Overview

Budget documentation

Alongside the annual Budget Speech to Parliament, the National Treasury produces a set of
complementary publications providing comprehensive information on Government’'s revenue
raising and spending plans.

The Estimates of National Expenditure accompanies the Appropriation Bill, tabled in Parliament
by the Minister of Finance when the budget is presented. Through the Appropriation Bill, the
Executive seeks Parliament’ s approval and adoption of its spending plans for the forthcoming year.

The Estimates of National Expenditure focuses on these plans, the measurable objectives of
national departments, three-year spending estimates, policy developments, service delivery
objectives and indicators, and progress reports on recent outputs. The Minister of Finance' s Budget
Soeech and the Budget Review put these plans in context by providing an overview of the
economic outlook, fiscal policy, tax proposals, expenditure plans and developments in inter-
governmental financial relations.

The Estimates of Revenue sets out revenue projections before and after tax proposals; the Division
of Revenue Bill divides nationally raised revenue between the national, provincia and local
spheres of government, and provides details of transfers to provincial and local governments; the
People’'s Guide is an accessible summary of budget highlights, published in five officia
languages.

Provincial budget statements, tabled in provincial legidatures in the week after the national
budget, outline spending plans in some of the key social service and infrastructure sectors and
other provincial competencies. Provincial spending and service delivery, and more detailed aspects
of local government financing and expenditure, are reviewed in the Intergovernmental Fiscal
Review, published later in the year.

The aims of the Estimates of National Expenditure are to provide a tool to enhance the
accountability of the executive to Parliament and civil society, and to allow for review and
monitoring of Government’s service delivery and spending plans.

Budget reform

The 2003 Estimates of National Expenditure keeps the broad format of last year, but provides
more information in a number of areas:

e The 2003 Budget will effect, for the first time, an important requirement of the Public Finance
Management Act (1 of 1999) (PFMA). In this Budget, measurable objectives are submitted to
Parliament for each main division within a department’s vote. Measurable objectives are
defined as quantifiable results that can be achieved within a foreseeable time period. National
departments have provided a separate measurable objective for each programme, except
Administration as this programme’s objective is adequately described by its stated purpose.
These objectives will be refined further through discussions between the National Treasury and
departments. Parliamentary committees will also examine these objectives and are likely to
engage with departments on them in the context of reviewing service delivery aims and
achievements.
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In support of better service delivery, the Estimates of National Expenditure has extended the
information requirements on outputs. In addition to the usual table of medium-term output
targets, national departments are now required to report progress made on output measures and
targets established in the previous year. For this purpose, a new section on “Recent Outputs’
has been introduced, which will gain importance in future years when the Auditor-General
begins to consider performance in the achievement of outputs as well as financial statements.

Financia reporting on public entities has improved further this year. Previoudly, data was
published on the socia security funds and government trading accounts. The broader coverage
now includes the Sector Education and Training Authorities, the Independent Electoral
Commission, South African Revenue Service, and other selected entities. A major review of
public entity reporting will be undertaken in the coming year, leading to a new reporting
framework that will capture both revenue and expenditure data and facilitate consolidation of
the general government accounts.

Another magjor reform on the reporting side has been the adoption of a standardised
Government Financial Statistics classification (GFS) as the basis for budgetary reporting. The
process is expected to take a year to roll out, so that full GFS compliance is in place by the
2004 Budget. So far, a new chart of accounts has been developed and is being piloted in afew
departments.

The quality of information on infrastructure spending has also been improved with the
introduction of a new reporting schedule in the Estimates of National Expenditure. National
departments are now required to break down their infrastructure estimates into standard
categories including ‘large infrastructure projects (costing over R20 million), ‘small projects,
‘infrastructure transfers’, and others. This allows for better comparisons and consolidation of
infrastructure spending across departments. The more detailed information also discloses future
infrastructure spending in more detail.

