inflationary
pressures. The electricity outages at the end of the past fiscal year were stark reminders
of these capacity constraints.

Our response to both global and domestic economic developments is to further strengthen
our anchors in the face of this storm. This implies that government has to contribute
towards higher national savings and economic policy must prioritise job creation and the
promotion of exports. Monetary policy has been tightened to support efforts to bring
down inflation and mitigate against global risks. At the same time, we know that capacity
constraints, from electricity to skills, can only be broken through higher levels of
investment. Our challenge is to find that delicate balance between cushioning the
economy from global risks and investing to raise our potential growth rate.

A substantial amount of time and resources have been spent on strategic areas of work, in
order to continue to positively impact the lives of all citizens over time. These efforts
include in-depth consideration of the options available to raise our long term growth
prospects, participation in the inter-departmental team tasked to develop the framework
for a contributory social security system and a review of the Development Finance
Institutions; with appreciable advances having been made on each thus far. The economic
implications of climate change will also enjoy a similar strategic priority in due course.
Large infrastructure funding allocations are being directed in support of the financing of
Eskom’s investment programme to ensure that the nation’s energy needs will be met over
the medium term. The underlying principle that electricity users bear the cost of its
supply remains firm, with capital being financed through retained earnings and debt on

o
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market-related terms. Government remains committed to the other existing infrastructure
programmes, which will improve living conditions and access to services in general. We
trust that our international engagements have further elevated the voice of South Africans,
and Africans at large, in various fora. South Africa’s chairing of the G20 was concluded
with successfully conducted ministerial meetings held in Cape Town during November
2007. Regional policy issues largely addressed matters relating to progress towards
MDG’s (Millenium Development Goals) and deepening integration of regional economic
activity through relevant regional institutions such as the African Development Bank and
the African Union. These will continue to feature on our development agenda. After being
the recipient of development assistance from many countries during our own transition,
South Africa is increasingly becoming a donor in its own right, with funding mainly being
channeled through the African Renaissance Fund. Our contributions to peacekeeping
efforts, investment promotion and economic cooperation have also gained impetus. Our
goals and challenges, with the constraints of our present circumstances, confront all of us
as government, businesses, families, citizens and taxpayers of this economy. It is
important that we remain united in our approach and; that we face the challenges ahead
as a strong and determined collective. We are in this together, as President Mbeki put it
“all hands on deck”, through all our challenges and head towards deeper democracy and
freedom of choice. United in our diversity and with social solidarity, we look forward to
playing our role in building a non-racial, non-sexist and prosperous South Africa.

Aot

P

Trevor A Manuel, MP
Minister of Finance
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LEGISLATIVE MANDATE

The National Treasury has a legislative mandate to promote the national Government's
fiscal policy and the coordination of macroeconomic policy; coordinate
intergovernmental financial and fiscal relations; manage the budget preparation and
enforce transparency and effective management in respect of revenue and expenditure,
assets and liabilities, public entities and constitutional institutions.

Parliamentary Services

The Minister of Finance as the political principal of the Department regards the active
collaboration with Parliament as vital. Consequently, the National Treasury continued to
have sustained relations during the period under review through interactions with
Parliamentary committees. Chief amongst the committees that the Department works with
is the Portfolio Committee on Finance; other committees include the Select Committee on
Finance, Joint Budget Committee and the Standing Committee on Public Accounts.

At the core of maintaining the this relationship is the Parliamentary Services Office,
tasked with ensuring a transparent and cooperative working relationship with Parliament
this office. The Office is also a vehicle through which financial policies and pieces of
legislation are presented to Parliament for consideration and approval.

During the period under review the Parliamentary Services Office maintained a
transparent working relationship through coordinating work processes between policy
makers and public representatives. Information continued to flow between the Ministry
through Cabinet to Parliament and vice versa.

Other clients of this office include but are not limited to:
e Members of Parliament;

*  Parliamentary Committees;

*  Parliamentary Administrative Staff;

*  Civil society institutions; and

*  Members of the public.

The Parliamentary Services Office also maintains collegial and cooperative relationships
on behalf of the Ministry with political structures as well as offices of the Presiding
Officers and Leader of Government Business.

Annual Report 2007/08 1413
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LEGISLATION ENACTED

The National Treasury annually tables legislation in Parliament, which can be
categorised as follows:

* Legislation conceptualised and prepared in-house

*  Legislation prepared by such regulatory bodies as the Financial Services Board and
the South African Reserve Bank, with National Treasury providing policy
direction

»  Tax legislation prepared jointly with the South African Revenue Services, with
National Treasury providing policy direction.

The following is a list of legislation tabled in Parliament during the 2007/08 financial
year to date:

1. Appropriation Act, 2007 (Act No. 7 of 2007)
Bill enacted: Appropriation Bill [B2 — 2007]
English text signed by the President. Assented to 24 July 2007
Published in Government Gazette No. 30127 dated 27 July 2007

2. Taxation Laws Amendment Act, 2007 (Act No. 8 of 2007)
Bill enacted: Taxation Laws Amendment Bill [B18 —2007]
English text signed by the President. Assented to 5 August 2007
Published in Government Gazette No. 30157 dated 8 August 2007

3. Taxation Laws Second Amendment Act, 2007 (Act No. 9 of 2007)
Bill enacted: Taxation Laws Second Amendment Bill [B19 — 2007]
English text signed by the President. Assented to 24 July 2007
Published in Government Gazette No. 30158 dated 8 August 2007

4. Pension Funds Amendment Act, 2007 (Act No. 11 of 2007)
Bill enacted: Pension Funds Amendment Bill [B11B — 2007]
English text signed by the President. Assented to 26 August 2007
Published in Government Gazette No. 30240 dated 29 August 2007

