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MINISTER'S STATEMENT OF POLICY AND COMMITMENT

W

Over the past 10 years Government has successfully implemented sound macroeconomic
policies which have placed the South African economy on a sustainable economic growth
path. Through our resolve and with the support and perseverance of our people we feel
vindicated by our macroeconomic policies. Our growth forecast of breaking the 3%
barrier — which was met with scepticism late last year — is now a consensus view
among most economic analysts. We are mindful that macroeconomic stability is a
necessary precondition, but not the only condition, for achieving the desired levels of
economic growth. The challenge ahead is to work towards raising our growth levels
further towards 6% by 2014.

We are, as President Thabo Mbeki rightfully reminded us in his State of the Nation
address on 11 February 2005, a developmental state. We therefore cannot have a laissez-
faire approach to development. Whilst maintaining economic stability, our focus has now
shifted to microeconomic reform to address rigidities that are still prevalent in our
economy and which hinder employment-creation opportunities needed to ensure better
living conditions for all our citizens.

The mandate of this Government is to implement policies that bridge the economic divide
between the rich and poor. The allocation of our public finances is therefore heavily
skewed towards the poor and vulnerable. Our developmental agenda recognises the
importance of direct income support in easing the immediate burden of poverty and
deprivation, and investment in education, health, community infrastructure and basic
municipal services. We will continue to support poor communities in their endeavours to
seek economic opportunities and self-reliance.

In the 2005 Budget, education remains a priority. We have allocated additional resources
to the Further Education and Training sector to increase our requisite skills base and R7
billion over a three-year period for the remuneration of competent teachers to improve the
quality of education at schools.

The 2005 Budget also draws on the theme of transforming housing settlements into
sustainable and viable communities, Government is setting aside R3 billion for
municipal, social and policing infrastructure to be spent on building sports facilities,
schools, clinics, police stations, roads, water and sanitation works, multi-purpose centres
and child-care centres. A further R1,5 billion has been allocated to the Department of
Housing to accelerate the pace of housing delivery. Safety and Security also remains a
priority with an unequivocal commitment by Government to reduce the level of priority
crimes by about 7 per cent a year.

In order to address past injustices, we have allocated further resources to complete the
land restitution programme over the next three years. Once this restitution process is
completed, the Department of Land Affairs will accelerate its land redistribution
programme, whilst the Department of Agriculture will receive further resources to
implement its AgriBEE programme to help revitalise the emerging black agricultural
sector.
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As Government we will continue to support black economic empowerment initiatives to
broaden the representative base of the ownership of the means of production. In this
regard, the South African Revenue Service will introduce a comprehensive small business
tax package to simplify the regulatory environment for small businesses and provide
support for micro-businesses.

The delivery of free basic municipal services forms an important part of Government's
poverty alleviation strategy. However, immense challenges face local government in
delivering high-quality services to all South Africans. Moreover, due to institutional
difficulties and municipal resource constraints, the delivery of free basic services to the
poor has not been uniform. Government is taking steps to rectify these institutional
blockages and to build the capacity of municipalities to collect revenue and deliver
services. As a result, adjustments to the local government equitable share will ensure that
a high proportion of poor households receive free services at municipal level.

On the African continent, South Africa will continue to play a leading and supportive role
in promoting the principles of NEPAD, namely to deepen democracy, promote peace and
security and expand investment and intra-Africa trade. Under the auspices of the African
Union, and through the African Peer Review Mechanism, the vision that we as Africans
can by ourselves overcome poverty and degradation seems no longer a distant chimera.

It is however evident that progress towards achieving the Millennium Development
Goals is slow. On present trends, Africa will miss all the MDGs in 2015. Consequently,
as Africans we need to foster a new kind of partnership with the developed world. Our
involvement in the Commission for Africa ensures that its recommendations complement
the work undertaken by NEPAD, and will receive our continued support.

In our international engagements at the World Bank and IMF Meetings, at the United
Nations, with Parliaments across Africa and the G8 countries, South Africa will amongst
others advocate the realisation of the vision of NEPAD and the recommendations of the
Commission for Africa.

mp——— .

Trevor A Manuel, MP
Minister of Finance



OVERVIEW BY ACCOUNTING OFFICER
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Our ability to sustain and accelerate the gains we have made over the past decade will be
accomplished through correct policy decisions, smart planning, disciplined
implementation and, most importantly, hard work. This is the President's directive that the
National Treasury willingly accepts under the leadership of the Minister of Finance. How
we in the Treasury will achieve our outputs, and how these will contribute to the
achievement of Government's strategic priorities, are described in the plan that we table
for the 2005/06 to 2007/08 period.

In the Budget Review tabled alongside the 2005 Budget, we stated that the economy is
stronger than it has been since the early 1980s, and that the capacity of Government to
improve the lives of all is steadily being built. This was the result of deep institutional
reforms and sound economic management. For the planning period ahead we need to
further increase the rate of growth, and at the same time identify and tackle the challenges
that prevent our country from realising its potential. Government's programme of action
speaks directly to these challenges, which in the main include the need to increase our
investment in economic and social infrastructure, lower the costs of doing business,
produce more skilled people, and improve the quality of public service delivery. In
addition, clear programmes that increase the level of investment in human development
and bridge the divide between rich and poor are needed.

More specifically, work over the next five years will focus on analysing the impact of
interest rate and exchange rate variability as well as that of microeconomic reform on
growth prospects. These types of studies will provide greater certainty when reviewing
fiscal and budget policy, and ensure greater predictability in our spending programmes
over the medium to long-term.

How departments report on expenditure and the preparation of financial statements will
undergo significant changes over the next five years and beyond. These reforms will form
part of the migration plan to comply with the Generally Recognised Accounting Practice
(GRAP) in terms of Section 216 of the Constitution, and in accordance with the need to
improve accountability and transparency in the public sector.

Our ability to maintain and increase the levels of public spending over successive MTEF
periods would not be possible without the correct design of tax instruments that can
optimally fulfil their revenue-raising function. One of our key objectives in this regard
will be the evaluation of provincial tax proposals. Another complementary strategy has
been our prudent debt management strategy that has seen a progressive decline in debt
service costs as a percentage of total government expenditure.

We will also continue to enhance intergovernmental fiscal relations between national,
provincial and local spheres of government. In this regard we have seen a number of
changes in the intergovernmental system announced in the 2005/06 budget. These
changes include the introduction of new formulae for the distribution of provincial and
local government equitable shares, the shift of social grant payments to the national
sphere and the phasing out of the regional services council levies. The Division of
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Revenue Bill also improves clarity on the role of national departments in managing
conditional grants and improves reporting requirements. Greater focus will be given to
improve the capacity of provinces and municipalities to deliver on the infrastructure
budgets.

On the international front, we will contribute to deepen and extend economic linkages
between African economies, work towards reforming the international financial
architecture and help to shape the international-development policy agenda. The National
Treasury is committed to provide policy advice, expertise and human capacity to the
realisation of the objectives of the Commission for Africa.

Another element of our strategy is the improvement of our organisational environment.
Key to this strategy is matching the current human and financial resources to the
workload of the department. The development of appropriate policies to address the
attraction and retention of skilled staff, management skills and improved coordination
and communication will be a central focus of our organisational intervention over the
medium term.

The policy objectives and outputs that the National Treasury can be held accountable for
are set out in this strategic plan. We will endeavour to meet our mandate and exceed
expectations.

Lesetja Kganyago
Director-General



VISION

The 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 the highest standards of financial management and fiscal discipline.
We acknowledge the importance of delivering excellent service and in this
endeavour to work as a team, planning with precision and executing with enthusiasm

and commitment, striving at all times to improve our performance.

Our staff is a valued asset. We will invest in them, affording them opportunities to
enhance their skills, to access the best technology and to advance their careers to

their fullest potential.

In our dealings with the public and with our colleagues we will 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.

A=
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MISSION AND OBJECTIVES

The National Treasury aims to promote economic development, good governance,
social progress and rising living standards through accountable, economic, efficient,

equitable and sustainable management of public finances.

We endeavour to advance economic growth and income redistribution and to
prepare a sound and sustainable national Budget and equitable division of resources

between the three spheres of government.

We strive to equitably and efficiently raise fiscal revenue while enhancing the
efficiency and competitiveness of the South African economy and to manage

Government's financial assets and liabilities soundly.

We promote transparency and enforce effective financial management.

VALUES

As custodians of the nation's financial resources, the National Treasury is
accountable to the nation through public and parliamentary processes. We discharge
our responsibilities professionally and with humility and adhere to the highest

standards of financial management and fiscal discipline.

We value teamwork, sound planning and enthusiasm and always strive to improve
our performance. Respect for and investment in our staff is an important part of our

values.

The National Treasury will act transparently, with integrity, respect, fairness and
objectivity and we honour the faith of the South African public.

e =
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LEGISLATIVE MANDATE

With its role defined in the Constitution of the Republic of South Africa and in the
Public Finance Management Act, the National Treasury is responsible for promoting
the national Government's fiscal policy framework and coordinating macroeconomic

policy. We coordinate intergovernmental financial and fiscal relations and manage

the budget preparation process. The National Treasury exercises control over the

implementation of the annual national Budget, including any adjustments Budgets.
We facilitate the implementation of the annual Division of Revenue Act, monitor the
implementation of provincial budgets and promote and enforce transparency and

effective management in respect of revenue, expenditure, assets and liabilities of

departments, public entities and constitutional institutions. We also perform other

functions assigned to the National Treasury in terms of these Acts.

BTN
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SERVICE DELIVERY ENVIRONMENT

W

Job creation

Challenges faced by Government in growing the economy are still daunting. The major
challenge is not only to increase per capita income over the next decade by 30% (a target
approved by Cabinet in 2004) but also to increase the labour-absorption capacity of the
economy. The aim thus is to focus growth on poverty reduction. As a result, Government
is focusing increasingly on small business as the key to unlocking the growth and job
creation potential of the economy. Jointly, with the South African Revenue Service, the
National Treasury will address cumbersome procedural requirements and ease up the
burdensome administration of tax laws. Further measures to improve the small-business
climate will involve the relaxation of labour laws and environmental regulations.

Sector growth

Focus in the area of economic development will be largely influenced by the objective of
Government to improve sector growth performances. As a result, various sectors have
been earmarked for support by Government through the formulation and implementation
of "sector development strategies"”. These sectors include chemicals, information and
communications technology, construction, tourism, agro-processing, retail, and wood and

paper.

Tax policy

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

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

Municipal capacity

Government has been encouraging the view of local government structures as key
delivery grid-points. However, capacity is not adequate and the need exists to strengthen
this area for overall delivery of services to ordinary people - particularly in delivering
infrastructure projects at local municipal level. Over time, the grant allocations to
municipalities have increased, and will continue to do so. While the largest slice of



revenue still goes to the provinces, grant allocations to the lowest denominator of
government structures have nevertheless increased significantly over the years. This
indicates a determined effort by Government to strengthen local municipal capacity to
deliver. In future, it is anticipated that a review will be undertaken of conditional grants.
A revision of the equitable share formula is also envisaged as is the falling away of the
Regional Services Council levies during 2006.

Lowering the cost of doing business in South Africa

Prudent macroeconomic policy and debt management strategy have reduced
Government's borrowing requirements, ensuring that the private sector is not crowded out
of the capital markets. This has provided the private sector with a bigger scope of
economic activity which is expected to contribute to higher growth and development. The
debt management strategy of reducing debt costs subject to acceptable risk levels is in
line with the broader Government objective, as announced by the President during the
State of the Nation address, of reducing the cost of doing business. As a main player in
the capital markets, the reduction in Government debt costs translates into a reduction of
the cost of doing business.

State-owned entities

Regarding asset management, over the past year the emphasis has been on improving
service delivery and operational efficiencies of state-owned entities. Government's focus
includes the contribution that the state-owned entities are able to make in delivering
infrastructure to enhance economic growth and poverty alleviation.

Supply Chain Management

The concept of "value for money" has had little emphasis in the public sector
procurement process. The principles of Strategic Sourcing that have been introduced
seek to achieve better value for money through industry analysis initiatives and enterprise
development. This will improve consistency in the awarding of bids and bring about
stability in the supply market, while contributing at the same time to Government's socio-
economic policy objectives.
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ORGANISATIONAL ENVIRONMENT
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Arising from the National Treasury's strategic planning session conducted from 6-8 July
2004, five external strategic focus areas were identified:

e Promoting sustainable economic growth and work opportunities;
*  Reducing poverty;
e Ensuring good governance and accountability;

«  Promoting optimal allocation and utilisation of financial resources in all spheres of
government; and

e Maintaining macroeconomic stability.

Also identified were four internal strategic priorities:
e Improving co-ordination and communication;

e Matching resources to workloads;

e Developing human resources strategies to address attraction and retention
challenges; and

e Developing management skills.

Teams were established to develop charters and work plans focusing on these external
strategic focus areas and internal strategic priorities. This process was completed at the
end of 2004. Together with the Government's Programme of Action, these charters will
provide the primary basis for the National Treasury's strategic direction in future. To give
effect to this, organisational structures and work processes will need to be adapted within
the National Treasury. This will require the adoption of a holistic approach based on
teamwork. A further important aspect will be the need to align these strategic priorities
with the Department's annual report and inputs for the Estimates of National Expenditure.

Appointed in February 2004, the Director-General of the National Treasury is in the
process of building a management team that will take the Department into the next
decade. While labour market conditions have complicated the attraction of scarce skills
in certain areas, careful attention will be paid to developing a strong management team
that reflects demographic realities in an equitable manner. An important element of this
will be the development of capacity within the organisation.