Through these innovations, budget reform is taken forward. Significant progress to date includes:

The consolidation of the intergovernmental fiscal system following its establishment in 1997,
gave effect to the Congtitutional provisions relating to the three spheres of Government, each
with its own functions and spending responsibilities.

Medium-term budgeting introduced in 1998 has tightened the links between Government’s
policy choices, its budget and the delivery of services. This will be further enhanced with the
continued integration of strategic planning into the budget process and more recently, the
introduction of measurable objectives.

The PFMA provides public sector managers with more autonomy and flexibility for delivering
services as effectively as possible, within a regulatory framework that strengthens
accountability and oversight.

The increasing focus on output targets alongside spending plans provides a basis for ng
the value for money of spending and its alignment with government objectives.

The more detailed service delivery information captured in the medium-term output tables when
considered together with the new measurable objectives gives a better sense of what Government
aims to achieve through its spending programmes which are detailed in this publication. This,
together with the improvements noted around reporting on public entity and infrastructure
spending represent the main advances of the 2003 Estimates of National Expenditure. It is an
evolving process, but each year more output information will become available to both the
legislature and the public. The success of this exercise will depend on strengthening the crucial
links between strategic planning, budgeting and monitoring, and reporting service delivery.
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Medium-term expenditure framework

Medium-term expenditure estimates

The Estimates of National Expenditure details the spending outcomes and plans of national
departments. To these must be added provincial and local government expenditure to get an
overall perspective on government spending.

Table 1 shows the expenditure from the National Revenue Fund for the period 1999/00 to 2005/06.
Statutory appropriations comprise mainly debt costs, the provincial equitable share and skills
development funds, and are appropriations in terms of separate Acts of Parliament, rather than an
annual Appropriation Act. Salaries of Members of Parliament and of judges, and standing
appropriations are also included. Vote appropriations include allocations to national departments,
conditional grants to provincial and local government, and the local government equitable share.

Skills development funding is financed by a levy on payroll, which flows through the National
Revenue Funds to the various Sector Education and Training Authorities, and the National Skills
Fund. The latter finances special training needs and training for the unemployed. The levy is
payable by private sector employers and is expected to yield R3,6 billion in 2003/04, rising to
R4,3 billion in 2005/06.

The estimates include a contingency reserve to deal with unforeseen circumstances. This provides
for allocations that may be voted in the Adjustments Budgets later in the financial year to provide
for expenditure that is currently unforeseen but which may be unavoidable. The contingency
reserve is R3,0 billion in 2003/04, R4,0 billion in 2004/05, and RS,0 billion in 2005/06. In
subsequent budgets, the contingency reserve may be drawn down to accommodate adverse
macroeconomic developments, make funds available following natural or other disasters, or
respond to any new government priorities.

Table 1: Main budget framework, 1999/00-2005/06

1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06
Outcome Outcome Outcome Revised Medium-term estimates
R million estimate
Revenue (National Revenue Fund)
Tax revenue (gross) 201 386 220 334 252298 280 095 310025 338 046 368 720
Other receipts &
repayments 3974 3654 4169 3910 4156 4 494 4 850
Less: SACU transfers -71197 -8 396 -8 205 -8 259 9723 -11 585 -12 361
Total revenue 198 162 215592 248 262 275745 304 459 330955 361 209
Percentage of GDP 24.2% 23.6% 24.6% 24.6% 24.7% 24.6% 24.6%
Percentage increase 7.7% 8.8% 15.2% 11.1% 10.4% 8.7% 9.1%
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1999/00 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06
Outcome Outcome Outcome Revised Medium-term estimates