5. Municipal Fiscal Powers and Functions Act, 2007 (Act No. 12 of 2007)
Bill enacted: Municipal Fiscal Powers and Functions Bill [B9B — 2007]
English text signed by the President. Assented to 3 September 2007
Published in Government Gazette No. 30271 dated 7 September 2007

6. Diamond Export Levy (Administration) Act, 2007 (Act No. 14 of 2007)
Bill enacted: Diamond Export Levy (Administration) Bill [B23 — 2007]
English text signed by the President. Assented to 5 December 2007
Published in Government Gazette No. 30557 dated 10 December 2007

7. Diamond Export Levy Act, 2007 (Act No. 15 of 2007)
Bill enacted: Diamond Export Levy Bill [B22 —2007]
English text signed by the President. Assented to 2 December 2007

Published in Government Gazette No. 30558 dated 10 December 2007
14 National Treasury
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8. Special Adjustments Appropriation Act (2007/08 Financial Year), 2007
(Act No. 16 of 2007)
Bill enacted: Special Adjustments Appropriation Bill [B37 —2007]
English text signed by the President. Assented to 1 October 2007
Published in Government Gazette No. 30339 dated 2 October 2007

9. Banks Amendment Act, 2007 (Act No. 20 of 2007)
Bill enacted: Banks Amendment Bill [B12B — 2007]
English text signed by the President. Assented to 12 November 2007
Published in Government Gazette No. 30474 dated 15 November 2007

10. Adjustments Appropriation Act, 2007 (Act No. 27 of 2007)
Bill enacted: Adjustments Appropriation Bill [B41 — 2007]
English text signed by the President. Assented to 7 December 2007
Published in Government Gazette No. 30566 dated 12 December 2007

11. Securities Transfer Tax Act, 2007 (Act No. 25 of 2007)
Bill enacted: Securities Transfer Tax Bill [B44 — 2007]
English text signed by the President. Assented to 21 December 2007
Published in Government Gazette No. 30652 dated 8 January 2008

12. Securities Transfer Tax Administration Act, 2007 (Act No. 26 of 2007)
Bill enacted: Securities Transfer Tax Administration Bill [B45 — 2007]
English text signed by the President. Assented to 21 December 2007
Published in Government Gazette No. 30653 dated 8 January 2008

13. Revenue Laws Amendment Act, 2007 (Act No. 35 of 2007)
Bill enacted: Revenue Laws Amendment Bill [B42 — 2007]
English text signed by the President. Assented to 21 December 2007
Published in Government Gazette No. 30656 dated 8 January 2008

14. Revenue Laws Second Amendment Act, 2007 (Act No. 36 of 2007)
Bill enacted: Revenue Laws Second Amendment Bill [B43 — 2007]
English text signed by the President. Assented to 21 December 2007
Published in Government Gazette No. 30657 dated 8 January 2008

15. Cooperative Banks Act, 2007 (Act No. 40 of 2007)
Bill enacted: Co-operative Banks Bill [B13B — 2007]
English text signed by the President. Assented to 18 February 2008
Published in Government Gazette No. 30802 dated 22 February 2008

16. Division of Revenue Act, 2008 (Act No. 2 of 2008)
Bill enacted: Division of Revenue Bill [B4 — 2008]
English text signed by the President. Assented to 31 March 2008

Published in Government Gazette No. 30940 dated 1 April 2008
Annual Report 2007/08
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ADMINISTRATION

Purpose: Administration provides strategic management and administrative support to the

National Treasury, giving managerial leadership to the work of the department.

Measurable objective: The programme aims to provide an effective leadership,

management and administrative support service to the core business divisions of the

Department, through the continuous refinement of organisational strategy and structure, to

ensure compliance with applicable legislation and alignment with appropriate best

practice.

The programme is divided into four subprogrammes:

*  The Minister subprogramme provides for the Office of the Minister of Finance and
includes parliamentary and ministerial support services.

»  The Deputy Minister subprogramme provides for the Office of the Deputy Minister

of Finance and related support services.

*  The Management subprogramme incorporates the Office of the Director-General and

related support services.

*  The Corporate Services subprogramme supports the administration and effective

operation of the department.
Service Delivery Objectives and Indicators

Recent outputs

The Corporate Services division is responsible for the Administration programme. The

division is responsible for developing, maintaining and implementing the Department’s

governance framework, and aims to create a productive and creative working environment

that enhances departmental effectiveness.

The Corporate Services division consists of seven units: Information Technology,

Facilities Management, Knowledge Management and Project Support, Security

Management, Financial Management, Internal Audit and Human Resources Management.

In the past year Corporate Services completed a records and documents management pilot

project. The project outcomes created an electronic records management blueprint for the

rest of the department. Other projects implemented successfully include the document

tracking system, e-registry, a disaster recovery plan and business process re-engineering.

The Financial Management unit focuses on maximising compliance with the Public
Finance Management Act (1 of 1999) (PFMA) and other relevant legislation. The unit
concluded its restructuring process and continued to ensure a sustained culture of financial

management compliance in the Department. During the review period the unit also

extended its functions through the establishment of a Risk Management function and

Governance Review Committee that will assist in reviewing and implementing

departmental policies, prescripts and/or instructions.

16 National Treasury
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The Internal Audit unit conducted an international benchmarking study with the
Canadian and Australian Treasuries which assisted in improving efficiencies. This led to
the development of a strategic plan which was tabled and approved. The unit completed
its Annual Audit Plan and reported the findings to the Audit Committee. Internal Audit
also undertook a voluntary External Quality Review and was found to be compliant.