During 2004, the National Treasury conducted an organisational climate survey to
determine the following:

e The general "health status™ of the organisation;
e Leadership approaches and management styles;

*  Knowledge of and commitment to the organisational Vision, Mission, and Strategy
Obijectives;

e Quality and effectiveness of organisational relationships (interpersonal, inter-group

10



and intra-group);

e Quality, effectiveness and impact of organisational systems and procedures on each
other;

e General perceptions on competency levels of personnel; and

o Effectiveness and efficiency of Corporate Services with regard to the organisation's
operations and service delivery.

Workshops have been conducted to discuss results arising from the survey. The study will
be used to guide the development of an organisational structure that is attuned to the
needs of employees, client departments and institutions, Government and the economy in
general.

A further aspect that has begun to yield dividends is that of establishing the Department
as a learning organisation. One of the key elements is the internship programme. Twenty
eight interns commenced their careers with the National Treasury during 2004. The
National Treasury is in the process of becoming the employer of choice for aspirant
young graduates.
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RESOURCE PLAN
Expenditure estimates

Expenditure estimates
Table 1: National Treasury

Programme Adjusted Revised Medium-term expenditure estimate
appropriation estimate
R thousand 2004/05 2005/06 2006/07 2007/08
1. Administration 143,598 123,598 111,816 117,809 122,406
2. Economic Planning and Budget Management 150,139 140,139 151,761 163,056 170,676
3. Asset and Liability Management 53,876 43,876 49,722 45934 48,221
4. Financial Management and Systems 352,455 322,455 281,999 370,723 389,661
5. Financial Accounting and Reporting 65,180 55,180 85,634 98,519 104,032
6. Provincial and Local Government Transfers 3,934,260 3,904,260 4,279,513 4,666,776 5,872,682
7. Civil and Military Pensions, Contributions to Funds and Other Benefits 2,063,966 1,983,966 2,178,805 2,315,532 2,436,308
8. Fiscal Transfers 7,258,442 7,228,442 6,851,458 7,290,662 7,668,890
Subtotal 14,021,916 13,801,916 13,990,708 15,069,011 16,812,876
Direct charge on
National Revenue Fund 213,700,774 212,984,774 187,831,191 203,360,275 217,058,779
Provinces Equitable Share 164,083,774  164,083,774| 134,706,191 146,757,275 157,677,779
State Debt Costs 49,617,000 48,901,000) 53,125,000 56,603,000 59,381,000
Total 227,722,690 226,786,690 201,821,899 218,429,286 233,871,655
Change to 2004 Budget estimate 3,377,557 2,441,557 (40,603,044) (41,524,944) (39,080,287)
Economic classification
Current payments 51,698,662 50,852,662| 55,199,879 58,884,333 61,781,119
Compensation of employees 197,617 172,617 254,527 282,005 304,882
Social contributions for retired employees 1,359,037 1,299,037 1,417,965 1,509,042 1,589,494
Goods and services 525,008 480,008 402,387 490,286 505,743
of which:
Consuftants and contractors 85,755 70,755 50,782 52,117 47,823
Travel and subsistence 38,907 28,907 53,386 56,400 58,577
Communication 9,405 9,405 8,555 9,220 9,792
Inventory 13,144 13,144 13,981 14,942 15911
Computer services 305,458 285,458 209,745 290,358 303,360
Audit fees external 16,650 16,650 9,749 10,547 10,801
Personnel agency fees 5170 5170 2,962 3,209 3,402
Training and staff development: external 8721 8,721 19,654 20,692 21,637
Interest and rent on land 49,617,000 48,901,000) 53,125,000 56,603,000 59,381,000
Financial transactions in assets and liabilities - - - - -
Transfers and subsidies to: 175,991,777  175901,777| 146,609,329 159,532,402 172,077,575
Provinces and municipalities 168,018,616 167,988,616 138,985,831 151,424,159 163,550,588
Departmental agencies and accounts 6,782,379 6,782,379 6,402,817 6,809,282 7,158,896
Foreign governments and international organisations 462,046 422,046 436,896 470,666 500,382
Public corporations and private enterprises 40,001 40,001 40,000 40,000 40,000
Non-profit institutions 55 55 58 62 65
Households 688,680 668,680 743,727 788,233 827,644
Payments for capital assets 32,251 32,251 12,691 12,551 12,961
Buildings and other fixed structures - - - - -
Machinery and equipment 20,853 20,853 12,417 12,196 12,572
Software and other intangible assets 11,398 11,398 274 355 389
Total 227,722,690 226,786,690 201,821,899 218,429,286 233,871,655
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Expenditure trends

Most of the Department's direct expenditure goes towards transfer payments, including
provincial and local government transfers, civil and military pensions payments, the
South African Revenue Service and the Secret Services.

Between 2001/02 and 2004/05, expenditure increased from R8,2 billion to R14 billion, at
an annual average rate of 19,8 per cent. The increase went mainly towards transfers, and
there were also significant increases in the Department's core programmes, those that
fund its own operations. Expenditure is expected to fall slightly in 2005/06, mainly due
to a fall in transfers to SARS, and then is expected to start rising again, to reach R16,8
billion in 2007/08. Much of the future increase will go towards provincial and local
government transfers.

Included in the additional allocations of the 2005 budget are R68 million in 2006/07 and
R76 million in 2007/08 for increased fiscal transfers to Lesotho, Namibia and Swaziland,
and R10 million and R20 million in 2006/07 and 2007/08 for the Financial Intelligence
Centre.

Direct charges from the National Revenue Fund

The Department is responsible for the main statutory transfers of funds to provincial
governments, under the Constitutional requirement that they obtain an equitable share of
revenue raised through national taxes. The equitable share transfers to provinces will
decrease in 2005/06 as a result of the new Social Assistance Act (2004) and the Social
Security Agency Act (2004), which require the centralisation of the social grants
functions currently with provinces in national government. From 2005/06, these grants
will be shown as conditional grants from the Department of Social Development. More
information on these transfers can be found in chapter 7 and annexure E in the 2005
Budget Review and the 2005 Division of Revenue Bill. In addition, the National Treasury
vote includes provision for servicing Government's debt obligations, which are direct
charges against the National Revenue Fund in terms of section 73 of the PFMA.
Expenditure on state debt costs is expected to increase at an average annual rate of 6,7
per cent over the next three years. In 2004/05, expenditure on state debt costs will be R1,5
billion lower than expected in the 2004 Budget, mainly due to lower domestic interest
rates and lower foreign interest payments due to the appreciation of the rand.
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PROGRAMME 1

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 ensure effective leadership, management
and administrative support to the core business divisions through continuous refinement
of organisational strategy and structure in compliance with appropriate legislation and
best practice.

The programme is divided into four subprogrammes:

e The Minister subprogramme provides for the Ministry of Finance and includes
Parliamentary and Ministerial support services;

e The Deputy Minister subprogramme provides for the Office of the Deputy Minister
of Finance and related support services;

e Management funds the Office of the Director-General and related support services;
and

e Corporate Services supports the administration and smooth running of the
Department.

Policy developments

The Minister of Finance, as a Member of Parliament, places a high premium on the
Ministry's interaction with the Legislature. The Ministry ensures active collaboration with
Members of Parliament and with the parliamentary committees on an ongoing basis. Key
to this objective is the Parliamentary Office, which is located in the Ministry.

Headed by a director, the Parliamentary Office has to foster a transparent and cooperative
working environment with Parliament. It is the representative office of the Minister of
Finance at Parliament and the vehicle through which financial policies and procedures,
and legislation, are presented to Parliament for consideration and approval.

The Parliamentary Office facilitates the flow of information from the Treasury via
Cabinet to Parliament. It serves a liaison role by ensuring that parliamentary decisions are
forwarded to Treasury and, in this way, policy drafters are kept abreast of the views of
public representatives.

The Parliamentary Office is essentially a service provider to the Minister of Finance, the
three departments under his executive authority (the National Treasury, the South African
Revenue Service and Statistics South Africa) and the two chairpersons of the respective
finance committees in Parliament.

Over the next three years the Parliamentary Office aims to build on the Minister's
proactive relationship with Parliament, maintaining collegial and cooperative
relationships with political structures and parliamentary committees, in particular the
recently established Budget Committee.
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The Parliamentary Office intends playing a crucial supporting role when the National
Treasury engages with Parliament regarding progress on the budget reform programme,
with specific reference to the Constitutional requirements for money bill amendment
powers. It will also serve as the conduit through which the National Treasury presents
draft financial legislation and policies to the Legislature over the MTEF period.

As the Head of National Treasury Management and at the hub of Government business,
the Director-General of the National Treasury faces a wide range of responsibilities and
demands, many of which are notably strategic in respect of Government's political and
economic direction.

Strategic support to the Director-General is directed at three critical areas: managerial,
policy and administrative support.

Dedicated capacity has recently been established in the office of the Director-General to
oversee and facilitate participation by the National Treasury in the Forum of South
African Directors-General and the various sectoral clusters. The aim is to maximise the
National Treasury's contribution to the development of action plans giving effect to South
Africa's economic and social development policies.

A further development is the management and coordination support provided by the
Chief Operating Officer to the Director-General.

The Office of the Director-General is responsible for providing strategic direction to the
National Treasury, in keeping with the policy imperatives set by Cabinet.

The Corporate Services Division is a strategic enabler. It provides and sustains an
integrated range of innovative solutions designed and implemented to enable the National
Treasury to achieve its strategic and operational goals.

The Division consists of a number of functional support units. These are Human
Resources, Finance (including Procurement), Legal, Security, Facilities Management and
Information Technology.

The centralisation of service units has contributed to improved effectiveness in
governance and lowering of the administrative cost base. This has been achieved by
eliminating duplication of effort and resources. Centralisation also provided the
opportunity to standardise service levels.

It is envisaged that over the MTEF period the division will develop an approach that
prioritises customer service. While much work needs to be done to sustain acceptable
levels of efficiency and excellence, the division will endeavour to reposition itself from
"Service Provider" to "Solutions Partner".

To facilitate this repositioning, the division has reformulated its strategy to clarify its
support of the overall goals of the National Treasury. It is envisaged that this role will
hinge on the following critical areas:

» To foster increased strategic capabilities through strategy development, innovation,
collaboration and a client-driven approach;

e To ensure delivery of cost-effective transactional services as a key financial output



through the achievement of an Unqualified Audit Report and a reformulated
Corporate Services Governance framework;

e To develop a client-driven approach;

e To further improve support for internal processes by maintaining and enhancing
systems and processes, developing a secure work environment to promote innovation
and productivity. To contribute to the establishment of a knowledge management
culture and implement an efficient IT architecture that supports the achievement of
the National Treasury's goals; and

e To support Learning and Growth objectives by developing strategic capability
throughout the National Treasury. A Leadership Development Plan and a Talent
Management Plan (which also gives attention to the establishment of a Competency
Framework for the National Treasury) will be designed and implemented.

The Human Resources Management unit is driven by its mission of making the National
Treasury an "employer of choice". Over the next five years, the National Treasury will be
developing and implementing strategies to attract, motivate, develop and retain talent.
This includes ensuring that the environment is non-discriminatory and supportive of the
implementation of people management strategies.

Proactive steps will be undertaken to ensure a high retention rate of staff, including
through using the findings of regular employee satisfaction surveys.

Key focus areas for the future will entail the development and finalisation of critical HR
Policies and Systems and the implementation of the new Performance Management and
Personal Development Systems. The recruitment, selection and placement function has
been repositioned to ensure that National Treasury is marketed as an "employer of
choice".

The Financial Management unit focuses on maximising compliance with all relevant
financial statutes and regulations, most importantly the Public Finance Management Act
(1 of 1999) (PFMA). The unit has largely achieved compliance. The focus going forward
will be on maintaining compliance and enhancing service delivery to clients. During this
period the Chief Financial Officer resigned and the Department is in the process of
appointing a new CFO. In line with good governance the decision was made to establish
a Risk Management function reporting directly to the Chief Operating Officer. As a result
much effort has gone into reorganising the unit.

The Security and Facilities Management unit was reorganised, resulting in two distinct
units: Security Management and Facilities and Maintenance Management.

The Information Technology unit is responsible for the design, implementation and
maintenance of our technology architecture. This unit has grown from strength to strength
over the past year. A draft proposal on the repositioning of this function has been prepared
and is being considered by senior management. To ensure effective service delivery,
existing systems and processes have been refined. This has been achieved with the
assistance of two outsourced contract houses and the State Information Technology
Agency.

Strategic Plan 2005 - 2008



The Legal Services unit provides a comprehensive legal support function to the
Department and the Ministry. National Treasury intends to strengthen the unit over the
next three years to enable it to continue to provide legal services on a wide range of
domestic and international law.

SR LVLvIvEY; .

