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National Treasury

MINISTER’S STATEMENT OF POLICY
AND COMMITMENT

The current administration, under the able leadership of President Zuma, took
charge at an undeniably difficult period in our country’s history. We have grappled
with our first domestic recession in almost two decades, a world economy
undergoing significant changes, and faced the need for different approaches to
achieve better results. In February 2010, the President stressed the need for greater
focus and more systematic approaches to challenges, and this update of National
Treasury strategic plan does just that. Presented in the context of a recovering
economy, this document sets out the department’s commitment to Parliament to
doing things differently and to speeding up service delivery in areas the Treasury is
responsible for. These include ensuring the continued high quality of information
presented to members of parliament, ensuring that the macro-economic perspective
and analysis provided is clear and dependable, that engagement with departments
continues to be robust and constructive, and sustaining the fiscal stance followed
over the years, which has meant that spending could be increased even during a

recession.

Part of doing things differently means fully embracing the new outcomes approach
in government, led by Minister in the Presidency Collins Chabane.

We can only do this if we are prepared to
engage in social dialogue about pertinent
issues, recognising that these affect us all.
We have already committed ourselves to
dealing with policy issues in an open and
transparent manner. We also for the first
time dedicated an entire chapter in the
budget documents to employment,
opening up the space for debate and
engagement on what needs to be done to
meet this structural challenge. We

welcome views on these matters, as this is
where concrete and practical solutions

will arise.

As we emerge from the recession, focus
will now shift from stabilising the
economy to longer term policy

Pravin J Gordhan
Minister of Finance

considerations. Our present policy
trajectory will not get us onto the new
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growth path needed to drastically improve employment and reduce poverty in our
country. We have acknowledged the need for a multidimensional approach, with
bold and decisive action from government in partnership with business and labour.
Policy objectives for a new growth path include making the economy more labour-
absorptive, raising productivity, boosting exports and promoting investment, as
well as improved education, health and training outcomes. It will undoubtedly
require difficult choices to be made, and even with successful implementation of
policies, we must recognise that economic change will take time. We will not let
this deter our efforts.

Alongside the charting of a new path for the country, we have also made a clear
commitment to ensuring the proper management of public finances, and have
stepped up efforts to fight the scourge of fraud and corruption. The task-team
established to investigate tender and procurement processes continue to make head-
way in prosecuting those involved in illegal dealings, and will intensify efforts in
the period ahead.

In the aftermath of the global financial crisis, the world economy is grappling too
with the need to develop new approaches and ensure more balanced and inclusive
growth. South Africa continues to be a key player in the international arena and will
ensure that the voice of Africa and that of developing countries more broadly, is
heard. South Africa supports the initiatives of the Financial Stability Board to
improve the architecture of the financial regulatory system, and mechanisms to

improve collaboration and co-ordination between countries.

Preparations for the FIFA 2010 World Cup have contributed to boosting economic
activity and driving infrastructure development, and the event itself is likely to see
further benefits to our economy. To date, government has spent R33 billion in
preparation for the tournament, which is expected to contribute about 0.5 per cent
of GDP growth this year alone. Importantly, South Africa already stands ready to
pull off a world-class event.

The next few years are full of opportunities to restructure the South African

economy and ensure jobs, poverty and growth are our focus in order to create a just
society.

W

Pravin J. Gordhan
Minister of Finance
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National Treasury

OVERVIEW OF THE
ACCOUNTING OFFICER

South Africa has weathered the storm

The 2010/11 update of National Treasury’s strategic plan takes stock of conditions
associated with a recovering economy. According to the recently released World Bank
Global Economic Prospects report, it will take between five and fifteen years for the
world to recover ground lost during the recession of 2008. The report also identifies the
opportunity present for developing countries to make more progress than their developed
counterparts if the correct steps are taken. South Africa has exited its recession somewhat
scarred, but bolder than before. Our courageous history as a nation does not allow us to
cower in a corner when disaster strikes. As a country, we took bold decisions early on and
pursued a prudent fiscal framework. The resilience shown by our economy during the
difficult period just traversed is proof that our efforts to build a strong and stable

economy have paid off. It has allowed us to confront our challenges head-on and

continue to deliver on our objectives.

To a large extent our public infrastructure
programme provided an essential stimulus to
the economy during the recession. Not only has
the spending boosted economic activity, it also
represents an investment in the future growth of
our economy. This is why proper planning,
budgeting and execution in this area is impor-
tant. The National Treasury’s Infrastructure
Delivery Improvement Programme will
continue to assist provincial departments such
as health, education and public works in
planning their infrastructure programmes. The
overall public sector budget for infrastructure in
the next three years is R845 billion and we must
J_j : continue to ensure that not a cent of this amount

g 5 goes to waste.
Lesetja Kganyago

Director-General: We cannot as a nation downplay the very
National Treasury human consequences of the hundreds of
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thousands of jobs lost during the recession. This has had direct and multiple effects on
thousands of households, and demands the concentrated efforts of all sectors to restore the

dignity of those who lost their jobs by rapidly rebuilding our economy.