The Information Technology (IT) unit, together with the Communications unit,
redeveloped and launched a new departmental website. This has enhanced user
friendliness and improved the navigation process. Through the efforts of the unit the
national budget speech was also successfully webcast to all internet customers. /7" also
implemented dedicated connectivity between the 240 Vermeulen and 40 Church Square
offices. During the G20 meetings the unit hosted all the IT and audiovisual requirements.

The Security Management unit continued to ensure a secure and enabling working
environment. An evacuation drill and audit of emergency equipment was conducted. A
Security Manual was approved and published on the intranet. During important events
such as the national Budget Speech and the G20, the unit successfully delivered on its
mandate. The unit continued to screen new employees and ensured compliance with the
Minimum Information Security Standards.

The Human Resources (HR) unit developed a talent management strategy and enhanced

the Graduate Development Programme which attracted new internship and Training
Outside Public Practice (TOPP) candidates. The department also received accreditation
from the South African Institute of Chartered Accountants (SAICA) to train prospective
Chartered Accountants. HR also focused on reviewing and improving the technical
abilities of its staff in order to ensure sustained service excellence. The unit also noted
an increased participation of employees in Voluntary Counselling and Testing campaigns.
During the review period the unit ensured a reduction of the vacancy rate from 14 to
10 per cent.

The Facilities Management unit continued to manage the consumables bill and recorded
a further drop in expenditure. An independent engineering evaluation was conducted on
emergency power systems in order to reduce the effects of load shedding.

Legal Services provided legal services to the Minister, Deputy Minister, Director-General
and the rest of the department. These included providing legal advice on a range of issues
in support of the work of the department. The unit was also involved in negotiating and
settling agreements relating to the Collaborative Africa Budget Reform Initiative
(CABRI), G20 and the Annual Bank Conference on Development Economics (ABCDE).
The unit continued to ensure that government’s exposure was mitigated and protected.
Legal Services played a crucial role in drafting and reviewing legislation.

The Communications unit managed a number of study tours from countries visiting South
Africa to learn about the Medium Term Expenditure Framework (MTEF) process and
supply chain policies. During the period under review the unit managed media,
communication and marketing in all the G20 meetings, culminating in the Ministers and
Governors meeting in November 2007. Communications also managed the layout,
design, editing and printing of all departmental publications. The unit continued to assist

o
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the public with queries regarding pensions, tenders, tax and the general business of the
Department. The Department continued to enjoy a favourable media presence and
coverage which generated robust public discourse. A number of media conferences and
workshops were held on pertinent issues and events.
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PUBLIC FINANCE AND BUDGET MANAGEMENT

Purpose: Provide analysis and advice on fiscal policy and public finances,
intergovernmental financial relations, and expenditure planning and priorities. Manage
the annual budget process and provide public finance management support.

Measurable objective: 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. Measurable objectives are to:

*  Prepare a national budget that gives effect to government’s economic, fiscal, social
and development goals.

*  Publish the Budget Review, Estimates of National Expenditure and Medium Term
Budget Policy Statement and appropriation legislation, containing relevant, accurate
and clear financial information and associated indicators of service delivery and
performance.

»  Contribute to public policy and programme development, sound planning, budgeting
and project management, including increased support to public finance reform in
provinces and municipalities.

*  Promote public and private investment in infrastructure and public services by
providing technical support for capital expenditure planning and Public Private
Partnerships (PPP), advise on financing alternatives for municipal development and
financial assistance for neighbourhood development projects.

*  Support improved monitoring and analysis of public expenditure and service delivery
and the appropriate use of public and private financial resources for social and
economic development and infrastructure investment.

Service Delivery Objectives and Indicators

Recent outputs
Budget Office

Much of the work of the Budget Office is focused on coordinating the budget process,
providing advice to the Ministers’ Committee on the Budget, and monitoring fiscal and
public expenditure trends.

The Fiscal Policy unit plays a leading role in monitoring economic and fiscal trends and
advising the Minister of Finance on fiscal policy options and the Budget framework. It is
responsible for the annual Budget Review, the Medium-Term Budget Policy Statement
(MTBPS) and inputs to the deliberations of the Ministers' Committee on the Budget.

o
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Over the past year, policy advice and analysis focused on public service remuneration
issues, infrastructure investment and medium-term fiscal sustainability. This included
support for the occupation-specific dispensation policy for health, police and educators
and preparation for the new public sector wage agreement. Research also looked at the
capital spending plans of government departments, provinces and public entities; and
improved budgeting and planning processes for infrastructural investment. An analysis of
fiscal trends, government’s contribution to national savings and inter-temporal budget
implications was undertaken with a view to position the budget in support of
government’s social and economic objectives.

Fiscal Policy is extensively involved in interdepartmental budgetary and policy
consultation, including support to the Department of Public Service and Administration
(DPSA) relating to public-service wage bargaining, and liaison with the Department of
Trade and Industry (DTI) on critical infrastructure planning and budgeting.

The Expenditure Planning unit focuses on the coordination of the budget process in
preparing the annual Estimates of National Expenditure. The unit is also responsible for
the preparation of the Adjustments Budget that is tabled together with the MTBPS.

In relation to the budget process, the Expenditure Planning unit works to improve
allocation decisions through increased political oversight, better evaluation of spending
proposals and improved spending information. The Framework for Managing Programme
Performance Information was published in 2007.

Other key activities over the past year include:

*  Working closely with the Standing Committee on Public Accounts (SCOPA)to
finalise outstanding cases of unauthorised expenditure. A Finance Act regularising
the expenditure was tabled on 31 March 2007.

*  Briefing parliamentary committees on the budget process and budget documents.
*  Providing training on planning and budgeting to parliamentary researchers.

*  Administering research projects that seek to improve the pro-poor impact of budget
programmes.

The Public Finance Statistics unit focuses mainly on the production of appropriately
classified fiscal data in various National Treasury publications in support of fiscal
transparency and accountability. The data is also submitted to the International Monetary
Fund (IMF).