R million estimate
Expenditure
Statutory appropriations
State debt cost 44290 46 321 47581 47 250 50 986 53079 55070
Provincial equitable share 89 095 98 398 107 460 123 457 142 386 155313 167 556
Skills development funds - 902 2541 2950 3600 3900 4300
Other 324 340 629 355 386 409 420
Appropriated by vote
Current expenditure? 39152 42 240 48583 53 606 57 625 62 567 66 921
Capital expenditure! 2270 2525 4452 4569 5938 6921 7544
Transfers 39 620 43208 51 659 59 637 70 044 77 156 85794
Contingency reserve - - - - 3000 4000 8000
Total expenditure 214750 233934 262 905 291823 333965 363 345 395 606
Percentage of GDP 26.2% 25.6% 26.1% 26.1% 27.1% 27.0% 27.0%
Percentage increase 6.6% 8.9% 12.4% 11.0% 14.4% 8.8% 8.9%
Deficit(-) -16 588 -18 342 -14 642 -16 077 -29 506 -32.390 -34 397
Percentage of GDP -2.0% -2.0% -1.5% -1.4% -2.4% -2.4% -2.3%
Gross domestic product 819 366 913221 1007 810 1120 100 1234 600 1344 300 1466 600

1 Excludes conditional grants to provinces and local government which are included in transfers.

Total spending

The main budget provides for expenditure of R333,5billion in 2003/04, increasing to
R395,6 billion in 2005/06, at an average annual growth rate of 10,7 per cent a year. Compared
with the 2002 Budget forward estimates, total expenditure isincreased by R22,2 billion in 2003/04
and R28,8 hillion in 2004/05.

Changes in national votes and statutory amounts since the 2001 Budget

The 2002 Budget provides for additional alocations to national votes in order to effect policy
changes, increase expenditure on existing programmes or implement new spending programmes.
These are supported by further adjustments to compensate for higher-than-expected inflation and
the depreciation of the currency. The Budget provides for the following adjustments:

Administrative Services

The Presidency receives additional funds to enhance its central leadership role and supplement
the National Y outh Commission allocation.

Further allocations to Parliament will enhance its functioning and effectiveness of services.

Additional funds alocated to Foreign Affairs support the recently established African Union
and consolidate the New Partnership for Africa’'s Development (NEPAD), including the
establishment of new missions in Africa and further contributions to the African Renaissance
Fund.

Home Affairs receives additional funds to support critical systems development and to enhance
service delivery capacity. These amounts also include allocations for the Independent Electoral
Commission for forthcoming national, provincial and municipal elections.

Provincial and Local Government receives an additional alocation to raise the local
government equitable share and to fund activities of the Municipal Demarcation Board.

The budget of the Government Communications and Information System receives a general
increment, including provision for the International Marketing Council which seeks to promote
South Africa as atourism and investment destination.
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Public Works receives additional funds to accommodate increases in the cost of leases, rates,
and taxes and contributes to enhanced maintenance of state-owned properties.

The budget of the Public Service Administration receives additional funds in the two outer
years for the expansion of the Department’s work and the implementation of the HIV/Aids
strategy for the public service.

The National Treasury Vote increases to provide continuing support for SARS's business re-
engineering programme (Siyakha). Provision for Secret Services also rises and there is an
alocation for transfers to Lesotho and Namibia in terms of the Rand Monetary Area
Agreement.

The Public Service Commission receives additional funds to establish a unit for anti-corruption
investigations and to set up a monitoring and evaluation unit.

The budget of the South African Management Development Ingtitute increases to support the
continuation of training activities.

Satistics South Africa receives additional funds to reinforce the national statistics system and
begin preparations for Census 2006.

Social Services

Arts and Culture receives additional funds to support infrastructure needs related to the
National Library and the National Archives. Funding is also provided for Freedom Day 2004.

Science and Technology receives additional funds for the establishment of the new department
following the separation from Arts, Culture, Science and Technology and to support the
expanded Research and Development strategy which includes activities of the Science
Councils.

Social Development receives substantial increases over the MTEF in support of the phased
extension of the child support grant up to the age of 14. Funds are also made available to
strengthen the capacity of the department and its provincial counterparts to respond to food
insecurity amongst the poor.