National Treasury



Strategic Plan 2005 - 2008

‘ued a1bajens sAinseal)
[euoijeN Ui Ino Jas sjebie)
JO JuslWaAaIY2e Jusd Jad

‘ueld oibasjens sAinsesl]
[eUOnEN Ul 30 18s s1ab1e)
JO JuBLWBA3IYDE Juad Jad (g

‘ueyd o1bejens s, Ainseal]
[BUOIEN Ul N0 J8s S Joble)
1O JuBLWaABIYDe U9 1ad

usweled Aq paroidde
pue Ainseal] [BUOREN BU}
Aq padojanap sueld oibsjens

spaau

Aa1jod juswdojaasp s,Aunod
ay 0} paubije uonoallp
albaiens s Aunsesl] |euoleN

(lessusn-1030811q
8 Jo 8011Q) Juswabeuepy

uonoesies Juso Jad ool

papiaold seoinles
Aejusweijied jo Ayjenb
Buipsebal [elsusn-1010811Q
ay) pue Jajsiupy Aindeq
‘JeIsIUIN au} Jo uoloejshes

sjuswpedap syl pue Ansiuiy
ay) 0} soiles Alejuswesed
panuiuoo BulpiAcld

saioljod pue uonejsiba) [eroueuly
paunuap! Jo uonebinwoid

g uoissajold Bununooy syy
pue (1oje|nbay [eloueul a|buis
e Bujysiiqelss) (g SeoIuES
[eroueul4 8y} Jo uonehinwold

JuBLWoBUD
0) bunyelp woyy uonesibal

ainjejsibe ay) o) pajussasd
aJe jey) sapljod pue uoie|sifs|
[elueul Jo uonebinwoud

auop malnay Buneyioes pue Buuojuop Buneyioe) pue Buuojuop Jo abessed ay) Bunoyuoly Buneyjioes pue Buiioyuop
s|lig Asuow puswe
0) $9ss890.1d pue siemod
aAle|sifa) 1o} Juswalinbal

[BUORNIASUOY) BY} 0} BoUBIBR) s|ilg Asuow yym [eap

Jl108ds ypm ‘sassacoid wiogel 0} $s8904d e 10} Juswalinbal

196pnq 8y Uo Juswellled pue |  [euciniiSUOY 8y} 0} 82UBIBJAI

17 pajebinwoid | Ainseas] [euonen sy} ussmiaq | aIoads yum ‘sassaoold wiojal

10 uolen|eas Joj siakeld sjol s||ig Asuouwl 0} Juswipuauie piay sbuneawysanboeip 196pnq 8y} uo ainjejsiba

3UOP MaIABY || Lo} Yorqpaa) BuLojuop sajeyl|ioey Jey uone|siba] joJaquinuayl | ay) yum juawabehus sAisusIx3

Ainseal] |euoneN

yum diysuonejas Buidojanap wn

Ul Juswellied Jo SIaquisiy Jusweled yum diysuonepal | Alejusweled anise Ajjeamjod

auop malnay paysi|qelsa Hoddns aAloeoId mau 0) poddns Buipiacid yun anjoeold e Buinsiyoy pue punos Ajjeanpadoid v

(92150 Airyuswelled) aoueul4
10 Jaysiully Aindaq pue Jasiul

suojsalin J8biel 80/2002

auo)sa|I J8biel 20/9002

auojsa|I 38b1e] 90/5002

lojeaipuy/aansesyy

indino

awweiboisdqng

‘paswaidwi pue padojaasp ale sainpadold pue saioijod siendoidde ey Buunsus Aq Buniodas feroueu Jo Aljenb ayy oacidwi 0] :9A1393[qo d|qeInSEa|

uolnelisiulwpy ;T awwelibold

s18bJe) 1ndino wisl-wnipaN
S1394dVL LNdL1NO WHIL-INNIAIN ANV SIAILDACHO I1dvdNSYAN



a8jen(eAs pue JojUop
panuiuod uonejuswsidw

uoljejuswaldwi ey
uonoe Jo ueyd ubisaq

sishjeue spasu Jopjoysyels

SI3P|OYSNE)S 10}
padojanap sueld juswabeuew
abueyo pue poddns aifsjens

SIap|OYSYE)S
ym sdiysisuped oibsjens
Jo Buipjing sy} sjeyioe4

uonejuawa|dun asieulq

uoljejuswsjdwi panupuod)

uonejuswa|dwi syeniu|

pausi|qeIss WajsAs uonenjeas
pue juswainseaw Buipoddns
€ U}IM ‘SPJepue)s 89IAI8S
10 uonejuswaldwi paseyd

(v1S) siuawaaiby

ABajeng 8o1n8s JuslD

SY1S %8 JaMey) [9A87 80IAI8S B J8peY) panoidde spiepuels pajesBaju| jo uonejususdwi
80IAIBS BY) BSIABI PUE JISIASY 90IAI8S 8} 8SIAB) PUB JISINeY G00g aunp 80IAIBS pUe JsjeyD JusiD pue yuswdojansq
soss8001d
Jeuoljelado ojul sapunpoddo Juswadw $9858901d Ul papnjoul
uones|wido-}s09 Jo uoisnjoul sapunpoddo suononpal pue palpuapl uononpal

pue uoien|eas Bulobug

uonesiuido-1$09 Jo uonen|eay

1509 JO suoneodwi ajebnseaul

1509 J0} saniunpoddo

$9859004d panoidul Jo
uonejuswajdwi yym anupuoD)
uerd uonejuswa)dun
pajeosse dojgasQ

SO Jousd

uonejuawajdwi peyg
uejd uonejuswaldun
pajeosse dojpasQ

$9559201d panoidu J1ad g Buurewss u paynuspl § J0udd Jad G Ul paunuspl | psjuswsidwi pue pajuswnaop 12
Jo uonejuswaldwi mainsy | sjuswaoidwi Joy sapunpoddp | sjuswaaoidwi toy sapunpeddo sassa004d panoidu)
SAOINSS
pajusWInoop sainpaocsd ajelodio) Jo Jusd Jad og pajuswinoop }IOMSUIBIS SIUBUISA0D)
pue sassao0id ‘sapnod | ul payuswnoop sainpadold pue sainpasold pue sassadoid (s9) seoag gjelodion e
MaInay [euonelado Buipueising | sassasoud ‘sapijod jeuonessdp ‘saiolod [euonelado | o uonejuswaidwi pue ubiseg
Janew jo siseydws,
Ue Jnoyym uoluido yipne
200z Ainp 900z Ainf 5002 AInr | paienbun ue Jo JuswiureRy
Modaiyipne | S99IAISS [BUOIOBSUEL} SAIDSYD
100z Ainp 900z AIne gooz Ane paiienbun ue Jo Juswueny -JS09 qUaIoILS Jo A1BAleg $80Iu9g jelodio)
auo)sa|Ily 13bue) 80/2002 auoysa|Il 19bae] 20/900Z auoysa|IlN 19b1e] 90/5002 lojeapujjainsespy inding swweiboidgng
b <
»
y 0
=]
i
T
oo
=
N
bt
z



pajuswadw
1u80 Jad 9 ue|d a1berens 1|

uejd oibeiens
1 40 JN0J0J Y)IM BOUSLULLOY

ued oifsjens || pajusiundog

pajustus|duwi
pue padojeaap || 1o}
ue|d oi6ejenS B|qeIuSWa|dW|

2INJO3YYIIE || JO SOUBUSIUIBI
SoAloalqo

s, lunsesl| Jo JusliaAslyoe
spoddns jey) ainjosyyole || ue
Juswa|dw pue dojgasp ‘ubisag

uoie|dwiod Juso
Jad o/ 0} uonnjos pasibe sy
10 UonejuBWS|dwI panuRuo

uone|dwod
1ua0 Jad Gz 0} uolinjos paaibe
ay) Jo uonejuswa|dw seny|

finseal| [euoneN
Joj smoy ssao0ud Buiayole
10 UONeIUSWINIOp 8y} Sjejioe

(woysAs juswebeueyy Juawinoog
s, Ainseai] jo jusuoduwiod sy)
‘pajuswaldu Ainseal]
[euoijeN 1o} waysAs Buiayole
pasi|enusd paaibe uy

salielq| abpajmouy Jo
Juslwiabeuew usjueo Buiobup

saiielq) abpsymouy dojersp
pue seale abpajmouy Ajjuap|

Kioysodal abpajmouy e ubiseq

ylomawel)
(M JUBLINDOP pue UoJessey

pajuswa|dwi g9 Jo} siomauel)
() Juswiabeueyy abpajmouy]

Ainseal| [euoleN Ul ainjnd
Juswabeuew abpajmouy e Jo
Jusluysi|ge)se sy 0} 8INQLIU0Y

sainpadsosd
pue saljod SHO 10 MaInaY

pajusws|dwi
sainpsoosd pue ssiljod SHO

panoidde pue pasijeul
sainpadoud pue sadijod SHO

suone|nBal uonenys
fouabiawse pue (SHO) A1ejes
pue yylesy [euoiednoaQ

au ynm soueldwiod |4

sainpaooid
puUe $8101|0d AILN28S JO MaiAsY

pajuswajdwi seinpaooid
pue sspoljod Anosg

panoidde
pue pasijeul} seanpadoid
pue sspoljod Anoeg

{SSIn) spiepuels
A)INoag uonewLIolU| WnWIUIA
au ynm soueldwioo |4

JUBLUUOJIAUS
Buiyiom a1noss & Jo uojess)

8)BN|EAS PUE JOJIUOI

uonejuswa(dwi Lelg
ued uonejuswaeldwi ubisag

(isiferoads

/ [B2IUY93 ] /Juswabeue)y)
J0y08s oljgnd 8y UM

suped Jaa1e0 [enp J0 anssl
U} U0 ySd( 03 Indus epiroid

"Spasu Juslo
0] SUOHN|OS SAIBAOUUI SPIACI
0} sapunyoddo Apuap)

Aianonpoud pue uoneaouul
$86IN0OUS Jey) JUSIUOIIAUD
Buppiom e Jo Juswysiigers3

auojsajiy 3ab1e] 80/2002

auo)sa|il J9be] £0/9002

auojsaji Jobe] 90/5002

l10je3ipul/aInsespy

Indino

swuwe.boidgng

Strategic Plan 2005 - 2008



8)enjeAs pue Jojuow ‘Jipny

yomawey Aouajadwod
10 JN0J|0J 8OUBWILIOY)

Ainsesi] Jnoybnoiyy

saAljeniul Juawdo|aAap

pue Bujuiesy sjeyjioe) pue
subledwies sssusleme Jonpuo)

Ainseai] 1o} somawel)
fouayadwon e dojgrag
sanas(qo Ainseal)

yim syuswaalfy souewlopad
aakojdwsa Jo Juswubije
1e)l|1o8) 0} S80IABS ajelodio)
ulyum Ayoedeo sjealr)

saulaping Ag)jod Juswabeueyy
8OUBLLIOJS 0} 8ousIaypy

ainyno
Juswabeueyy souewIomad
e Bulis)so) 0} 8)nqLUIU0D

ued juswdojanreq diysiepes

ue|d

anoJdwi pue meinay uonejuswadwy e dojeAsp pue yosessey wswdojersq diysiapes y
ABsjess Juswabeuepy ue|d Juswabeuepy Aljigqedeo
anoldw pue mainay uonejuswa|dw| | jusje] e dojersp pue yolessoy Jusje] psjelbaju| uy albajels e o yuswdojereq
uonn(os

swieshs || |1e
10 Uoljepljosuoo Juao Jad ogl

YJOMIBN B3l SPIM MU
10 uonejuswa|dwi Jusd Jad QoL

¥so( 20IM9S
10 uonejuswaldwi Jusd Jad g

8INJONASEU| SSORIIM
10 uonejuswa|dwi Jusd Jad oo

¥se(Q 89IAIBS
10 uonejuswa|dwi Jusd Jad QoL

Bunyiom
-39 — JUSWUOIIAUS B|IqoW
10 uonejuswa|dwi jJusd Jad QoL

SyS pasibe Jad se
papiroid SUORN|OS | | SA0BYT

auojsali Jobey 80/2002

auosa|Iy 396.e 1 £0/9002

auojsali Job1e] 90/5002

J10}e9IpU/RINSESY

inding

swuweiboidgng

National Treasury



Programme

RESOURCE PLAN
Expenditure estimates

Table 2: Administration

Subprogramme Adjusted Medium-term expenditure estimate
appropriation

R thousand 2004/05 2005/06 2006/07 2007/08
Minister 1 791 843 898 942
Deputy Minister 2 585 623 663 696
Management 26,406 27,367 28,487 30,513
Corporate Services 115,816 82,983 87,761 90,255

Total 143,598 111,816 117,809 122,406

Change to 2004 Budget estimate 41,719 7,088 6,630 5,668

1 Payable as from 1 April 2004. Salary: R633 061. Car alfowance: R158 265.
2 Payable as from 1 April 2004. Salary: R467 765. Car allowance: R116 941.

Economic classification

Current payments 119,676 108,055 114,732 118,816
Compensation of employees 44978 57,911 61,933 65,847
Goods and services 74,698 50,144 52,799 52,969

of which:
Consultants and contractors 12,279 11,067 13,708 11,569
Travel and subsistence 9,695 12,421 13,274 14,080
Communication 5,053 2,283 2,478 2,696
Computer services 5194 3,210 3,345 3,759
Audit fees external 6,847 6,148 6,709 6,764
Training and staff development: external 2,701 2,611 2,616 2,846
Financial fransactions in assets and liabilities = = = =

Transfers and subsidies to: 281 284 195 203
Provinces and municipalities 141 34 35 38
Departmental agencies and accounts 140 140 160 165
Households - 110 - -

Payments for capital assets 23,641 3477 2,882 3,387
Buildings and other fixed structures - - - -
Machinery and equipment 12,243 3,277 2,632 3,087
Software and other intangible assets 11,398 200 250 300

Total 143,598 111,816 117,809 122,406
Details of transfers and subsidies:
Departmental agencies and accounts
Current 140 140 160 165
Finance, Accounting, Management, Consulting and other Financial 140 140 160 165
Services (Fasset) Sector Education and Training Authority
Total departmental agencies and accounts 140 140 160 165
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Expenditure trends

Expenditure more than doubled between 2001/02 and 2004/05, although this masks some
fluctuations in total expenditure, in part due to one-off costs for the occupation and
renovation of the 240 Vermeulen Street building. Expenditure is expected to fall in
2005/06 by 22 per cent mainly due to the completion of the refurbishment of the 240
Vermeulen Street and 40 Church Square buildings, and then increase slowly across the
two outer years (2006/07: 5,4 per cent and 2007/08: 3,9 per cent) as a result of normal
inflationary adjustments. Included in the 2005/06 allocations are budgeted refurbishment
and renovations for the Centurion and 120 Plein Street, Cape Town buildings.