During 2007/08 the team focused mainly on further enhancements to existing reforms
introduced during previous financial years, which includes the following:

* A complete review of the government chart of accounts was concluded in
collaboration with between the Budget Office and Office of the Accountant General.
This project will see the introduction of a new chart that will ensure improved
reporting on infrastructure and capital spending and that paves the way for the
introduction of asset management systems in future.

* Improvement of existing databases used for reporting data on all spheres of

o
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Programme 2: Public Finance and Budget Management
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government and the consolidated government account, providing better-quality
statistics to users. These improvements were supported by extensive capacity-
building programmes at the national and provincial level.

*  During the review period an additional 35 public entities were included into the
consolidated government accounts, improving coverage to about 65 per cent of public
entities, representing 90 per cent of government resources controlled by entities. This
process is further enhanced by an improved National Treasury data collection process
that will improve the efficiency of data flows between public entities and government
and will ensure accuracy in the consolidations process.

The focus over the next few years will be on consolidating the reforms introduced in past
financial years. This will involve further training and capacity building processes within
departments to ensure a smooth transition to the revised government chart of accounts,
ensuring improved reporting on infrastructure spending and assets owned by departments.
Reporting models and databases will be enhanced in order to ensure accurate reporting on
spending on the 2010 FIFA World Cup™ and spending on Research and Development in
various departments. Further work will also be done on providing for an appropriate
database platform for the government statistics produced by the unit in order to enhance
the quality of data and improve public access to the data.

The Public-Private Partnership (PPP) unit regulates PPPs in terms of Treasury
Regulation 16 to the Public Finance Management Act (PFMA), and in terms of PPP
regulations to the Municipal Finance Management Act (MFMA).

Continuing the momentum achieved in the 2006/07 financial year where six PPPs
reached financial closure, the unit closed another five PPP deals in
2007/08.

The unit successfully concluded its initiative to enhance support to line departments and
municipalities during the review period by establishing a contract management desk. For
the reporting period the position of the Head: Contract Management Desk was advertised.
This new area of support has begun assisting institutions utilising the PPP contract
management framework.

The unit concluded the first PPP under the newly-launched PPP Tourism Toolkit.

The review of Standardised PPP Agreement provisions is almost complete. Consultations
with government and private sector stakeholders have been planned.

The comprehensive municipal service delivery and PPP guidelines have been published
and an extensive, province-by-province rollout is underway. This was a collaborative
process between National Treasury and the Department of Provincial and Local
Government. Ongoing training programmes are underway in municipalities to broaden
the understanding of PPPs. Also over 300 officials from South Africa and abroad have
received PPP related training.

The International Development Cooperation unit is responsible for the establishment of
an effective and efficient policy framework and management system to deal with Official
Development Assistance (ODA) to South Africa. During the review period the unit:
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* Implemented the policy framework and procedural guidelines to manage ODA flows
into South Africa.

*  Enhanced coordination through ODA coordinators’ fora at national and provincial
levels.

*  Hosted the Development Counsellors’ Forum for strategic management of donor
interventions.

*  Completed the South Africa-France Partnership Agreement.

*  Finalised the development cooperation strategy for South Africa with the European
Commission and 11 member states, applicable from 2007 to 2013, valued at
980 million Euros.

*  Organised 11 annual consultations and/or joint commissions with partner countries
and multilateral bodies to review implementation and programming.

*  Contributed to ODA reform efforts internationally in areas such as harmonisation, aid
effectiveness and recipient empowerment.

*  Organised the G20 Aid Effectiveness Forum in 2007.
*  Built capacity for ODA management and coordination in all spheres of government.

*  Continued to enhance ODA information management through maintenance and
refinement of a central information system.

The Neighbourhood Development Programme unit administers the Neighbourhood
Development Partnership Grant (NDPG). The NDPG unit provides municipalities with
technical assistance to develop project proposals for property development in townships
and residential neighbourhoods, and capital grants for the construction and/or upgrading
of community facilities and economic infrastructure. The following were achieved:

e The 2007/08 — 2010/11 NDPG Business Plan was approved by the Minister in
December 2007.

e The successful formation of the Training for Township Renewal Initiative which is a
partnership between the National Treasury, the South African Cities Network, the
Department of Provincial and Local Government, the Development Bank of South
Africa and others. The unit also hosted two sessions covering financial and economic
analysis.

* Rounds two and three have been finalised out of a total of four, and approvals
obtained for a total of 72 awards.

*  Over 90 townships are to be addressed in terms of the awards.

*  The quality of submissions from municipalities for Round three has significantly
improved, with 80 per cent of the 30 targeted municipalities submitting applications
in alignment to the NDPG’s goals.

* 37 Funding Agreements have been concluded 31 March 2008.
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*  About R45 million was disbursed by the end of March 2008 — this was far less than
planned. Poor performance by municipalities is partly related to long delays within
municipalities to secure strategic planning and project management capacity to drive

and package projects.

*  Central technical assistants have been deployed to municipalities such as Tshwane,
City of Joburg, Francis Baard, Greater Taung, uMngeni, uPhongola, Sisonke,

Greater Edendale and Ndwedwe.

* Conditional Grants have been disbursed for projects such as eThekwini’s

KwaMashu Town Centre, Inanda-KwaMashu-Ntuzuma's Bridge
KwaDabeka/Clermont and King Sabata Dalindyebo's Ngangelizwe.

The Public Entities Governance unit (PEGU) was set up as a new chief directorate in the
Budget Office in 2006 to implement the recommendations of the 2004/05 public entities

governance framework review.