Education receives substantial increases for the restructuring process of Higher Education
ingtitutions and to maintain real subsidy levels to these institutions. Further support to the
National Student Financial Assistance Schemeis also provided.

Health receives amounts to further strengthen the HIV/Aids response, to extend the malaria
initiative and to supplement the hospital revitalisation programme.

The Labour budget increases to expand personnel to enable the effective delivery of service
standards set by the new Labour Acts.

Soort and Recreation receives additional fundsin support of initiatives to broaden accessto and
participation in sport. Initiativesto attract more sports tourists to the country are also included.

Economic Services

Agriculture receives additional funding for the Land Redistribution for Agricultural
Development (LRAD) support programme and to strengthen national agricultural regulatory
services.

Communications receives additional funding to support the proposed ICT Ingtitute, to be
established in co-operation with the Department of National Education and the Department of
Trade and Industry. Provision is also made for the Independent Communications Authority of
South Africa

The Housing allocation increases to provide for inflation-related adjustments to subsidies and
for the establishment of a special investigative unit.
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The budget for Environmental Affairs and Tourism is increased for higher than anticipated
costs of new patrol vessels, to contribute to tourism promotion and the establishment of new
fisheries for commercial exploitation.

Land Affairs receives substantial increases to accelerate the land restitution and land reform
initiatives.

The Minerals and Energy budget increases to cover output VAT on transfer payments to
Eskom for the national electrification programme and for restructuring the energy industry
through the proposed EDI Holdings Company.

Transport expenditure is projected to increase to support rail and bus subsidies for the
promotion of public transport, for the refurbishment of rolling stock for commuter rail and
provision is made for establishing arailway safety regulator.

Water Affairs and Forestry receives additional funds for investment in rural water and

sanitation infrastructure and refurbishment of water schemes due for transfer to loca
government.

Protection Services

The Department of Correctional Services receives further amounts to support additional
personnel needed for three new prisons scheduled to open in 2005/06. Funding has also been
made available to implement a comprehensive anti-corruption strategy for prisons.

Additional amounts on the Defence Vote provide for the acquisition of maritime helicopters
and for foreign peace support operations.

Increased funding for Justice and Constitutional Development will target improvements in
court administration by funding additional personnel and supporting measures to reengineer
core services and increase court efficiency. Security in courts is aso strengthened through
additional funding.

Projected expenditure by Safety and Security increases to enable the South African Police
Service to continue its personnel expansion by a further 5 000 members in 2005 for enhanced
sector policing, and to modernise the radio communication network in Gauteng. Upgrading of
the vehicle fleet is also supported.

Further allocations to the Independent Complaints Directorate will strengthen its capacity to
carry out itsinvestigative mandate.

Table 2 sets out the main budget expenditure estimates by department for the seven-year period
from 1999/00 to 2005/06. Tables 3 and 4 detail expenditure estimates by economic classification
and standard items respectively.

Conditional grants information is summarised in tables 5a and 5b. Table 6 provides a summary
classification of the amounts to be appropriated in 2003/04 from the National Revenue Fund and
statutory amounts. Table 7 indicates training expenditure by vote and Table 8, information and
communication technology expenditure. Table 9 is a new schedule on infrastructure spending by
vote.

Explanatory notes

Each vote follows the same format.

Vote name and number

V otes are sequenced according to the functional groupings:

Vi

Central government administration
Financial and administrative services
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» Social services
» Justice and protection services
» Economic services and infrastructure devel opment

This facilitates analysis of interdepartmental initiatives and service delivery. It isimportant to note
that the functional groupings are informa and not consistent with the more rigorous functional
classification of expenditure reported in the Budget Review.

To be appropriated by vote

The amount to be appropriated by a vote reflects the expenditure alocations for the three years of
the medium-term expenditure period to be appropriated in the annual main appropriation bills.
Statutory appropriations by Vote are also indicated.