We have also indentified areas that demand our urgent attention, including the issue of
youth unemployment. South Africa faces a structural employment challenge. To build a
more inclusive economy the country needs a rapid expansion in employment. This
demands a comprehensive policy framework, where job creation is targeted across all
sectors and several government programmes. This approach must be a shared priority of
government, business and labour, adopted at the highest level and taking into account
several complementary imperatives such as aligning wage growth to productivity growth,
and ensuring that workers are not intentionally or unintentionally discriminated against in

their search for work by practices, regulations or laws.

The team of professionals at National Treasury continues to push the boundaries and has
set itself very bold targets over the next three years. Since the government savings and
reprioritisation drive was launched last year, over R23 billion worth of savings has been
identified across all levels of government. This has helped in funding urgent and priority
areas in the public sector. There is commitment to finding more savings and to continue

to use funds efficiently, eliminating wastage.

We completed the review of development finance institutions (DFIs) in 2008. These
institutions continue to play a constructive role in broadening economic participation,
providing increased access to loan finance that helps businesses survive difficult
economic times and supports our country’s development agenda. In the period ahead, we

will continue to provide support to these institutions in implementing their mandates.

Our counter-cyclical fiscal stance allowed us to increase borrowing to maintain spending
during the recession. While this has resulted in increased debt costs, we are committed to

bringing these down over time and maintaining fiscal sustainability.

Government has in place 57 transversal term contracts costing R16 billion annually. The
Treasury has firmly established its commitment to properly managing these tenders and
ensuring that rules are adhered to. In other efforts to reduce fraud and corruption, we have
recently established a specialised audit services unit. This unit will focus on developing
fraud detection guidelines for supply chain management processes and providing fraud

awareness and investigative capacity to departments.

Social security and retirement reform continue to feature strongly in the work to be
undertaken in the period ahead with some phased implementation of social security

reforms and retirement industry amendments being mooted. Currently, nearly 14 million

3 [ —

/]

Strategic Plan 2010/13

5



6

National Treasury

South Africans benefit from social assistance transfers, with more than 9 million grants
for households with children. This offers an immediate source of income support for

poorer households.

Over the next three years and as mandated by the PFMA, National Treasury will remain
at the centre of policy formation in government and will continue to drive major policies
on which the growth and development of this country depend. While the period ahead will
be tough and requires hard work and dedication, I continue to believe in the abilities of
the team at National Treasury. Theirs has always been a tall order, but one on which they

have consistently delivered.

Lesetja Kganyago
Director-General



PROGRAMME OVERVIEW

Summary of programmes and measurable objective tables

There are nine programmes which fall under Vote 9: National Treasury in the 2009/10
Estimates of National Expenditure. The strategic objectives of the programmes remain
largely unchanged from those tabled in our Strategic Plan 2009/12. In this synopsis we
have highlighted some of the important work to be undertaken in each programme. This
overview also provides updated measurable objectives tables for each programme over

the three years.
Programme 1: Administration

This programme provides strategic management and administrative support to the entire
department. Corporate Services will play a strategic role in developing and
implementing an efficient client relations strategy that meets the needs of the department.
It will also continue the drive to attract and retain young graduates as part of the talent
management strategy. In an effort to further improve governance in the department, a
Risk Management unit has been established in the Office of the Director-General.

Programme 2: Public Finance and Budget Management

This programme comprises three divisions, namely Public Finance, the Budget Office
and [Intergovernmental Relations. These divisions provide a collective focus on
preparing the annual budget, following consultations with government departments,
agencies, provinces and municipalities. This programme also provides professional

advice and support to the Minister of Finance on fiscal and public finance matters.

The Public Finance division is National Treasury’s primary link with all national
departments and other government entities for planning, budgeting and expenditure
monitoring. The division also provides support to the interdepartmental task team on
social security and retirement reform, and coordinates the department’s work on social

security and health financing reforms.

The Technical and Management Support component will become a centre of excellence
with advanced knowledge of government operations. Services to be rendered by this
component have not changed, with broad themes ranging from programme and project
management to transaction advice for public-private partnerships.

f
Programme Qverview
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National Treasury

The Budget Office coordinates the national budget process, provides fiscal policy advice,
oversees expenditure planning, leads the budget reform programme, manages official
development assistance and compiles public finance statistics, including coordinating
resource allocation to meet the priorities set by government. The division continuously
improves the quality and usability of budget documents such as the budget review and

estimates of national expenditure.