Programme 2: Econc

PROGRAMME 2

ECONOMIC PLANNING AND BUDGET MANAGEMENT

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

Measurable objective: The programme aims to promote growth, social development and
poverty reduction through sound economic, fiscal and financial policies, efficient revenue
measures and effective, efficient and appropriate allocation of public funds. The
programme is organised into four divisions:

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

e The Budget Office provides fiscal policy advice, oversees expenditure planning and
the national Budget process, leads the budget reform programme, coordinates
international technical assistance and donor finance, supports public-private
partnerships and compiles the public finance statistics;

« Intergovernmental Relations coordinates fiscal relations between national, provincial
and local government, and promotes sound provincial and municipal budgeting,
planning, reporting and financial management; and

e Economic Policy and International Financial Relations is responsible for providing
macroeconomic analysis and policy advice, managing international financial
relations, formulating tax policy and legislation, and coordinating with the South
African Reserve Bank on various areas of monetary policy, and with the Financial
Services Board on the regulation of the financial sector.

Policy developments

Budget Office

The Programme of Action outlined by the President in May 2004 and reinforced in the
State of the Nation address in February 2005 emphasised the need to raise the level of
economic growth as a critical objective necessary for the attainment of Government's
objectives over the next five years. The Programme of Action lists a number of specific
objectives of economic policy for the period ahead and, in some cases, provides clear
time frames for their attainment.

The key objectives include:

e Maintenance of the present broad macroeconomic stance and focus on mm UUUU
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microeconomic reforms;

e Increase the levels of investment in infrastructure;

e Lower the cost structure in the economy and enhance levels of competition;
e Develop sector strategies;

e Enhance international economic relations;

e Enhance economic inclusion;

e Provide the skills base needed by the economy;

«  Foster a more equitable geographic spread of economic activity;

e Coordinate second-economy interventions; and

e Build the capabilities of a developmental state.

Drawing on this Programme of Action, the National Treasury strategic planning exercise
identified the promotion of economic growth and work opportunities as central to the
reduction of poverty. The strategic planning exercise also highlighted the need to improve
the management of public resources, improve governance and accountability, and to
maintain macroeconomic stability as key objectives for the years ahead.

The Economic Planning and Budget Management programme in the National Treasury
covers areas of work and functions that impact directly and indirectly on the priorities
outlined above.

Budget Office

The national Budget provides resources for the implementation of the Programme of
Action, taking into account available funds, capacity in Government and quality of
implementation plans developed by departments. Alignment between the Budget and
Government's overall policy priorities is the main measurable objective of the Budget
Office. The main output of the Budget Office is the annual Budget and Medium Term
Expenditure Framework that the Minister of Finance tables in Parliament in February and
October respectively.

Much of the work of the Budget Office is focused on coordinating Government's spending
and revenue plans with its longer-term policy and strategic priorities. A key element of
the budget reform programme is increased political oversight over the annual budget
process and improving the usefulness of related documentation to enhance public and
legislative oversight. The Budget Office also provides secretarial and professional support
to the Minister's Committee on the Budget and the Treasury Committee, both formal
subcommittees of Cabinet.

Measurable objectives for each programme, in line with the Public Finance Management
Act (1 of 1999) (PFMA), have now been published for three years. In many departments
these measurable objectives are clear and allow for adequate oversight by the legislatures.
In some cases however, more work needs to be done to improve the quality and
usefulness of these objectives. The Expenditure Planning unit in the Budget Office will
continue to work in partnership with national departments and provinces, enhancing and
strengthening the measurable objectives, output measures and service-delivery target
information as set out in the annual Estimates of National Expenditure and provincial
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budget statements. Collaboration with other African countries in budget reform and
expenditure management is a further area of increased activity.

A sound fiscal framework is a necessity for the long-term sustainability of the public
finances. Through an expansionary budget framework, Government is able to provide an
increasing envelope with which to fund priority programmes. Within an expansionary
budget framework, increasing the level of infrastructure spending would support
economic growth in the future. Recognising this, the Budget Office continues to
strengthen fiscal analysis capacity, deepening understanding of fiscal trends in the
economy and their effect on long-term growth and investment. Improving the planning,
coordination and monitoring of infrastructure spending and projects of a capital nature is
a key priority for the year ahead.

Sound public sector personnel policy is also important for the improvement of public
services. In 2004, the Department of Public Service and Administration and the National
Treasury completed a comprehensive review of the governance of public entities. Based
on the review, over the next two years, Government will develop policy, legislation and
institutional arrangements to improve the governance and oversight of public entities and
management within these entities.

The Public Private Partnership (PPP) unit has an increasing portfolio of projects under
planning or review. In 2004, a revised and updated PPP Manual and Standardised PPP
Provisions were issued. Over the next five years, the unit will increasingly provide
support to municipalities in delivering certain services through partnerships with the
private sector. An expanded role for the unit would also allow Government to raise the
level of investment on infrastructure and improve the quality of services delivered.

In the public-finance statistics arena, a new economic classification for the Budget and a
corresponding new Chart of Accounts were introduced in 2004. Refinement and
consolidation of this reform will continue over the year ahead. A key priority over the
next three years is to broaden the scope of public finance statistics to include non-
business public entities. The National Treasury hopes to be able to produce a consolidated
budget for national Government by 2008.

Over the next three years, development cooperation will focus on further strengthening
the alignment of official development assistance (ODA) with Government's spending
priorities. Key considerations are the optimal utilisation of limited resources in support of
South Africa's development priorities, ensuring long-term sustainability beyond the phase
of foreign support, and strengthened South African ownership of foreign assistance
programmes and projects. Planning and monitoring of international development
assistance has been recently enhanced by the introduction of a web-based ODA
information system.

Public Finance

The Public Finance unit is the Treasury's link with the policy and budget units of all
national departments and other government entities. Better budgeting at the national level
depends largely on these units developing good, cooperative relationships with their line
departments, enhancing policy and expenditure management and oversight.

Strategic Plan 2005 - 2008
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The responsibilities of the division are divided among four teams, which span the range
of Government services and functions:

e Social Services liaises with the Departments of Health; Education; Social
Development; Labour; Arts and Culture; and Sports and Recreation;

e Economic Services works with the Departments of Agriculture and Land Affairs;
Environmental Affairs and Tourism; Communications; Minerals and Energy;
Housing; Science and Technology, Transport; Trade and Industry; and Water Affairs
and Forestry;

»  Protection Services deals with the Departments of Defence; Safety and Security;
Justice and Constitutional Development; rights-based Constitutional institutions,
Correctional Services; the Independent Complaints Directorate; and the Secret
Services; and

e Administrative Services liaises with Parliament; the Presidency; the Departments of
Home Affairs; Foreign Affairs; Provincial and Local Government; Public Works;
Government Communication and Information System; National Treasury; Public
Enterprises; Public Service and Administration; the Public Service Commission; the
South African Management and Development Institute; and Statistics South Africa.

The National Treasury's ongoing fiscal reform is aimed at promoting sustainable growth
and development and poverty reduction, and at improving budgetary transparency and
financial management. The Treasury continues to develop monitoring and reporting
systems to increase transparency and accountability, and thus improve service delivery.
Transforming public-sector financial management is a key objective of the National
Treasury. The Public Finance units facilitate implementation of the PFMA and Treasury
Regulations within national departments, public entities and Constitutional institutions,
providing and overseeing appropriate systems for monitoring and managing expenditure.

Priorities of the Social Services unit for the years ahead include:

e Assistance to the Social Development Department relating to the establishment of a
national Social Security Agency and the implementation of monitoring systems to
comply with the Social Assistance Act and new provisions in the Division of
Revenue Bill;

e Ongoing support for joint intergovernmental technical committees in the health,
education and social development functions;

e Support to the Departments of Education and Labour relating to the consolidation
and renewal of further education colleges and the strengthening of the skills
development programme;

e Restructuring and financial consolidation of higher education institutions, and to
introduction of the new higher education financing arrangements; including the
appropriate funding levels for the National Student Financial Aid Scheme;

e Participation in interdepartmental research and policy development relating to
demographic and employment trends, income distribution and the incidence of
public expenditure and revenue; and
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Health sector reform, including the oversight and regulation of the medical schemes
industry, financing and management of public health services and the
implementation of the comprehensive HIV and Aids strategy.

Much of the work of the Economic Services unit is focused on strengthening
infrastructure investment, improving the capacity of regulatory entities, and sharpening
the growth and employment impact of Government programmes in the economic sector.
Key activities include:

The
role
and

Policy and financing of rural development and agricultural support for small farmers,
targeted particularly at beneficiaries of land reform programmes;

Implementation of the new housing strategy and enhancing coordination of
investment in community infrastructure;

Supporting the development of policy options for fiscal support for broad-based
black economic empowerment;

Assistance to the Department of Trade and Industry in the adjudication of projects
qualifying for critical infrastructure funding support and oversight of programmes
relating to industrial development zones;

Development of regulatory impact assessment capacity and improved oversight of
administered prices;

Support for the Department of Water Affairs and Forestry in its review of options for
funding and governance of water resources and services;

Support for the national research and development strategy, focusing on improving
the performance of the science councils and the policy impact of public spending in
this sector; and

Review of options for financing public transport infrastructure and commuter
services.

Protection Services unit contributes to policy and budget planning in part through its
in an interdepartmental review team of the integrated justice sector cluster. Projects
initiatives include:

Ongoing support for programmes aimed at improving court management, increasing
case-flow and raising conviction rates;

Ongoing support for research and planning aimed at the rehabilitation of offenders to
reduce rates of recidivism and the implementation of measures to reduce
overcrowding in prisons;

Support for the development and implementation of personnel policies that will
improve performance of the integrated justice sector in a holistic manner;

Support for steps to enhance security at strategic national points such as ports, land
border posts, airports and certain public buildings;

Oversight of the special arms procurement programme of the Souht African National
Defence Force and assistance relating to budgeting and financing peace support

29
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operations; and

»  Reform of the budgeting and parliamentary oversight of Constitutional institutions.
The Administrative Services unit has the following challenges for the year ahead:

e Assisting the Public Works Department in managing its property portfolio and
putting Government accommaodation services on a business-oriented footing;

e Supporting the investment in human resource capacity, infrastructure and
information technology of the Department of Home Affairs, and improvement of its
service delivery and management systems;

e Supporting and assisting with the implementation of the African Agenda of
Government, and improved financial management and acquisition of foreign
property by the Department of Foreign Affairs;

e Assistance to the Department of Provincial and Local Government in its oversight of
local government, the management of grants and in addressing financial aspects of
disaster management; and

e Assistance to Statistics SA in budgeting and planning for enhanced household
surveys, improving the quality of economic statistics and the next national census.

Co-funded by the European Union, the Technical Assistance unit supports the work of the
Public Finance unit. Its work includes support for project management and improving
capital project planning and implementation, particularly related to provincial
infrastructure investment and the implementation of key initiatives of the Social
Development and Justice cluster departments. Support for Government's participation in
the 2010 FIFA World Cup will receive attention in the next five years.

Intergovernmental Relations

The Intergovernmental Relations division coordinates fiscal relations between the
national, provincial and local government spheres, and promotes sound provincial and
municipal budget and financial management, thus playing a key role in developing South
Africa's intergovernmental fiscal system.

About 62 per cent of non-interest allocations on the national Budget take the form of
transfers to provincial and local governments, placing them at the forefront of social and
basic service delivery. These allocations total R226,4 billion in 2005/06, R249,0 billion
in 2006/07 and R269,7 billion in 2007/08.

The division is responsible for preparing all grant allocations and formulae for provincial
and local government budgets, including the annual Division of Revenue Bill (including
Annexure E and appendices of all municipal allocations) published as part of the national
Budget. Immediately after the national Budget, and once all nine provinces have tabled
their own budgets, the division produces the Intergovernmental Fiscal Review, which
provides a consolidated review of the budgets of all nine provinces and 284
municipalities.

The division also monitors the implementation of provincial budgets, and those of
selected municipalities, and compiles a comprehensive database of all such information.
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Quarterly spending numbers and a detailed analysis for the second, third and fourth
quarters are also published regularly, with the expectation that all legislatures will use
such information to hold departments to account for their performance. With regard to the
provincial sphere, the division works closely with provincial treasuries to achieve stable
provincial finances - with budget and monthly reporting systems now deeply rooted.
Budget 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, as the Municipal
Finance Management Act (56 of 2003 (MFMA) is implemented.

Intergovernmental Relations is responsible for developing the overall fiscal framework
for provinces and municipalities, including their taxation and borrowing powers. The
2005 Budget makes significant changes to the intergovernmental fiscal system, including
the introduction of new formulae for the distribution of the provincial and local
government equitable shares, the shift of social security grants to the national sphere and
the phasing out of Regional Services Council levies. The division will continue the
review process for the 2006 Budget, by considering replacement taxes or grants to replace
services levies. It will also focus on assessing the impact that restructuring of the
electricity industry will have on municipal finances. With regard to provinces, the review
of conditional grants, particularly the health grants, will be prioritised by the division. The
division also regularly assesses sectoral policies affecting provincial and local spheres of
government, to ensure that they are affordable, and consistent with the fiscal framework
for these two spheres.

With the large increase in provincial and municipal infrastructure budgets, the main focus
over the medium term will be to modernise and improve the system of infrastructure
delivery to accomplish government objectives to alleviate poverty and provide basic
services. The Infrastructure Development Improvement Programme is being rolled out to
key infrastructure provincial departments such as education, health, roads and public
works.

One of the challenges facing government is the implementation of the MFMA.
Implementation of the Act is being phased in since it took effect on 1 July 2004. MFMA
training has been undertaken at all municipalities, with district- and area-based training
undertaken during 2004 and early 2005 concentrating on budgeting and reporting.
Training DVDs, produced by intergovernmental staff, have been distributed to all
Mayors, Municipal Managers and finance officers in all 284 municipalities, and 9
provinces, along with other key stakeholders. A Level 6 South African Qualifications
Authority (SAQA) accredited financial management qualification was approved late last
year consisting of 19 unit standards that deal with various aspects of financial
management in the public sector. Municipal officials will be required to undergo
competency testing as from 2006.