A key element of the budget reform programme is the extension of budget planning and
oversight to include the full range of government agencies and public entities — while
distinguishing appropriately between entities wholly or largely reliant on transfers from
the fiscus and entities operating on a commercial basis without recourse to nationally

raised revenue.

PEGU assists with the preparation of consolidated financial accounts, maintains a
budgetary database and appropriate administrative records of the entire general
government sector, inclusive of public entities. The unit is in the process of creating a
coherent regulatory environment to promote a consistent approach to governance, human
resource management and financial management in the public sector, including ‘extra-
budgetary’ entities. In the reporting period two entities were listed, and one de-listed.

Public Finance

The Public Finance division has responsibility for advising the Minister of Finance on
sectoral policies and departmental spending programmes, evaluating budget submissions
of national departments, and monitoring spending and service delivery trends. Budget
analysts of this division monitor and evaluate spending trends across government
departments and agencies, provide support for financial administrative improvements,
such as the implementation of the standard chart of accounts and compliance with the
Public Finance Management Act (PFMA), and provide advice to the Minister of Finance

on sectoral policy matters.

The Administrative Services unit oversees the finances and budgets of a range of central
government responsibilities, including foreign policy (Foreign Affairs), macroeconomic,
fiscal and financial policies (National Treasury), land and accommodation (Public
Works), training (South African Management Development Institute), communication
services (Government Communication and Information System) and statistics (Statistics

South Africa), and enabling the rights of citizens and residents (Home Affairs).
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Key areas of work in 2007/08 included:

Foreign Affairs:. Worked with the department on refining the focus of the African
Renaissance Fund in post-conflict reconstruction and development in Africa as an
integral component of the broader strategy for aid to Africa. Assisted the department
as part of the International Relations Peace and Security (IRPS) cluster in articulating
South Africa’s position in international conventions and peace missions.

Home Affairs: Participated in the departmental review of legislative and policy
frameworks for civic and immigration services to citizens and supported business
process re-engineering initiatives and the future vision and design.

Public Service and Administration: Supported initiatives for improving government
administration, including planning towards the single public service and the one stop
government information centres.

Statistics South Africa: Assisted in budgeting and planning for household surveys, the
living conditions survey and Census 2011.

National Treasury: Supported initiatives by the South African Revenue Service
(SARS) to strengthen capacity, modernise systems and improve project management.
Also assisted Government Employees Pension Fund (GEPF) with its planning and
budgeting framework.

South African Management Development Institute (SAMDI): Supported the
development of the strategy for a public service academy as well as the redesign of
public sector courses.

Public Works: Assisted in managing its property portfolio and putting government
accommodation services on a business-oriented footing. Initiated the devolution of
funds to provinces for accommodation related services. Participated in the planning
of improved border post infrastructure as well as border control.

Justice and Protection Services unit contributes to policy planning, implementation and

alignment of the strategic objectives of the Criminal Justice System as well as the
Intergrated Justice System (IJS). In 2007/08, the unit provided technical assistance and
expertise on a range of key projects, including:

Support for the devolution of custodial functions and responsibilities from the
Department of Public Works, including transfer of responsibility for police stations
to the Department of Safety and Security.

Support for the implementation of a new business and governance model for the [JS
Programme, as well as the work plan and research design for the criminal justice
system review project.

Guidance on appropriate funding for six new correctional facilities.

Support to the Department of Justice and Constitutional Development concerning the
establishment of a PPP arrangement for monies in trust and rollout of IT systems
aimed at improving the work of the department.
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Monitoring of capital modernisation projects of the Department of Defence.

Support to the Department of Foreign Affairs with the drafting of the White Paper on
the South African Participation in International Peace Missions.

Oversight of the special arms procurement programme of the South African National
Defence Force (SANDF) and the integration of the Special Defence Account
allocation into the relevant programmes.

Assistance to the Independent Complaints Directorate (ICD) with the development of
a case flow management and monitoring tool.

The Social Services unit monitors and advices on a range of functions largely

administered by provincial departments. During the review period the unit assessed and

analysed budget options and financial implications of service delivery.

Policies and programmes that have come under review include:

Education: The proposed Grade R funding norms and standards, funding norms for
Further Education and Training (FET) colleges, the higher education funding review,
support for the National Students Financial Aid Scheme (NSFAS) and the legal
framework of the Fundisa Agreement.

Arts and Culture: The funding model, legal and accountability framework for
community libraries and funding requirements of Freedom Park.

Sport and Recreation: Funding for loveLife, and the conditional grant for Mass
Participation, School Sport and Legacy Projects.

Labour: National Youth Policy Initiatives, the Review of the Umsobomvu Youth
Fund, preferential procurement status for the youth and people with disabilities, the
process required to integrate the occupational health and safety and compensation
fund competencies, review of Sector Education and Training Authorities.

Social Development: The development, planning and costing of the Occupation
Specific Dispensation (OSD) for Social Welfare professions, litigation matters
relating to social assistance, the costing of the extension of the Child Support Grant
to children up to the age of 15 and for the gradual phasing in of the Old Age Pension
for men between 60 and 65, costing and legislation for the expansion of the Early
Childhood Development programme, child protection strategy, general social
assistance grant increases and the Prevention and Treatment of Substance Abuse Bill.

Health: HIV and Aids National Strategic Plan costing, the Medicines Control Council
reform task team, allocations to universities for health professionals training, the
Medical Schemes Amendment Bill and Risk Equalisation Fund issues, review of
health sector progress and funding as well as improvements in financial management
in the health sector.

The Urban Development and Infrastructure unit supports national departments involved

in the provision of infrastructure through budget and expenditure analysis. With

infrastructure investment in the public sector as a key driver of growth in the economy,

the unit focuses on policies and programmes for the delivery of networks infrastructure

o
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such as transport, electricity, water and sanitation, telecommunications and housing.