The changed economic environment means that government has to be more careful about
how it allocates resources. Resources need to be allocated to ensure that economic
growth and social development are sustained, while also helping to lessen the effects of
slower economic growth. It also allows government to be more effective in ensuring

greater value for each rand spent.

Intergovernmental Relations co-ordinates fiscal relations between national, provincial
and local government, and promotes sound provincial and municipal budgetary
planning, reporting and financial management. The division also prepares all grant
allocations for provincial and local government budgets, including the annual Division

of Revenue Bill published as part of the national budget.

The division also monitors the implementation of provincial and municipal budgets. The
division works closely with 17 non-delegated municipalities that constitute 85 per cent
of municipal budgets. It also publishes quarterly spending numbers with the expectation
that legislatures will use such information to hold departments and municipalities
accountable for their performance.

The division works closely with provincial treasuries to achieve stable provincial
finances. Budget and monthly reporting systems are now deeply rooted in the provinces,
and reforms continue with the development of uniform sector budgets and strategic plan
formats, allowing for more comparability between provinces. Further improvements
include the development of performance indicators for each sector and more uniform

annual reports. Similar reforms are planned for municipal budgets.

With the large increase in provincial and municipal infrastructure budgets, a main focus
over the medium term will be to modernise and improve the system of infrastructure
delivery. The Infrastructure Delivery Improvement Programme (IDIP) continues to be
rolled out to key provincial departments involved in infrastructure, such as education,
health, roads and public works.

Programme 3: Asset and Liability Management

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



Given the recession the economy faced, the country’s borrowing requirements increased.
Subsequently, our borrowing needs have risen to around R 175 billion for the 2010/11
financial year. This implies an increase in our debt service costs for the period ahead. The
division will continue to manage these costs in a sustainable manner so that they decrease
over the MTEF.

Programme 4: Financial Management and Systems

Financial Management and Systems regulates and oversees public-sector supply-chain
management. [t also ensures the use of standardised financial systems in the national and

provincial government spheres.

The Specialist Functions division continues to monitor compliance to supply chain
principles in government. Government has in place 57 transversal term contracts costing
R16 billion annually, and the division continues to ensure that these are properly

managed.
Programme 5: Financial Accounting and Reporting

Financial Accounting and Reporting promotes accountability to the general public by
promoting transparency and effectiveness in the delivery of services. It sets new
government accounting policies and practices, and improves on existing ones, to ensure
compliance with the standards of generally recognised accounting practice (GRAP) and
prepares consolidated financial statements. Improving timeliness, accuracy and
efficiency of financial reporting remains one of the key responsibilities of this

programme.

A programme will be introduced for chartered accountants and other accountants in

government. The aim is to train over 65 participants over the three years.

In addition, the Specialised Audit Services unit has been established to provide fraud
awareness and investigative capacity to departments. It will also develop fraud detection
guidelines to strengthen the fight against tender related corruption and fraud.

Programme 6: Economic Policy and International Financial
Relations

Economic Policy and International Financial Relations provides specialist policy
analysis and advisory services in the areas of macroeconomics, microeconomics, taxation,
the financial sector, regulatory reform, regional integration, international development

policy and financial relations.

There are three divisions namely: Economic Policy, Tax and Financial Sector Policy and

International and Regional Economic Policy.

Programme Qverviéw
\
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Economic Policy plays a central role in formulating and coordinating growth-enhancing
policies that strengthen employment creation. Work over the next three years will focus
on modelling and analysis to assess the impact of the global economic crisis and
microeconomic reform on domestic growth prospects. It also provides policy advice on
macroeconomic developments, international economic developments and microeconomic
issues, including regulatory impact assessments. This is done through policy analysis,
scenario testing and producing macroeconomic forecasts, particularly on growth, the
external account and inflation. These forecasts inform economic policy, the fiscal
framework, tax forecasts and the debt management strategy. The division sets out the
macroeconomic perspective for the economy over the medium-term expenditure
framework (MTEF).

Tax and Financial Sector Policy advises the Minister of Finance on tax policy issues
arising in all three spheres of government. The design of tax instruments that can raise
revenue is the responsibility of this division. There is close cooperation between this
division and the South African Revenue Service in designing tax policy and consultation
with business, labour and the general tax-paying public.