Accountability information

Information on the responsible minister, accounting officer and administering department is
detailed here to enhance accountability.

Aim
The aim of the Vote reflects the social and economic outcomes or results that the department
wishesto achieve.

Programme purpose and measurable objectives

The identification of the programme purpose together with a measurable objective strengthens
accountability for service delivery. Measurable objectives are defined as quantifiable results that
can be achieved within a foreseeable time period. Programme 1: Administration is the only
programme which does not have a measurable objective in addition to its purpose.

Strategic overview and key policy developments: 1999/00 — 2005/06

This section describes the strategic direction of the department over the period under review. It
includes policy development and legislative changes that frame departmental spending plans over
the seven-year period.

Expenditure estimates

The first table sets out expenditure by programme, economic classification and standard item. The
table shows audited outcomes for 1999/00 and 2000/01 and the preliminary outcome for 2001/02,
the adjustments appropriation and the revised estimate for 2002/03 and the medium-term
expenditure estimates for 2003/04 to 2005/06. The revised estimate for 2002/03 represents
National Treasury’'s estimate of actual spending on each programme, in consultation with
departments. This does not imply a change in the amount voted to the department in the
2002 appropriations.

The spending figures for 2003/04 are those to be voted by Parliament together with statutory
amounts. The medium-term expenditure estimates for 2004/05 and 2005/06 will form the basis for
planning the 2004 Budget. Changes to the 2002 Budget are reflected.

To ensure comparability, where programme structures have been changed in recent years,
expenditure has, where possible, been reallocated according to the new programme structure for all
years.

Vii
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The second part of the table sets out departmental expenditure according to economic
classification. This is based on international standards for classification of Government Financia
Statistics developed by the International Monetary Fund. While government expenditure in South
Africais more commonly classified according to a system of “standard items’, progress has been
made in converting standard item information into broad Government Financial Statistics
classifications. More detail on government accounts and the Government Financial Statistics can
be found in Annexure D of the 2003 Budget Review.

In the economic classification tables, spending is classified as either of the following:

e Capital: spending on assets that will be productive for more than one year; this includes
mai ntenance, which will extend the useful life of an asset

» Current: expenditure that is not on capital (spending on defence assets, except those that are
residential in nature, is also conventionally classified as current)

Within current expenditure, spending is broken down into:

» Personnel — spending on remuneration of employees, including salaries, wages and other
benefits

» Transfer payments, which include transactions in which a department passes money to another
ingtitution or to an individual for final spending. Examples include transfers to research
ingtitutions. A current transfer must not be tied to use for acquiring a capital asset.

» Other current expenditure includes departmental spending not on personnel and not in terms of
transfers. Spending on goods and servicesisincluded here.

Capital expenditureis disaggregated into:
» Transfer payments which include transactions where a department passes on money to another
institution or to an individual for them to use specifically for capital spending on assets, to

compensate for damage or destruction of capital assets, or to increase their financial capital. An
exampleisthe conditional grant to provinces to build hospitals.

» Acquisition of capital assets refers to capital expenditure where a department acquires an asset
for itself, for instance when a department purchases a building for office accommodation.

Expenditure trends

The main expenditure trends and programme structure changes in the vote over the seven-year
period are described, giving effect to policy development and departmental priorities. Where
appropriate, annual average growth rates are calculated. Unless indicated otherwise, these reflect
nominal growth rates rather then real growth.

Departmental receipts

Attention is paid to departmental revenue collection. Where available, departmenta receipts are
estimated for 2002/03 and for the medium-term period.

Programme number and name

Each programme is reviewed in turn. The programme number and name are followed by its aim
and description. The description is carefully defined in terms of relevant legislation to ensure that
all spending may be accommodated within the approved programme structure.