The division is also responsible for administering Programme 6 — Provincial and Local
Government Transfers, which provides for the provincial infrastructure grant, and the
local government financial management and restructuring grants.

Strategic Plan 2005 - 2008
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Economic Policy and International Financial Relations

The Economic Policy and International Financial Relations division undertakes policy
analysis and engages in consultation and collaborative work in the areas of:

e Macroeconomic policy;

e International economic policy and relations with multilateral institutions;
e Tax policy; and

«  Financial policy and regulation.

Job creation tops the Government's priority agenda for the current Medium Term
Expenditure Framework (MTEF). The Macroeconomic Policy unit plays a key role in
formulating and coordinating appropriate growth-enhancing policies that contribute to
strengthening employment creation. Over the next five years, work will focus on
modelling and analysis that assess the impact of interest rate and exchange rate variability
as well as that of microeconomic reform on South Africa's growth prospects, together
with a comprehensive strategy for growth and development. In this regard, this unit is the
National Treasury's representative and leader in the implementation of the Growth and
Development Summit, which has a large component of agreements focused on dealing
with unemployment.

A key responsibility of the team is the production of macroeconomic forecasts, in
particular on growth, the external account and inflation. These forecasts inform economic
policy, the fiscal framework, tax forecasts and debt management strategy. The Treasury
is in the process of developing a Computable General Equilibrium (CGE) modelling
capability to analyse the welfare and distributional effects of Government's policy
decisions. The process of developing the model, testing and refining it is ongoing, but the
model is already being used to assess the impact of policy decisions.

In 2003, key changes were introduced to the inflation-targeting framework to enhance its
overall contribution to a sound macroeconomic environment in South Africa. In the years
ahead, work will continue to facilitate the implementation of the framework, providing
for maximum transparency in the management of the framework. While the Treasury sets
the broad policy framework for monetary policy, the inflation-targeting framework is
implemented in collaboration with the South African Reserve Bank, which has
instrument independence in the operations of monetary policy. A number of technical
committees exist between the Treasury and the Reserve Bank to improve policy
coordination in areas of inflation targeting, reserve management, financial sector
regulation and cash management.

In 2004 the National Treasury, in collaboration with other Government departments, took
a policy framework to Cabinet on administered prices. The broad policy stance outlined
in this memo and reiterated in Government's Programme of Action is to reduce the costs
of doing business in South Africa through the efficient setting of prices, sound regulation
and increased competition. However, the memo noted that price setting must also take
account of investments needed to improve long-term capacity of the economy. The
Macroeconomic Policy unit oversees the implementation of this policy, even though
responsibility for its implementation is spread across Government and state enterprises.
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Further work will be undertaken in the area of policy design to promote savings by both
households and the corporate sectors. In addition, the division is actively participating on
a range of task teams engaged in the implementation of the agreements set out in the
Financial Sector Charter. The primary focus of the National Treasury in these teams is to
reinforce the developmental agenda in each of the task teams and to ensure the most
efficient, growth-enhancing intermediation of the nation's scarce resources.

The division also represents the National Treasury in several domestic and international
bodies and standing committees, including the National Economic Development and
Labour Council, the Common Monetary Area Commission, the Statistical Council, the
Policy Board and the Financial Markets Advisory Board to the Minister of Finance, the
Southern African Development Community Macroeconomic Subcommittee and the
inflation-targeting technical committee.

The Tax Policy unit is responsible for advising the Minister of Finance on tax policy
issues that arise at all three levels of government. In its advisory function to Government,
the unit must design tax instruments that can optimally fulfil their revenue-raising
function, achieve economic and allocative objectives and strengthen redistributive and
social policy functions at the same time.

In formulating tax policy, there is a need to align the generally accepted principles of a
good tax system with government's current macroeconomic and fiscal policy objectives.
In designing tax policy, co-operation between the South African Revenue Service (SARS)
and National Treasury is of utmost importance, as is daily interaction with the corporate
sector and the general tax-paying public.

Since 1994, consistent tax policy and administrative practices have been initiated, aiming
to broaden the tax base by improving tax administration and eliminating ineffective tax
incentives. This has led to electronic filing and payments, a capital gains tax, residence-
based (as opposed to source-based) taxation, and a risk management approach to
compliance. Tax legislation is being drafted by expert committees composed of staff from
the National Treasury and SARS, with a clear focus on efficient and internationally
competitive taxation strategies. Anti-avoidance provisions are included during the
drafting to make sure that there is better compliance.

The South African economy has benefited from a decade of tax base-broadening reforms
and improvements in revenue collections, enabling Government to grant by 2004/05
close to R78 bhillion in tax relief. Tax relief has contributed to rising household
consumption expenditure, boosted economic growth, targeted fixed investment growth
and promoted small enterprise development.

Most of the 2005/06 fiscal year will be spent on giving legislative effect to the tax policy
proposals announced in the 2005 Budget. These announcements include tax measures to
encourage medical scheme membership, revisions to motor vehicle allowances and
refining incentives to the film industry. In addition, the Tax Policy unit will continue to
play a key role in determining the tax treatment of retirement savings, which need to be
synchronised with reforms of the prudential regulatory framework pertaining to the
pension fund industry, and will lead the process on the taxation of mineral royalties.
Government also has to give legislative effect to the tax commitments required to stage
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the 2010 World Cup. To build on the initiatives announced in the 2005 Budget to aid
small businesses, the unit will explore further avenues to lower the financial and
regulatory costs to small businesses in order to stimulate growth and employment.

Over the next five years, the Tax Policy unit will begin with the evaluation of tax
proposals in terms of the Provincial Tax Regulation Process Act (53 of 2001), which are
submitted by provinces. The unit is required to review these tax proposals against a rigid
set of Constitutional requirements, Government's national tax policy imperatives and its
fiscal decentralisation policies. The review process and policy advice to the Minister in
this regard seek to ensure the imposition of uniformly defined and allowed provincial
taxes, thereby protecting the coherence of the country's tax system with the benefit of
minimal compliance and administrative costs.

The Treasury is represented on the Financial Sector Charter council. This charter, a good
example of an agenda for broad-based empowerment, emphasises the delivery of
financial services to low-income households, the need for investment in human resource
development, infrastructure and black economic empowerment in other sectors. Special
mention is also made of the role of the financial sector in increasing the delivery of
housing to middle-income groups. The unit participated in the development of the Mzansi
bank account for low-income individuals and will be engaged in 2005 in the development
of similar products in the insurance and retirement savings environment.

The unit is responsible for liaison between the National Treasury and the South African
Reserve Bank on matters related to bank supervision, financial stability and the national
payments system. It is also responsible for liaison between the National Treasury and the
Financial Services Board, which supervises the non-banking financial services sector
under the policy direction of the Minister of Finance.

The Financial Sector Policy unit represents the National Treasury on numerous advisory
boards and committees. These include: the Policy Board for Financial Services and
Regulation - a statutory advisory body that furnishes advice to the Minister on the
financial services industry and the regulatory framework of the financial system; the
Financial Markets Advisory Board - a statutory advisory board that furnishes advice to
the Minister on issues that affect the financial markets; the Standing Committee for the
Revision of the Banks Act (94 of 1990); and the Basel Il Accord Implementation Forum.

In pursuit of the unit's strategic objectives, participation in and contributions towards the
working of regional and international forums such as the SADC, the Group of 20, the
International Organisation of Securities Commissions (I0OSCO), Basel and the Financial
Action Task Force (FATF), are an important component of work conducted. The unit also
engages with regional organisations, such as the Committee of Insurance, Securities and
Non-banking Financial Authorities, a subcommittee of SADC.

Important projects include: the issuance of a retirement fund reform discussion document,
with a view to ultimately rewrite the Pension Funds Act; release of draft legislation on
second-and third-tier banking and co-operative banks; involvement in the Auditing
Professions Bill; and research into the establishment of a deposit insurance scheme for
South Africa.
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The Securities Services Bill and Financial Services Ombud Schemes Bill have also
recently been enacted, after passing through the parliamentary process during 2004.

The International Economics unit undertakes policy research and analysis, providing
advice and support to key decision-makers, notably the Minister of Finance, on issues
that contribute towards deepening and extending economic linkages between African
economies, reforming the international financial architecture and shaping the
international-development policy agenda.

The scope of engagement on international economic issues has widened considerably in
the past year. The National Treasury continues to engage actively with multilateral
institutions, including the International Monetary Fund (IMF), the World Bank, the
SADC, the African Union, the G20 and G24, the United Nations and the Commission for
Africa. Over the period ahead priority issues will include development policies for
African economies and increasing the level of aid flows. The intent is facilitated through
Minister of Finance Trevor Manuel's role as chair of the World Bank's Development
Committee and as a Commissioner on the Commission for Africa.

Strategic Plan 2005 - 2008
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Programme 2: Economic Planning and Budget Management ' %' §-

RESOURCE PLAN
Expenditure estimates

Table 3: Economic Planning and Budget Management

Subprogramme Adjusted Medium-term expenditure estimate
appropriation

R thousand 2004/05 2005/06 2006/07 2007/08
Public Finance 36,851 35,311 38,800 40,432
Budget Office 39,093 42,206 45,752 48,503
Intergovernmental Relations 33,007 28,536 30,872 31,765
Economic Policy 41,188 45,708 47,632 49,976

Total 150,139 151,761 163,056 170,676

Change to 2004 Budget estimate 9,932 809 1,284 815

Economic classification

Current payments 141,403 143,682 154,986 162,847
Compensation of employees 79,686 99,637 108,191 115,369
Goods and services 61,717 44,045 46,795 47478

of which:

Consultants and contractors 34,368 15,542 17,024 16,385

Travel and subsistence 9,980 12,293 12,922 13,191

Inventory 5344 5,348 5,615 5971

Personnel agency fees 1,851 1,110 1,218 1,340

Training and staff development 2,106 1,703 1,842 1,839
Financial transactions in assets and liabilities - - - -

Transfers and subsidies to: 6,241 6,059 6,037 6,052
Provinces and municipalities 241 59 37 52
Departmental agencies and accounts 6,000 6,000 6,000 6,000
Public corporations and private enterprises - - - -

Payments for capital assets 2,495 2,020 2,033 1,777
Machinery and equipment 2,495 1,946 1,928 1,688
Software and other intangible assets - 74 105 89

Total 150,139 151,761 163,056 170,676

Details of transfers and subsidies:

Departmental agencies and accounts

Current 6,000 6,000 6,000 6,000
Project Development Facility-Trading Account 6,000 6,000 6,000 6,000
Total departmental agencies and accounts 6,000 6,000 6,000 6,000

& Strategic Plan 2005 - 2008
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Expenditure trends

Expenditure Planning and Budget Management expenditure increased rapidly over the
last four years, increasing from R53,8 million in 2001/02 to R150,1 million in 2004/05,
at an annual average rate of 40,8 per cent, due to increases in analytical and advisory
capacity.

Over the next three years, expenditure is expected to continue to increase, rising to
R170,7 million in 2007/08. These increases will go towards further professional
development over the medium term, including in the areas of international financial
relations, financial regulation and oversight, support for municipal financial management
capacity, PPPs, improved public sector infrastructure planning and project analysis, and
the strengthening of research capacity on macroeconomic trends, tax policy, economic
and financial policy analysis and social development planning. The allocations
accommodate provision for the Department's internship programme, an annual allocation
of R6 million to the project development facility trading account of the PPP unit and
support for building economic research capacity in Southern Africa.



PROGRAMME 3

ASSETS AND LIABILITY MANAGEMENT

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

Measurable objective: This programme aims to manage 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.

Programme activities are carried out through five subprogrammes:
e Management manages the Office of the Head of the Division;

«  Asset Management works to enhance shareholder value through restructured state-
owned entities, monitors and enforces compliance with corporate governance for
government bodies and public entities in accordance with the Public Finance
Management Act (1 of 1999) (PFMA) and coordinates borrowing activities of public
entities in line with Treasury Regulations;

e Liability Management provides for the Government's funding requirements and
ensures prudent management of both the domestic and the foreign debt portfolios by
issuing debt at the lowest possible cost, subject to tolerable levels of risk. It also
contributes to the efficiency and development of domestic capital markets and
ensures timeous servicing of debt;

»  Financial Operations is responsible for the management of the Government's
liquidity requirements, and ensures that all Government debt transactions are
accounted for timeously and are reported in terms of the reporting requirements of
the PFMA and all other multilateral institutions. It also provides for the divisional
information system requirements; and

e Strategy and Risk Management develops and maintains a government-wide risk
management framework and ensures that the strategies adopted by the Assets and
Liability Management division are in line with the agreed framework.

Policy developments

Reducing the debt cost subject to acceptable risk levels remains the primary objective of
the debt-management strategy. To achieve this, Assets and Liability Management has
committed itself to prudent management of debt-maturity profiles, diversification of
funding instruments, increasing transparency and information flows, and maintaining
credibility in the market.

Government will continue to maintain active interactions with the market participants,
taking into account market considerations. Accordingly in 2005/06, Government will
contribute to improving market developments through the issuance of benchmark bonds
over the entire yield curve and diversifying the available debt instruments. Two new fixed
income bonds will be issued, maturing in 2013/14 and 2019/20. In addition, a new
floating rate bond will be introduced, maturing in 2011/12. To encourage the general
public to save, while providing Government with an additional source of financing, the
issuance of Retail bonds will remain a priority.

Strategic Plan 2005 - 2008
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The RSA sovereign credit rating was upgraded by Moody's Investor Services and placed
on a positive review by Fitch Ratings, contributing to a further narrowing of the sovereign
risk premium. This enables Government to lower its borrowing costs in the foreign
markets. Government will continue to keep a presence in the marketable and non-
marketable foreign markets.