In respect of financial policy the division designs the legislative framework of the
financial sector. It works closely with regulatory agencies such as the Financial Services
Board (FSB), Banking Supervision and Financial Surveillance (Exchange Control)
departments of the South African Reserve Bank (SARB), and the Financial Intelligence
Centre (FIC). It liaises with the SARB and FSB on matters related to bank supervision,

financial stability and the national payments system.

International and Regional Economic Policy promotes reform of the IMF and the World
Bank. It also facilitates participation on topical issues at the G20, such as international
development policy and global financial stability. The division ensures that South Africa
encourages multinational financial institutions to seek innovative solutions for poverty
alleviation, and promote regional and African growth and development. It focuses on
African development, including the role of the African Development Bank, the African
Union and United Nations Economic Commission for Africa. It also aims to foster
regional integration by participating in the Southern African Development Community,
Southern African Customs Union (SACU) and Common Monetary Union. The division is

currently finalising an agreement on a new revenue-sharing formula in SACU.
Programme 7: Provincial and Local Government Transfers

This programme will continue to facilitate the transfer of grants to both provinces and
municipalities. These are the provincial infrastructure grant, and the local government
financial management grant to municipalities. The Infrastructure Delivery Improvement
Programme will also continue to assist with improving infrastructure delivery

management systems in provinces.



Programme 8: Civil and Military Pensions, Contribution to Funds
and Other Benefits

The programme’s main responsibility is the payment of benefits and awards to
beneficiaries of departments, state-aided bodies and other entities in terms of various

statutes, collective-bargaining agreements and other commitments.

It is expected that delivery on this programme will change over the medium-term as a
result of the establishment of the Government Pensions Administration Agency (GPAA).

Programme 9: Fiscal Transfers

This programme transfers funds to other countries, multilateral and domestic institutions
and public entities, including international development institutions of which South Africa
is a member. Once funds are transferred there is no direct accountability to National

Treasury. Recipients are accountable directly to Parliament.

Recipients include:
Eskom, Financial and Fiscal Commission, Secret Services Account, Financial Intelligence

Centre etc.

Programme OverView
| \
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ORGANISATIONAL ENVIRONMENT

The National Treasury has consistently ensured that its organisational structure is

kept updated and relevant to delivering on its key focus areas. The department’s

organisational structure has over the years expanded in an organic and demand-

driven fashion. Additionally, four internal strategic priorities were identified as

critical to delivery, namely:

- Improving coordination and communication;

- Matching resources to workloads;

- Developing human resources strategies to address recruitment and retention
challenges; and

- Developing management skills

Focus has been on internal reorganisation of the department, including further
developing employee skills, together with improving the working environment, and
reorganising the means for greater collaboration between individuals and divisions.
This process was undertaken in an inclusive and transparent manner over a

protracted period of time.

Our previous strategic plan update described the new groups created within the
department for knowledge-sharing and enhanced internal coordination. These
groups have now been further entrenched in the organisation. Quarterly
performance reviews are now alternated between the divisions and the groups. This
clearly communicates the recognised importance of teamwork and wider
consultation in making holistic decisions routinely. Group coordinators have been
appointed from within our senior management cadre, and their performance
agreements will be adjusted to reflect their role in coordination on various fronts.

The National Treasury assisted with establishing the Government Pensions
Administration Agency (GPAA), which will administer pensions and fund
contributions on behalf of the Government Employees Pension Fund (GEPF). The
GPAA will be a government componement with the Minister of Finance as the

executive authority.

The establishment of a component dedicated to providing technical and
management support to the rest of government was delayed during the 2009/10
financial year for various reasons, and its establishment will now be treated as a
priority. It represents the final strategic aspect of our original reorganisation plan
and will effectively allow the National Treasury to focus on regulatory and
financial management activities. This adjustment recognises the value of technical
and management support presently being rendered to government. It will fortify
this support, and promises to become a centre of excellence with advanced

knowledge of government operations at its core. The envisaged services to be
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Organisational Enyjronment

rendered by this component have not changed, with broad themes ranging from
programme and project management to transaction advice for public-private
partnerships.

The National Treasury fully recognises that the changing international and
domestic economic environments, election of our fourth democratic government,
and changes to government coordination systems will all have implications for its
organisational environment. We will continue to examine these and make the
necessary changes to remain relevant and focused on deriving more value from
government’s financial resources. At the same time, we will make every effort to
ensure that the internal environment remains stable and conducive for our highly
productive individuals and teams. The aims of preserving an agile, sustainable and
adaptive National Treasury will not be compromised by the multitude of
environmental changes in our midst. Rather, they will be recognised and factored

into our plans going forward.

f ¥
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Programme 7: Provincial and Local Government/fransfers
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Programme 8: Civil and Military Pensions, Contributions to Funds and Other/Benefits
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