Specific areas of focus in the year under review include:

Transport. Supported the incorporation of Shosholoza Meyl and Autopax into the
South African Rail Commuter Corporation; reviewed the public transport investment
plans and spending of municipalities and the rural transport strategy. Also supported
2010 transport services and the transport master plan and integrated infrastructure
planning processes.

Housing: Policy and business case analysis of the Housing Development Agency
Bill; input into the study titled “The introduction of a housing tax credit system in
South Africa and support to the evaluation of the Neighbourhood Development
Partnership Grant and the President’s Second Economy Reference Group”. Also
assisted with legislation and reviewed funding instruments in support of housing
infrastructure.

Water Affairs and Forestry: Engagement on the development of water conservation
and demand management policy and funding options; developing the bill for the
National Water Resources Infrastructure Agency; the turnaround plan for the Water
Trading Entity; implementation of water and sanitation services at schools and clinics
as well as the implementation of bulk infrastructure.

Energy: Engagement on the Integrated National Electrification Grant, Renewable
Energy, Regional Electricity Distributors (REDS) establishment, Electricity Pricing
Policy, and in early 2008 — on the electricity crisis — engaging with Eskom, the
National Energy Regulator of South Africa (NERSA), Department of Minerals and
Energy (DME), the National Energy Response Team (NERT) and its subcommittees.

Communications: Engagement on the Sentech Wireless Broadband business plan and
the special adjustment budget, World Cup 2010 ICT requirements, legislative
support, Digital Terrestrial Television working group and set-top boxes, Schools ICT
steering commiittee, universal services fund and agency issues.

Infrastructure Project Support: Support for the construction of the De Hoop dam in
Limpopo. Also undertook an expenditure analysis of projects funded from the
Municipal Infrastructure Grant (MIG). A technical evaluation of capital infrastructure
bids by departments was also undertaken.

Economic Services: Deals with six national departments which have a direct impact on

economic growth and job creation. These are Agriculture, Environmental Affairs and

Tourism, Land Affairs, Public Enterprises, Science and Technology, and Trade and

Industry. Enhanced in-year expenditure monitoring was conducted for the six

departments and expenditure reports were produced together with an assessment of policy

proposals and capital requirements of:

Agriculture and Land Affairs: Options for accelerating land reform and agricultural
development, alignment of support for sustainable agricultural production and
business development, advice on implementation of the proactive land acquisition
strategy through amendments to the Provision of Land and Assistance Act relating to
ownership and control of agricultural enterprises in a trading entity.
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*  Environmental Affairs and Tourism: Development of a model to improve domestic
waste collection, participation in review of South Africa’s response to climate change
and sustainable development, review of cost recovery and tariff setting for the fishing
industry and appropriate management and infrastructure planning for the fishing

harbours.

*  Public Enterprises: Review of financial aspects of state enterprise restructuring,
including valuation of South African Express and payment to Transnet, capitalisation
of South African Airways, Denel’s turnaround strategy and capital requirements,
financing of the Pebble Bed Modular Reactor (PBMR) demonstration plant and
operational development, establishment of Infraco, VAT treatment of transfers to

State Owned Enterprises (SOEs).

*  Science and Technology: Business case analysis of the Technology Innovation
Agency and the National Space Agency; evaluation of the Science and Technology
Laws Amendment Bill and the National Space Agency Bill; financial analysis of the
extension of the Square Kilometer Array radio telescope project and the development
of the South African National Research Network (SANReN) computer network

project.

*  Trade and Industry: Financial analysis of the National Industrial Policy Framework
and the Industrial Policy Action Plan; review of the Small Business Strategy, the Film
Incentive Scheme, the Small and Medium Enterprise Development Programme
(SMEDP) incentive scheme and new Enterprise Investment Programme; evaluation
of the National Regulator for Compulsory Specifications Bill; Standards Bill and the
Draft Consumer Protection Bill; establishment of National Metrology Institute;
policy and business case analysis of the National Regulator for Compulsory
Specifications; fee structure review of SABS Trade Metrology; review of the Critical
Infrastructure Programme and participation in the Manufacturing Development

Board and various interdepartmental oversight bodies.

Technical and Management Support

The Technical Assistance unit (TAU), co-funded by the Canadian International
Development Agency (CIDA), provides programme and project management support to
government initiatives (including donor-funded programmes) to contribute to building

government’s capacity for effective programme and project delivery.

In 2007/08 TAU supported a total of 53 projects. At the end of the financial year 34 were
still current, whilst support to 19 projects was brought to a close, 17 were in the pipeline.
These projects covered all three spheres of government with support focused on
programme design, planning, support to the development of business plans, monitoring

and evaluation.

The following is a list of projects illustrating the range and type of support services

rendered to government departments:

*  Health: CIDA funded programme in the NGO Co-ordination unit on HIV and AIDS

— design and implementation support
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*  Environmental Affairs and Tourism: Integrated Coastal Management — leadership and
project management capacity development to set up a project management capability.

*  Provincial and Local Government. Monitoring and Evaluation Framework —
developing models and performance indicators.

*  National Treasury: Conditional Grants Improvement process — support to the cycle
for development and implementation of programmes including business plan
development.

*  Premiers Office, Mpumalanga: Cluster system review.

*  Correctional Services: Monitoring and evaluation system — development of models
and performance indicators, as well as PPP prison specification refinement.

o Arts and Culture: Libraries recapitalisation project — business plan development.
*  FEducation: FET Colleges — business plans development.

o Water Affairs and Forestry: Masibambane III — programme and project management
capacity building on the new engineering contract and associated regulations.

*  Gert Sibande District Municipality: Setting up of a capacity building programme.