Government issued nil coupon bonds to the total amount of R21,0 billion over the period
2002/03 to 2004/05, to eliminate the realised losses in the Gold and Foreign Exchange
Contingency Reserve Account (GFECRA) held with the South African Reserve Bank.
By 2005/06, realised losses on the GFECRA will be reduced by a further R7,0 billion.

In actively managing the debt portfolio, the National Treasury has the responsibility of
identifying, quantifying and managing the risks to which Government is exposed.
Government has adopted a comprehensive risk-management policy, which includes
Government-wide risks. Government-wide risks have since been identified and
quantified. A set of benchmarks or reference criteria against which these risks can be
tested and managed are being developed, including broader contingent liability risk issues
within the public sector.

Prudent cash-management processes ensured that Government's daily non-interest
bearing liquidity buffer with the South African Reserve Bank was reduced to R50 million.
Efforts will be made to further reduce the non-interest bearing liquidity buffer. This
means a broadening of the integrated cash-management framework, thereby providing
departments with greater internal cash-management responsibilities. Treasury bills will
continue to be used as a cash-management tool. The range of Treasury bills will be
extended to include one- and nine- month bills.

To reduce borrowing costs and enhance credit risk management across Government,
optimal use of available cash resources will continue to be coordinated centrally between
the provinces and the National Treasury. This will be done through the intergovernmental
cash coordination project in terms of which provinces will have a Corporation for Public
Deposits bank account as part of their provincial revenue fund accounts. An account
structure will be implemented to facilitate the ringfencing of social assistance payments.

Integrated systems enabling the functions of the front, middle and back offices of the
Assets and Liability Management division are being acquired and implemented.

The National Treasury will continue its support for the restructuring of state-owned
entities (SOEs). The emphasis will be on improving financial performance, enhancing
shareholder value, improving service delivery and operational efficiencies.

Where Government policies and market conditions permit, the National Treasury will
advise Government on selling some of its assets. Further, in line with the State of the
Nation address, the focus will be on the contribution that SOEs can make to deliver
infrastructure to enhance economic growth and alleviate poverty.

The enhancement of shareholder value and financial management include an assessment
of the treasury operations of SOEs, a review of the mandates of development finance
institutions, and the compilation of a financial distribution and capital structure policy for
government business enterprises. An electronic database capturing the annual financial
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statements, providing key financial indicators and recording contingent liabilities is being
developed. This will also contribute to improved financial management, enhanced of
transparency and increased accessibility to Government.
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RESOURCE PLAN
Expenditure estimates

Table 4: Assets and Liability Management

Subprogramme Adjusted Medium-term expenditure estimate
appropriation
R thousand 2004/05 2005/06 2006/07 2007/08
Management 19,075 13,520 12,074 11,948
Asset Management 12,729 12,190 7,812 8,358
Liability Management 8,539 9,737 10,579 11,323
Financial Operations 9,261 8,830 9,570 10,255
Strategy and Risk Management 4,272 5,445 5,899 6,337
Total 53,876 49,722 45,934 48,221
Change to 2004 Budget estimate 11,605 4418 (2,469) (2,602)
Economic classification
Current payments 52,288 49,237 45,420 47,681
Compensation of employees 20,074 23,964 25,886 27,961
Goods and services 32,214 25,273 19,534 19,720
of which:
Consultants and contractors 14,629 5,000 376 401
Travel and subsistence 2,938 3,070 3,377 3,646
Compulter services 6,632 6,739 4,293 3,721
Training and staff development: external 801 758 834 876
Transfers and subsidies to: 42 7 7 8
Provinces and municipalities 42 7 7 8|
Payments for capital assets 1,546 478 507 532
Machinery and equipment 1,546 478 507 532|
Total 53,876 49,722 45,934 48,221
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Expenditure trends

The budget for Assets and Liability Management increased in 2004/05 due to the
development of a new Government-wide risk management approach, the focus on
corporate governance, and the development and implementation of an integrated
information system. Expenditure is expected to fall from R53,9 million in 2004/05 to
R45,9 million in 2006/07, and then to increase to R48,2 million in 2007/08.



-

PROGRAMME 4

FINANCIAL MANAGEMENT AND SYSTEMS

Purpose: Financial Management and Systems manages and regulates Government's
supply-chain processes, implements and maintains standardised financial systems, and
coordinates the implementation of the Public Finance Management Act (1 of 1999)
(PFMA) and related capacity-building initiatives.

Measurable objective: The programme aims to regulate and oversee public-sector
supply-chain management and standardise the financial systems of national and
provincial government, while coordinating the implementation of the PFMA.

Managed by the Specialist Function division, programme activities are carried out under
the following subprogrammes:

e Management refers to the office of the head of the division;

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

«  PFMA Implementation and Coordination provides for the National Treasury's
monitoring role in the implementation of the PFMA and related training initiatives;
and

e Financial Systems provides for the maintenance and enhancement of existing
financial management systems, seeking to replace outdated systems with systems
that are compliant with both the PFMA and Generally Recognised Accounting
Practice (GRAP).

Policy developments

Supply Chain Management - Government initiated reforms to its procurement policies,
systems and processes in 1995. Reforms focus on the promotion of good governance and
the introduction of a preference system to address certain socio-economic objectives.
These are embedded in section 76(4)(c) of the PFMA and Section 112 of the Municipal
Finance Management Act, (56 of 2003) (MFMA), and the Preferential Procurement
Policy Framework Act (5 of 2000) (PPPFA).

The Preferential Procurement Regulations were promulgated in August 2001. Pursuant
to the promulgation of these regulations, it became clear that different interpretations of
Government's preferential procurement objectives were emerging across the three
spheres of Government. To assist in the adoption of a more uniform implementation
approach, the National Treasury, in conjunction with the World Bank, conducted an
extensive Joint Country Procurement Assessment Review. This assessment covered the
status of procurement across national, provincial and local government.

The assessment's recommendations formed the basis of Government's introduction of the
concept of Supply Chain Management within the public sector. On 10 September 2003
Cabinet approved a Policy Strategy to Guide Uniformity in Procurement Reform
Processes in Government, which was developed in conjunction with provincial treasuries.
The policy strategy supported the issuing of a regulatory framework aimed at promoting
sound financial management and uniformity in the implementation of procurement
reform initiatives in all three spheres of Government.

Strategic Plan 2005 - 2008
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Supply Chain Management forms an integrated part of financial management and can be
described as a systematic process that ensures that goods and services are delivered to the
right place and at the right quantity, quality, cost and time. The supply chain management
function introduces principles of strategic sourcing, to achieve better value for money for
Government. During 2003/04 a Strategic Procurement Guideline and a Strategic Sourcing
Methodology were developed to support the Framework for Supply Chain Management
in directing Government's spending to achieve its broader socio-economic objectives.

Integrated supply-chain management aims to add value at each stage of the process - from
demand for goods or services to their acquisition, managing the logistics process and
finally, after use, to their disposal. In doing so, it addresses deficiencies in current practice
related to procurement, contract management, inventory and asset control, and
obsolescence planning.

Uniformity in bid and contract documentation and options as well as bid and procedure
standards, among others, will promote standardisation of supply-chain management
practices.

Implementation of the strategy promotes uniformity in the different spheres of
Government in repealing tender-board legislation and giving effect to the PFMA intent to
devolve responsibility and accountability for procurement-related matters to accounting
officers. It enhances common interpretation and understanding of preferential
procurement, and related legislation and policies, and introduces an integrated supply-
chain management function and system for the appointment of consultants.

On 5 December 2003 an amendment to the State Tender Board regulations was
promulgated in the Government Gazette to allow the accounting officers to either procure
their goods and services through the system prescribed by the State Tender Board, or
alternatively in terms of the Government's PFMA.. This forms part of Government's drive
to devolve powers to the accounting officers, who will ultimately accept full
responsibility and accountability for all expenditures incurred by their departments. It is
envisaged that the State Tender Board Act will be repealed during the course of this year,
at which stage the option for accounting officers to procure goods and services through
the State Tender Board system will fall away.

On 5 December 2003 the National Treasury also promulgated a Framework for Supply
Chain Management in terms of section 76(4)(c) of the PFMA, applicable to all national
and provincial departments and trading entities, Constitutional institutions and public
entities listed in schedule 3A and 3C of the PFMA. Pursuant to this promulgation,
practice notes were issued by the National Treasury to ensure uniform application of the
new system and the use of standardised bidding documents. A guide to accounting
officers/authorities was also issued to assist with the establishment of Supply Chain
Management units and processes within their own institutions.

The National Treasury has established a Supply Chain Management Office to assist with
management of transversal term contracts on behalf of National Government. The office
will also ensure the alignment of Government supply-chain management practice with
the requirements of the PFMA.

The new process requires departments to establish supply-chain management units under
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the responsibility and management of departmental Chief Financial Officers, ensuring
that clear lines of authority and accountability, as well as performance criteria, contribute
towards minimising risk, improving sourcing procedures and processes, and enhancing
asset and inventory management.

This year the National Treasury intends to issue further practice notes in terms of the
framework to guide uniformity in practices and procedures across national, provincial
and local government. Provincial treasuries and municipal managers are already
empowered to issue further practice notes in a cascading fashion, guiding the more
detailed, technical implementation of supply-chain management practice. The National
Treasury will assist accounting officers/authorities with the implementation of the
integrated supply chain management process and will monitor the outcomes to determine
whether Government's socio-economic policy objectives are achieved.

The Broad Based Black Economic Empowerment Act and its Strategy Document
highlighted the deficiencies of the PPPFA and its associated regulations to effectively
achieve Government's BEE objectives. It became clear that the Preferential Procurement
Regulations needed to be aligned with the Broad Based Black Economic Empowerment
Act and the related strategy. The National Treasury, in consultation with the Department
of Trade and Industry, is in the process of reviewing the regulations. The new system
should become effective during the course of the new financial year and will assist
towards achieving specific policy priorities and charters to enhance BEE.

The National Treasury will also establish, maintain and manage a Register for Tender
Defaulters as contemplated in the Prevention and Combating of Corrupt Activities Act,
(12 of 2004). This Register will contain particulars regarding enterprises or persons that
have been convicted by a court for having engaged in corrupt activities relating to
contracts, procurement and withdrawal of tenders.

The PFMA Implementation and Coordination unit focuses largely on coordinating
finance-related capacity-building initiatives and providing Cabinet and Parliament's
Standing Committee on Public Accounts (SCOPA) with progress reports on the
implementation of the PFMA. In this regard, a compliance survey was conducted during
the latter part of the 2003/04 financial year and progress reports were forwarded to
Cabinet and to SCOPA during July 2004. The survey provided clear indications that
departments and Constitutional institutions were making good progress towards the
PFMA implementation and that there was a notable degree of improvement in financial
management.

During November 2004, a memorandum was prepared to inform Cabinet on the audit
outcomes of national and provincial entities in respect of their 2003/04 financial
statements. In this regard, Cabinet resolved that the National Treasury together with the
Presidency should consider mechanisms aimed at ensuring that audits adequately indicate
whether expenditure succeeded to deliver on Government policy and priorities, and the
development of systems to analyse expenditure in support of service delivery.

The memorandum also highlighted problems around the late tabling and non-tabling of
annual reports and financial statements in the legislature. Given that annual reports are
regarded as being the primary tools for accountability and for measuring the performance
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of entities, the PFMA Implementation and Coordination unit commissioned research on
how best the relevant Portfolio Committees can deal with these problems. This research
culminated in the preparation of the “"Guidelines for Legislative Oversight through
Annual Reports", which is aimed at assisting MPs and members of provincial legislatures
with the process of evaluating annual reports. The guidelines were proposals for further
discussion and debate and were forwarded to the Chairperson of the Speakers Forum
during February 2005 for consideration.

The Validation Board established during November 2001 to accredit finance-related
training material has already accredited 67 courses of 14 different training service
providers, thereby ensuring that training initiatives produce the requisite skills to
effectively implement the PFMA. All national departments, Constitutional institutions
and provincial treasuries are regularly informed on courses that have been accredited by
the Validation Board.

The National Treasury's Service Level Agreement with the Institute for Public Finance
and Auditing (IPFA) has produced positive results: a total of 194 courses were rolled out
to 4 408 trainees, including 110 Standard Chart of Accounts courses that were presented
free of charge to 2 566 trainees.

The National Treasury has engaged IPFA and the South African Management
Development Institute (SAMDI) to help with the training of supply-chain management
officials. Courses developed by these service providers during 2004/05 were validated by
the Validation Board and are currently being presented to officials in the national and
provincial spheres. The training began in January 2005 and will continue for the next few
years.

With effect from 1 April 2005, IPFA's training initiatives will be co-ordinated by a newly
established trading arm that will operate in accordance with business principles. This will
see the termination of the National Treasury's Service Level Agreement with IPFA. The
National Treasury will, however, continue with vigorous training interventions related to
supply-chain management, the migration from cash to accrual accounting and other
financial reforms. These specific training interventions will be co-ordinated and rolled
out in the most economic way, which would include free training to officials of national
and provincial institutions.

With effect from 1 April 2005, SAMDI will employ a new strategy regarding financial
management training that will see courses being presented in accordance with the actual
needs of clients. This will include conducting departmental training needs analyses. This
revised strategy will also place a greater emphasis on technical financial management
training and financial management training for non-financial managers. The National
Treasury's Validation Board activities will therefore be transferred to SAMDI, whose
database of training service providers will be updated with those maintained by the
National Treasury. The National Treasury will, however, foster a close working
relationship with and provide assistance to SAMDI on matters related to general financial
management training.

The PFMA Implementation and Coordination unit and the Office of the Auditor-General
are involved with the development of a Framework for Departmental Policies and
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Procedures with a view to assisting departments with the development of their policies
and procedures. The Framework will contribute positively towards the standardisation of
policies and procedures and will also lead to an improvement in financial management in
departments.