The Public Finance Management Act stipulates that expenditure may be considered to be
unauthorised if it comprises:

» Overspending of avote or main division (programme) of avote

viii
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» Expenditure that is not in accordance with the main purpose of a vote or, in the case of amain
division (programme), not in accordance with the main division (programme)

Programme 1 is always Administration, which includes spending on the Ministry and senior
management of the department, and central corporate services.

Programme expenditure estimates

Programme-specific tables set out expenditure by subprogramme, economic classification and
standard items. The table shows audited outcomes for 1999/00 and 2000/01, the preliminary
outcome for 2001/02, the adjusted appropriation for 2002/03 and the medium-term expenditure
estimates for 2003/04 to 2005/06. Changes to the 2002 Budget are reflected.

Expenditure trends

Important expenditure trends for each programme are identified, as are policy and cost issues
which may underpin them. Reprioritisation, reflected in changes in the division of expenditure
between programmes is sometimes highlighted, as are the reasons for any changes to the
expenditure estimates for 2003/04 and 2004/05 rel ative to those announced in the 2002 Budget.

Service delivery objectives and indicators

This section consists of two parts as follows:

* Recent outputs which details the outputs that have been achieved by the programme in the
previous financial year. These outputs should relate to the service delivery targets specified by
the department in the Estimates of National Expenditure.

* Medium-term output targets consists of a table which describes the key outputs, measures and
indicators, and targets for each subprogramme. These are the service delivery outputs that the
department should achieve over the medium-term. The outputs specified for each
subprogramme should relate to, and aid in achieving, the measurable objective for the
programme as awhole.

Public entities reporting to the responsible Minister

Information on public entities reporting to the responsible Minister for the Vote is provided here.
Examples of these entities include the National Roads Agency, Telkom, the science councils, and
the Unemployment Insurance Fund. Often these entities, rather than the department itself, are the
front-line deliverers of servicesto communities.

The information presented on such bodies varies along with the nature, financia and service
significance of the body. In general, more emphasisis given to entities that are primarily funded by
taxation, whether transferred from the Nationa Revenue Fund (for example, the Electora
Commission) or transferred directly to the body itself (the Unemployment Insurance Fund). The
aim is to provide key financial and service delivery information, accounting for the spending of
public money.

Annexure to each Vote

Standard detailed tables are included in the annexure to each Vote. These include:

e Summary of expenditure trends and estimatesper programme (expenditure estimates for
2003/04 are broken into current and capital expenditure)

e« Summary of expenditure trends and estimatesper economic classification (expenditure
estimates for 2003/04 are broken into current and capital expenditure)
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* Summary of expenditure trends and estimates per standard item (expenditure estimates for
2003/04 are broken into current and capital expenditure)

»  Summary of personnel numbers and costs. Personnel numbers for the three previous financia
years and the current financial year, as well as estimated figures for 2003/04 are provided
together with total personnel cost and an indication of unit cost to the department for each full-
time equivalent.

*  Summary of expenditure on training

*  Summary of transfers and subsidies per programme
*  Summary of donor support

» Summary of expenditure on infrastructure

Additional tables

Provision is made for vote-specific tables, including summaries of conditional grants to provinces
and local authorities, agency payments and trading accounts.
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Annexure

Overview

Table 2: Summary of expenditure outcomes and Medium Term Expenditure Estimates from
1999/00 to 2005/06 per vote

Table 3: Summary of expenditure outcomes and Medium Term Expenditure Estimates from
1999/00 to 2005/06 per economic classification

Table 4: Summary of expenditure outcomes and Medium Term Expenditure Estimates from
1999/00 to 2005/06 per standard item classification

Table 5a: Summary of conditional grantsto provinces

Table 5b: Summary of conditional grantsto local government (municipalities)

Table 6: Summary of amounts to be appropriated from the National Revenue Fund for 2003/04
Table 7: Summary of training expenditure per Vote

Table 8: Summary of information and communication technology expenditure by Vote

Table9: Summary of infrastructure spending by Vote
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