*  City of Johannesburg: Diagnostic Study on support needs of the City of Matola in
Mozambique to inform the partnership agreement between the two cities.

TAU also focused on:

* Improved application of a results-based management approach in the technical and
advisory support including contribution to the development of the National
Treasury’s Framework for Programme Performance Information.

e Initiated a programme and project management framework for government.
*  Contributed to guidelines for managing function shifts in government.

The 2010 FIFA World Cup unit provides support to the Finance Minister and his Deputy
and the Local Organising Committee (LOC), for South Africa’s hosting of the 2010 FIFA
World Cup. The event provides opportunities to upgrade infrastructure and to market the
country as a destination for investment. 2010 has been used as an opportunity to channel
investment to key infrastructure programmes, including stadiums, transport, airports,
communications, accommodation, broadcasting and telecommunication technology. In
2007/08 government committed significant resources to ensure not only a successful
hosting of the 2010 FIFA World Cup competition but also a lasting legacy of new and
improved infrastructure.

Highlights of 2007/08 include:

*  Bringing forward R1.9 billion in the 2007 Special Adjustments Act from outer years
of the MTEF to assist Host Cities with stadium construction and early procurement
of costly components, thus minimising the escalation costs.

*  Presentation of priority statements by Host Cities to the Department of Transport to

o



National Treasury Partl:Treasury Annual Rep 07 Part 1 9/18/%?38 12:44 PM Page 31

Programme 2: Public Finance and Budget Managemeént
\

enable further funding of public transport projects.

*  Compilation of government’s funding contribution to the 2010 FIFA World Cup
project as a key component of the 2008 Budget. Further resources were set aside for
the World Cup, which is integrated into the much larger infrastructure spending
programme between 2006 and 2010.

The 2010 unit supported other Departments and Host Cities responsible for the
implementation of 2010 FIFA World Cup Projects in project management, cost control
and contract management. This effort resulted in improved cost management as well as
ensuring that timelines for the major infrastructure, especially the stadiums, will be met.

Intergovernmental Relations

The Intergovernmental Relations division coordinates fiscal relations between the
national, provincial and local spheres of government. This is an important function given
the design of intergovernmental funding arrangements, in which provinces and
municipalities were allocated R243.1 billion, or 49.7 per cent of non-interest
expenditure. The bulk of these resources are expended on core programmes such as
school education, public health care and provision of the free basic municipal services
(e.g. water, sanitation and electricity).

During the review period Intergovernmental Relations played a central role in compiling
consolidated provincial budgets and quarterly expenditure reports required in terms of
Section 32 of the PFMA, providing Parliament and provincial legislatures with valuable
data for exercising more effective oversight. For the first time, quarterly reports on
several municipal budgets were published. Similar consolidated reports on local
government required by Section 71 of the MFMA were compiled and published for local
government. The challenge is to expand coverage to all 283 municipalities across the
country, taking into consideration the varying capacity challenges facing municipalities.

An internet-based course on the essentials of budget formulation was run in all nine
provinces for officials from the three spheres of government, and 300 participants
successfully completed the course. The course provides graduate-level training for
professional staff and managers in finance and budget sections of departments.

Intergovernmental Relations also worked to ensure effective use of financial resources
through the infrastructure delivery improvement programme, monitoring and reporting
on provincial infrastructure delivery trends, and recommending a delay of transfers
where provinces failed to comply with the conditions of national grants. The aim was to
ensure that remedial steps were taken to improve the pace of delivery and the quality of
infrastructure.

The division hosted quarterly meetings of officials from SALGA, provincial and national
departments to assist in the co-ordination of MFMA implementation across all
municipalities and provided hands-on support to 25 municipalities and nine provincial
treasuries to implement the MFMA. A total of 22 international advisors with expertise in
financial management were deployed to municipalities to support the preparation of
budgets, improve reporting and build local skills. In addition, three roving advisers were
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made available to provinces to assist with the monitoring of municipal financial
management reforms. The municipal finance recovery service was established during
2007 and is being resourced to assist municipalities develop and implement recovery
plans.

Building on the work of previous years, a total of 503 financial management interns were
part of the programme to build capacity in municipalities. Municipal capacity has been
further strengthened by the financial management grant, training of officials and
councillors, the issuance of guidelines and policy support. Together these initiatives have
enabled the National Treasury to publish revenue and expenditure reports required in
terms of section 71 of the MFMA.

The division continued to raise awareness and facilitating compliance with the provisions
of the MFMA by issueing circulars and guidelines to all municipalities. The MFMA
implementation website registered a significant increase in hits during the review period.

The division was responsible for monitoring all provincial and local government budgets,
and continued to compile a database of all such information. Working with other divisions
of the National Treasury, it also coordinated Provincial Budgets and Expenditure Review
2003/04 — 2009/10. This publication sets out data on provincial budgets and expenditure
and analysed trends in service delivery.

The local government fiscal framework has been revised to provide greater financial
support to more poorer and rural municipalities. Specifically, the municipal infrastructure
grant allocation has been adjusted to ensure that each municipality at least receives a
minimum allocation of R5 million compared to allocations that were below R1 million.

To further enhance transparency, accountability, performance and planning, changes to
the 2007 Division of Revenue Act now require that provinces publish hospital budgets per
hospital, transfers to schools per school and housing allocations per municipality.
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ASSET AND LIABILITY MANAGEMENT

Purpose: Asset and Liability Management is responsible for the prudent management of
government's financial assets and liabilities.

Measurable objective: This programme aims to ensure prudent cash and financial
management, oversight of state-owned entities and optimal management of the state’s
domestic and foreign debt.

*  Management manages the office of the head of the division.

*  Asset Management promotes the optimal allocation and use of financial resources
and sound corporate governance in state-owned entities through financial oversight
in accordance with government policy.