Financial Systems - The existing "legacy" financial systems in Government, managed by
the Financial Systems unit, are based on outdated technology and architecture.
Significant revisions of governance practices in recent years have had a fundamental
impact on public-sector management and associated information technology solutions. In
particular, the PFMA requires the introduction of GRAP, which, in turn, calls for the
introduction of new integrated financial-management solutions to meet the requirements
of the public service.

These requirements necessitated comprehensive analysis of the existing financial systems
- the Financial Management System (FMS), the Basic Accounting System (BAS), the
Logistics Management System (Logis) and the Human Resource Management System
(Persal), to determine their suitability. New integrated financial-management solutions
will need to be phased in over time but, in the interim, existing systems will be
maintained and enhanced in certain priority areas.

The priorities over the medium term are:

e Ongoing implementation of the Standard Chart of Accounts as prescribed and
approved by the Accountant General;

*  Providing for compliance with PFMA requirements for financial statements, debtors,
creditors, and asset management functions; and

e Increased user support and training.

An Integrated Financial Management Project Office was established on 1 February 2003
to develop a coherent master system plan (MSP) for the integration of Government's
financial management systems. The Budget Council endorsed the project office's
recommendations in the MSP during December 2004 for formal submission to Cabinet
during the first semester of 2005. The MSP provides proposals for the replacement of
Government's current financial systems, together with proposed budget and
implementation time frames.

Strategic Plan 2005 - 2008
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RESOURCE PLAN
Expenditure estimates

Table 5: Financial Management and Systems

Subprogramme Medium-term expenditure estimate

Adjusted

appropriation
R thousand 2004/05 2005/06 2006/07 2007/08
Management 1233 1251 1359 1427
Supply Chain Management 38016 30531 32453 34 449
PFMA Implementation and Co-ordination 15781 14 327 15228 16 056
Financial Systems 297 425 235 890 321683 337729
Operational costs 49 363 50733 55672 59 352
Basic Accounting System (BAS) 90 478 91017 97 146 103 691
Persal 44 527 48029 51391 54 334
Logis 35 257 39810 41642 43725
Vulindlela 18 903 21118 22 507 23629
Financial Management System (FMS) 15907 - - -
Integrated Financial Management System 42990 57 468 53325 52 998
Tote(llrMS) 352 455 354 284 370723 389 661
Change to 2004 Budget estimate - (83 624) (10 769) (10 906}

Economic classification

Current payments 348 884 278779 367 318 386 119
Compensation of employees 37603 52 336 56 535 61079
Goods and services 311281 226 443 310783 325 040

of which:
Consultants and confractors 5918 852 887 872
Travel and subsistence 5404 5305 5639 5917
Communication 2116 2047 2179 2 267
Inventory 2655 2389 2502 2586
Computer services 288 227 194 348 276 917 289 765
Audit fees external 2094 2162 2271 2385
Personnel agency fees - - - -
Training and staff development: external 1288 13647 14 383 15046
Financial transactions in assets and liabilities - - - -

Transfers and subsidies to: 109 21 21 20
Provinces and municipalities 109 21 21 20|

Payments for capital assets 3462 3199 3384 3522
Machinery and equipment 3462 3199 3384 3 522|

Total 352 455 281999 370723 389 661

Expenditure trends

Over the next three years, expenditure is expected to increase steadily, from R354,3
million in 2005/06 to R389,7 million in 2007/08, an annual average increase of 3,4 per
cent. The PFMA Implementation and Coordination subprogramme's baseline has been
decreased by R2,0 million, R2,1 million and R2,2 million over the medium term, due to
funds shifted to SAMDI to assist with the rollout of financial management training.

SEVXVIVINEY i
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PROGRAMME 5

FINANCIAL ACCOUNTING AND REPORTING

Purpose: Financial Accounting and Reporting seeks to achieve accountability to the
general public by promoting transparency and effectiveness in the delivery of public
services, especially in the management of revenue, expenditure, assets and liabilities. It
sets new Government accounting policies and practices, and improves existing ones, to
ensure compliance with the standards of Generally Recognised Accounting Practice
(GRAP), prepares consolidated financial statements, and endeavours to improve the
timeliness, accuracy and efficiency of financial reporting.

Measurable objective: This programme aims to achieve accountability to the general
public by promoting transparency and effective management in respect of revenue,
expenditure, assets and liabilities in the public sector.

The programme consists of six subprogrammes:

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

*  Financial Management Improvement includes improving financial management and
providing training, developing and implementing accounting policies, and internal
audit services;

e Investment of Public Monies accommodates augmentation of the Public Investment
Commissioner's bank account;

e Service Charges (Commercial Banks) provides for bank service charges for all
departments' deposit accounts;

e Audit Statutory Bodies provides for compensation for certain shortfalls of statutory
bodies and municipalities in terms of the Auditor-General Act (12 of 1995); and

e Contingent Liabilities: Reinsurance Liabilities provides for reinsurance granted to
insurers arising from loss or damage to property, funds payments or consequential
loss as a result of riots in terms of the Reinsurance of Damages and Losses Act (56
of 1989), and grants loans and advances to such insurers in terms of the Act.

Policy developments

The Financial Reporting for National Accounts unit intends to continue to make
enhancements to the formats for financial reporting for national and provincial
government. This will form part of the migration plan to comply with GRAP in terms of
Section 216 of the Constitution, and is in line with the requirements of improving
accountability and transparency in the public sector. The enhancements will align the
formats of the Annual Financial Statements (AFS) to the prescribed GRAP standards and
are designed to accommodate the transition from the cash to accrual basis of accounting.
The team will continue to seek new ways to improve the in-year monitoring system to
enhance the information provided and to facilitate timeous monthly, quarterly and annual
reporting.

The enhancements require extensive consultation and training with national and
provincial departments, and public entities on the formats. The unit will continue to make
this investment as it will enhance the implementation process. As new policies are
developed over the next few years, the annual financial statements will be revised on a

Strategic Plan 2005 - 2008
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yearly basis to reflect these categories resulting in improved disclosure and recognition.

In the wake of the formulation of the GRAP standards by the Accounting Standards
Board, the Financial Management Improvement unit will ensure effective rollout of the
standards through monitoring of implementation, reporting on departments' progress and
providing support where needed. In this respect, the unit will develop new accounting
policies and practices, and enhance existing ones, to support both the current modified
cash practices as well as the future accrual standards.

The unit will continue to monitor progress, and provide guidance and support on all
accounting-related concerns in the public sector. In particular, the subprogramme will,
over the next year, focus on assisting the public sector to comply with the Asset
Management Guide.

Financial Management Improvement includes internal audit services. The unit will
continue to upgrade internal auditing in Government to the level of it being a vehicle
towards effective and efficient service delivery. The unit will focus on the implementation
and continuous update of the internal audit and risk-management frameworks and the
provision of support and guidance to internal auditors across all spheres of government.
The support and guidance provided will lead to the development and maintenance of
quality internal audit and risk-management skills and capability in Government. Over the
next Medium Term Expenditure Framework period, the unit will also attempt to build and
strengthen working relationships with its strategic partners, namely the Institute of
Internal Auditors and the Institute of Public Finance and Auditing.

A range of challenges to effective internal audit activity remains. These include, for
example, lack of understanding of the role of internal audit by some critical stakeholders,
inadequate internal audit and risk-management skills, and a lack of integration of internal
audit services. As a result drastic measures are being considered to address these
challenges. The unit intends to follow a robust approach to bring internal audit to a level
where it will be an indispensable partner in public service delivery and accountability.
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RESOURCE PLAN
Expenditure estimates

Table 6: Financial Accounting and Reporting

Subprogramme Adjusted Medium-term expenditure estimate
appropriation
R thousand 2004/05 2005/06 2006/07 2007/08
Financial Reporting for National Accounts 40,139 53,030 62,857 66,641
Financial Management Improvement 8,341 18,302 20,560 21,589
Investment of Public Monies - 1 1 1
Service Charges (Commercial Banks) 33 - - -
Audit Statutory Bodies 16,667 14,300 15,100 15,800
Contingent Liabilities: Reinsurance Liabilities - 1 1 1
Total 65,180 85,634 98,519 104,032
Change to 2004 Budget estimate (1,002) 11,334 16,899 18,331
Economic classification
Current payments 47,086 63,076 74,905 79,485
Compensation of employees 15,276 20,679 29,460 34,626
Goods and services 31,810 42,397 45,445 44,859
of which:
Consuitants and contractors 5273 4,236 5192 2,919
Travel and subsistence 10,890 20,297 21,188 21,843
Computer services 4,888 4,767 5,078 5,348
Audit fees external 6,667 279 291 312
Training and staff development: external 1,825 935 1,017 1,030
Financial transactions in assets and liabilities - - - -
Transfers and subsidies to: 16,987 19,041 19,869 20,804
Provinces and municipalities 49 6 8 9
Departmental agencies and accounts 16,938 19,035 19,861 20,795
Payments for capital assets 1,107 3,517 3,745 3,743
Machinery and equipment 1,107 3,517 3,745 3,743
Total 65,180 85,634 98,519 104,032
Details of transfers and subsidies:
Departmental agencies and accounts
Current 16,938 19,035 19,861 20,795
Accounting Standards Board 270 4,733 4,759 4,993
Audit (Auditor-General) 16,668 14,302 15,102 15,802
Capital - - - -
Accounting Standards Board - - - -
Total departmental agencies and accounts 16,938 19,035 19,861 20,795

Expenditure trends

Expenditure almost doubled in 2002/03, to reach R49.8 million, due to a large increase in
expenditure on the Financial Reporting for National Accounts subprogramme.
Expenditure rose further to R65.2 million in 2004/05, and is expected to increase
significantly over the next three years, to reach R104 million in 2007/08. Part of this

U U U U U U increase is due to the expansion of capacity.
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Pro g ramme 6: Provincial

PROGRAMME 6

PROVINCIAL AND LOCAL GOVERNMENT TRANSFERS

Purpose: Provincial and Local Government Transfers designs, manages and monitors
the National Treasury's own conditional transfers to provincial and local governments.

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

This programme includes three conditional grants:

e The Provincial Infrastructure Grant supplements the provinces' infrastructure
budgets, and is intended to accelerate the building and maintenance of social and
economic infrastructure such as hospitals, clinics, schools, provincial roads and
agricultural infrastructure. The grant also assists provinces in the funding of labour-
intensive provincial infrastructure projects;

e The Local Government Financial Management Grant provides for the transfer and
monitoring of funds for local government financial management reforms and the
implementation of the Municipal Finance Management Act, as part of the capacity-
building efforts to modernise financial management in municipalities; and

e The Local Government Restructuring Grant provides for the transfer and monitoring
of funds to local government to assist in restructuring initiatives aimed at
modernising service delivery as well as institutional and financial management in the
larger municipalities.

Policy developments

The Provincial Infrastructure Grant was introduced in 2000/01 to address the backlogs
in provincial infrastructure and to boost infrastructure spending in general. This
allocation has increased from R3,3 billion in 2004/05 to R3,7 billion in 2005/086, rising to
R5,3 billion in 2007/08.

This is a Schedule 4 general grant to assist provinces in supplementing their capital
budgets. Though actual spending on capital by provinces has risen significantly over the
last few years, it is still significantly less than their total capital budgets, resulting in
significant rollovers in most provinces. The National Treasury has introduced an
Infrastructure Development Investment Programme to improve planning and spending
capacity on capital in all nine provinces, particularly in education, health, roads and
public works. A more detailed framework of this grant is published in Appendix E1 with
the 2005 Division of Revenue Bill.

The Local Government Financial Management Grant provides financial support to
municipalities in order to implement the Municipal Finance Management Act (56 of
2003) (MFMA), modernise and improve the quality of budget and financial management
in municipalities. The MFMA took effect on 1 July 2004. In 2000 a pilot project was
started to develop the principles of the Act in selected municipalities. The number of
participating municipalities grew from the initial 7 in 2000 to 284 municipalities in 2005.
The programme provides for the gearing of international support and direct allocations to
municipalities.

65
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More than 35 municipalities have also tabled multi-year budgets, and more municipalities
are expected to do so in 2005. A few municipalities have already published good-quality
annual reports for the 2004/05 financial year during January 2005.

The 2005 Medium Term Expenditure Framework (MTEF) allocations for the grant are
R200 million for each of the three years including the funding of the Municipal Finance
Management Technical Assistance Programme (MFMTAP). The agreement with the
International Bank for Reconstruction and Development to provide technical assistance
in implementing municipal financial-management reforms has entered phase three, with
30 advisors now placed in municipalities for a period of two years, after placing 16 during
2003. The placement of roving advisors in five provincial treasuries to assist provinces in
performing their role in respect of the MFMA commenced during November 2004 and
February 2005. This number will expand over the medium term. Furthermore, to facilitate
skills development in financial management, municipalities have used the grant to
appoint more than 250 municipal finance management interns.

A more detailed framework of this grant is published in Appendix E2 with the 2005
Division of Revenue Bill.

Local Government Restructuring Grant - Metropolitan and other large municipalities
have a significant impact on the regional and national economy, and need to modernise
the way they deliver services and promote growth. The Local Government Restructuring
Grant provides support to such municipalities to restructure and modernise their
operations.

The grant is demand-driven, with municipalities applying for grants, based on their own
restructuring plans. Though slow initially, 6 municipalities have succeeded with their
applications. These are Johannesburg (R525 million), Mangaung (R130 million),
Msunduzi (R130 million), Cacadu District (R48 million), Buffalo City (R130 million)
and Emfuleni (R130 million). The other major cities — Cape Town, eThekwini, Tshwane
and Nelson Mandela municipalities — have all applied for funding. Their applications are
being evaluated. Allocations are made on a multi-year basis and will be paid over the next
few years. Smaller allocations have also been made to various municipalities to assist
them with specific restructuring initiatives as a once-off allocation.