*  Liability Management provides for government's funding needs, manages domestic
and foreign debt, and contributes to the development of domestic capital markets.

*  Financial Operations provides for prudent management of cash in all spheres of
government, efficient accounting of debt and investment transactions, supply of
reliable systems and provision of quality information.

o Strategy and Risk Management develops and maintains a risk management
framework.

Service Delivery Objectives and Indicators

Recent outputs

Liability Management: For the first time in the history of South Africa, the country
recorded a budgete surplus driven by years of robust economic growth. This lowered the
government’s borrowing requirement, providing greater flexibility in policy choices.
Government’s debt management strategy has evolved from exclusively financing the
borrowing requirement to broader support for government’s macro-economic objectives.

During the review period the net negative borrowing requirement was R14.3 billion
compared to the budgeted R11.6 billion. This net cash inflow was used to increase cash
and other balances by R12.8 billion net debt was reduced by R1.5 billion through the
issuance of domestic short-term loans (R5.7 billion), domestic long-term loans
(-R2.4 billion) and foreign long-term loans (-R4.8 billion).

Government issued a 21-year inflation-linked bond to support liquidity in the domestic
market. In addition, R4.1 billion of the R198 inflation-linked bond was switched into the
R202 and R210 longer dated inflation-linked bonds, assisting in building the volume of
inflation-linked benchmark bonds. Furthermore, reverse repo facilities vallued at

o
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R20 billion were transacted, to enhance efficiency in the primary and secondary inflation-
linked bond markets.

To actively manage its foreign debt portfolio, government entered into buy-back and
exchange transactions that included the issuance of a US$1 billion loan that matures in
2022. The new bond with a coupon of 5.875% was issued at 120 basis points over the
10-year US Treasury bond and 54 basis points over the fifteen year swap rate. These
transactions resulted in a net buy-back of US$218 million, equivalent to R1.6 billion.

Debt service cost as a percentage of GDP continued to decline, reaching 2.6 per cent of
GDP.

Financial Operations: Provinces continued to use their intergovernmental cash
coordination accounts at the Corporation for Public Deposits as an investment and
bridging finance facility, resulting in a national and provincial government saving of
3.89 per cent on short-term borrowing and a 0.7 per cent gain on investments. A similar
investment facility has been set up for other public entities.

The customisation of the foreign debt portion of the new back office system has been
completed and is currently being tested. In line with the revised divisional IT strategy, IT
governance is being addressed in conjunction with implementing the new back office
system.

Strategy and Risk Management: During 2007, government continued to actively manage
debt and sovereign external vulnerability, also ensuring that the issuance of new debt
occurs within risk guidelines.

The risk profile of government’s debt portfolio has been affected by the performance of
the rand against other currencies, movement in both domestic and international interest
rates, and the options chosen by the National Treasury in its funding strategy. Floating-
rate debt (treasury bills, inflation linked bonds and floating rate notes) accounted for
25.5 per cent and fixed-income debt for 74.5 per cent of the domestic debt portfolio as at
31 March 2008, compared to the target of 30 per cent floating versus 70 per cent fixed-
income debt. The weighted modified duration of domestic marketable bonds, which
determines the sensitivity of the bond portfolio to interest rates, declined from 5.4 years
on 31 March 2007 to 5.3 years on 31 March 2008. Foreign debt was 15 per cent of the
total debt portfolio as at 31 March 2008, remaining well within the 20-25 per cent target
range.

During 2007, Moody’s Investor Service and Fitch Ratings revised South Africa’s
sovereign credit ratings from ‘stable’ to ‘positive’ because of the the country’s reduced
external vulnerability.

Risks arising from contingent liabilities continued to be a strategic focus area. Monitoring
and the oversight role of contingent liability exposures arising from Public Private
Partnerships and broader fiscal liabilities were also incorporated in the management of
contingent liabilities. Counterparties are continuously reviewed and rated in terms of risk,
and government exposures are continuously adjusted.

Asset Management — During the review period State-Owned Entities (SOEs) remained
pivotal in lowering the cost of doing business in South Africa and promoting economic

o
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Programme 3: Asset and Liability Managemeént
/ \

growth and development. SOEs continue to invest in financial resources and key
infrastructure projects that are intended to attract higher levels of sustainable investment.
Concerted effort should be placed on promoting and improving financial performance,
operational efficiency and effectiveness, sound governance, and the development impact
of the service provided by the SOEs. Furthermore, sound management of financial

resources within a robust treasury management framework is encouraged.

The following initiatives have been undertaken to support financial oversight:

*  Promotion of appropriate treasury management policies and practices for SOEs.

*  Proposing the Development Finance Institutions (DFIs) policy.

*  Evaluation and implementation of policies concerning financial distribution and

capital structure.

*  Continued investigation into a comprehensive shareholder management model.

The review of SOE Treasury operations is ongoing with the relevant executive authorities
and individual entities regarding progress on the implementation of recommendations.

A three-phase approach was adopted for tackling the DFI mandate reviews. All the three
phases were completed by 31 March 2008. The recommendations of the review and the
development finance policy have been approved by Cabinet with some changes and the
implementation process will commence during 2008/09. National Treasury has completed
financial models for all Schedule 2 SOEs, and will engage with the SOEs and shareholder
departments to determine individual capital structures and dividend policies. Shareholder
management amendments have been accommodated in the Public Finance Management

Act Amendment Bill.

In the context of promoting optimal utilisation of available financial resources, thereby
ensuring a stable financial market, the borrowing activities of SOEs are monitored and
coordinated by compiling a consolidated maturity profile of the domestic and foreign debt

of government and SOEs on a quarterly basis.

Dividends amounting to R2.5 billion were received from SOEs as a direct result of

government’s financial oversight.
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