Over the MTEF period R1,05 billion has been allocated to the restructuring grant, R350
million each year. A more detailed framework of this grant is published in Appendix E2
with the 2005 Division of Revenue Bill. This grant is expected to be phased out at the end
of 2007/08.
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RESOURCE PLAN
Expenditure estimates

Table 7: Provincial and Local Government Transfers

Subprogramme Adjusted Medium-term expenditure estimate
appropriation
R thousand 2004/05 2005/06 2006/07 2007/08
Provincial Infrastructure Grant 3,348,362 3,730,773 4,118,119 5,324,025
Local Government Financial Management and Restructuring Grants 585,898 548,740 548,657 548,657
Total 3,934,260 4,279,513 4,666,776 5,872,682
Change to 2004 Budget estimate 45,000 - - 972,567
Economic classification
Transfers and subsidies to: 3,934,260 4,279,513 4,666,776 5,872,682
Pravinces and municipalities 3,934,260 4,279,513 4,666,776 5,872,682
Total 3,934,260 4,279,513 4,666,776 5,872,682
Details of transfers and subsidies:
Provinces and municipalities
Provinces
Provincial revenue funds
Capital 3,348,362 3,730,773 4,118,119 5,324,025
Provincial Infrastructure Grant 3,348,362 3,730,773 4,118,119 5,324,025
Flood Rehabilitation - - - -
Municipalities
Municipal bank accounts
Current 585,898 548,740 548,657 548,657
Local Government Restructuring 387,900 350,000 350,000 350,000
Financial Management: Municipalities 129,000 132,500 145,250 145,250
Financial Management: Development Bank of Southem Africa 68,998 66,240 53,407 53,407
Total provinces and municipalities 3,934,260 4,279,513 4,666,776 5,872,682

Expenditure trends

The Local Government Financial Management Grant amounted to R211 million and
R198 million in 2003/04 and 2004/05 respectively. All allocations were disbursed in

2003/04.

The Local Government Restructuring Grant amounted to R539 million and R343 million
in 2003/04 and 2004/05 respectively. Disbursements have been made to municipalities

that have met the conditions.
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PROGRAMME 7

CIVIL AND MILITARY PENSIONS, CONTRIBUTIONS TO
FUNDS AND OTHER BENEFITS

Purpose: : The Civil and Military Pensions, Contributions to Funds and Other Benefits
programme provides for pension and post-retirement medical-benefit obligations to
former employees of state departments and bodies, and for similar benefits to retired
members of the military.

Measurable objective: The programme aims to ensure the payment of benefits and
awards to beneficiaries of departments, state-aided bodies and other specified entities in
terms of various statutes, collective-bargaining agreements and other commitments.

There are two subprogrammes:

e Civil Pensions and Contributions to Medical Schemes provides for the payment of
benefits out of pension and other funds to the beneficiaries of various public-sector
bodies in terms of various statutes, collective-bargaining agreements and other
commitments. The subprogramme also provides for the payment of special pensions
to persons who have made sacrifices or served the public interest in the establishment
of a democratic constitutional order; and

e Military Pensions and Other Benefits, which provides for the payment of military
pension benefits and medical claims arising from treatment for disability, medical
assistive devices and other related expenses, in keeping with statutory requirements
and commitments.

Policy developments

Pensions Administration — the operational arm of the Government Employees Pension
Fund (GEPF) — administers a range of benefit and pension schemes for Government on
an agency basis. The GEPF is self-funded and produces its own strategic plan and annual
report.

Civil Pensions and Contributions to Funds ensures the timely payment of Government
contributions to medical-aid schemes in respect of civil pensioners, surviving spouses,
dependants and civil pensioners who were not members of medical schemes during their
period of service (by special concession). It also ensures payment to medical schemes in
respect of pensioners and widows of the former Development Boards and the National
Film Board.

Following an in-depth investigation, the method of payment of contributions to medical
schemes is being restructured, enhancing the reconciliation process to ensure timeous and
correct payment. Pensions Administration also aims to implement a new medical-scheme
fee structure to ensure compliance with industry standards. Part of this process will
include the appointment of a health risk manager to manage the business relationship
between the participating entities and implementing an appropriate risk model to
facilitate adequate actuarial modelling and costing of payments.

The programme is also responsible for payment of compensation benefits to government
employees in respect of temporary, total or partial disablement or as a result of injuries

Strategic Plan 2005 - 2008
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sustained on duty and, in cases of death, to dependants of such beneficiaries in
accordance with the Compensation for Occupational Injuries and Diseases Act (130 of
1993).

The payment of special pensions to persons who have made sacrifices or served the
public interest in the establishment of a democratic Constitutional order also forms part
of the subprogramme. This includes members of any armed or military force not
established by or under any law and which is under the authority and control of, or
associated with and promotes the objectives of political organisations or dependants of
such persons in terms of the Special Pensions Act (69 of 1996).

The Act gave effect to Section 189 of the Interim Constitution in November 1996
regarding the prescription of rules for determining the persons who are entitled to receive
special pensions and to provide for the establishment of structures to implement the Act
- that is, the Special Pensions Board and the Special Pensions Review Board.

In addition to amendments to the Act currently under consideration by the Parliamentary
Committee on Finance, the special pensions process will be reviewed over the next year.

Military Pensions and Other Benefits ensures the timeous payment of military pensions
to ex-soldiers who were involved in the pre-1914 Wars, the First and Second World Wars,
the Korean War, and post-1960 Wars, national servicemen, South African Citizen Force
members who participated in the Border War, and members from the former non-statutory
forces or their dependants in accordance with the Military Pensions Act (84 of 1976).

Other benefits expended include payments to ex-service personnel for medical claims for
disability; medical appliances and subsistence and travelling allowances in terms of the
Military Pensions Act; and payment of an administration grant to the South African
Legion to attend to the socio-economic needs of war veterans. The Legion's involvement
includes facilitating communication, through the publication of policy changes, as well as
acting as a mediator between the Treasury and pensioners for purposes of addressing
queries and applications for pensions.

The appointment of a health-risk manager will ensure the pursuit of best-practice
managed health care, contributing to affordability and sustainability over the Medium
Term Expenditure Framework period.
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RESOURCE PLAN
Expenditure estimates

Table 8: Civil and Military Pensions, Contributions to Funds and Other Benefits

Subprogramme Adjusted Medium-term expenditure estimate
appropriation
R thousand 2004/05 2005/06 2006/07 2007/08
Civil Pensions and Contributions to Funds 1,923,966 2,034,694 2,162,774 2,275,912
Military Pensions and Other Benefits 140,000 144111 162,758 160,396
Total 2,063,966 2,178,805 2,315,532 2,436,308
Change to 2004 Budget estimate (100,000) (114,999) (115,900) (116,696)

Economic classification

Current payments 1,372,325 1,432,050 1,523,972 1,605,171
Social contributions for retired employees 1,359,037 1,417,965 1,509,042 1,589,494
Goods and services 13,288 14,085 14,930 15,677

of which:
Consultants and contractors 13,288 14,085 14,930 15,677
Financial transactions in assets and liabilities - = = =

Transfers and subsidies to: 691,641 746,755 791,560 831,137
Foreign governments and international organisations 2,906 3,080 3,265 3,428
Non-profit institutions 55 58 62 65
Households 688,680 743,617 788,233 827,644

Total 2,063,966 2,178,805 2,315,532 2,436,308

Details of transfers and subsidies:

Foreign governments and international organisations

Current 2,906 3,080 3,265 3,428
United Kingdom Tax 2,906 3,080 3,265 3,428
Total foreign governments and international organisations 2,906 3,080 3,265 3,428
Non-profit institutions
Current 55 58 62 65
SA Legion 55 58 62 65
Total non-profit institutions 55 58 62 65
Households

Social benefits

Current 688,680 743,617 788,233 827,644
Civil Pensions 550,638 601,581 637,675 669,558
of which:

Contributions to provident funds for associated institutions 7 817 866 909
Parliamentary awards 128 136 144 151
Other beneficiaries 48,443 51,350 54,431 57,153
Pension benefit: President of RSA 677 718 761 799
Political Office Bearers' Fund 17,755 18,820 19,949 20,946
Awards iro temporary, total or partial disablement or death as a 179,703 220,000 233,200 244,860
result of injury on duty

Special pensions 303,160 309,739 328,323 344,739
Augmentation of civil pensions 1 1 1 1
Military Pensions 138,042 142,036 150,558 158,086
of which:

SEVXVIVENY .
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Subprogramme Adjusted Medium-term expenditure estimate
appropriation

R thousand 2004/05 2005/06 2006/07 2007/08
Ex-servicemen 47,175 48,000 50,880 53,424
SA Citizen Force 78,833 80,000 84,800 89,040
Civil Protection 34 36 38 40
Other Benefits Ex-servicemen 12,000 14,000 14,840 15,582

Total households 688,680 743,617 788,233 827,644

§ SEVLVIVENLY
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Expenditure trends

The government contribution to medical schemes for retired civil servants carries the
largest expenditure burden in this programme, growing from R1,3 billion in 2004/05 to
R1,5 billion in 2007/08. Because of the accelerated adjudication of applications as a
result of the appointment of a full-time Special Pensions Board and a Special Pensions
Review Board by the Minister of Finance, Special Pension payments increased after
2001/02.



PROGRAMME 8

FISCAL TRANSFERS

Purpose: The Fiscal Transfers programme makes funds available to other Governments,
public authorities and institutions in terms of the legal provisions governing the financial
relations between Government and the particular authority or institution, including
international development institutions of which Government is a member.

Measurable objective: The programme aims to meet certain international and other
statutory financial obligations, to meet the costs of effectively and efficiently raising
revenue for the purposes of the state, and to finance intelligence gathering and other
secret services in the national interest.

Domestic transfers are made to:
e The Development Fund of the Development Bank of Southern Africa;

e The South African Revenue Service, which is responsible for the collection of
revenue in terms of the South African Revenue Service Act (34 of 1997);

e The Financial and Fiscal Commission, a Constitutional body charged with making
recommendations on the equitable division of revenue;

e The Secret Services Account, used to finance the activities of the National
Intelligence Agency, the South African Secret Service, and certain activities of the
Detective Service of the South African Police Service; and

e The Financial Intelligence Centre, which is charged with assisting in combating
money laundering and contributes financial regulation capacity.

Foreign transfer payments, made in terms of the relevant international obligations of
Government are made to:

e Swaziland, Lesotho and Namibia in terms of the Multilateral Monetary Agreement
between South Africa Lesotho, Namibia and Swaziland;

e The Highly Indebted Poor Countries (HIPC) initiative; and

e The African Development Fund of the African Development Bank.

Policy developments
Domestic transfers

In respect of domestic affairs, the organisations mentioned above are beneficiaries of
fiscal transfers, which are made by the National Treasury directly from its national
budget. These organisations report directly to Parliament, and are therefore responsible
for compiling their own annual reports and strategic plans. The Resource Plan below
provides figures on fiscal transfers made to these organisations.

Foreign transfers
Swaziland, Lesotho and Namibia

The Common Monetary Area (CMA) countries (Lesotho, Namibia, Swaziland and South

Strategic Plan 2005 - 2008
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Africa) meet annually with a view to reconciling their respective interests in the
formulation, modification and implementation of the monetary and exchange policies for
the CMA and in regard to any other matters arising from the Multilateral Monetary
Agreement (MMA) between CMA members. Recent issues for discussion include a
paper on the review of the role of the Commission and a study on an optimal currency
arrangement for the CMA countries and the Southern African Development Community.
The smaller members of the CMA are compensated for rand circulating in their respective
territories as legal tender in terms of Article 6 of the MMA. The compensation is based
on the understanding that South Africa, as issuing country, benefits from this through
seigniorage collection.

The HIPC initiative

In 2000 Government committed itself to contribute SDR20 million (R250 million) to the
HIPC initiative of the International Monetary Fund and World Bank. It was agreed that
the contribution would be paid in five equal annual instalments commencing in May
2000. The rand amount of each instalment is determined by the rand-SDR exchange rate
on the date of payment. The final instalment was paid in May 2004.

The African Development Bank and African Development Fund

South Africa participates in replenishing the International Development Association
(IDA) and the African Development Fund (ADF) resources. The ADF-10 was concluded
in December 2004, followed by the conclusion of the IDA-14 process in early February
2005. South Africa will contribute R39,9 million to ADF, to be paid in three equal
instalments of R13,3 million. South Africa's contribution to IDA 14 will amount R107,17
million. Our contributions will be made in line with provisions for an accelerated
encashment schedule over a three-year period.

Swaziland currently represents Lesotho, Malawi, Mauritius, South Africa and Zambia on
the Board of Directors.

The African Development Bank's (ADB) lending strategy in South Africa was revised
during 2002, which enabled direct lending by the Bank to South African parastatals and
development finance institutions with and without Government guarantee. The Bank's
medium-term strategy will support Government's objective of adapting the economy to
successful globalisation with accelerated growth and democratisation of the ownership of
the means of production. The ADB's non-lending activities will involve institutional
building projects as well as economic and sector work. The Bank will also co-finance
private-sector projects with parastatal institutions and extend lines of credit to private
financial institutions. Government will monitor progress in the ADB regarding the
provision of loans to parastatals on the basis of the strength of their balance sheets and
without the backing of a sovereign guarantee.



RESOURCE PLAN
Expenditure estimates

Table 9: Fiscal Transfers

Programme

Subprogramme Adjusted Medium-term expenditure estimate
appropriation
R thousand 2004/05 2005/06 2006/07 2007/08
Common Monetary Area Compensation (CMA) 263,028 276,500 311,804 327,402
Development Bank of Southern Africa 40,001 40,000 40,000 40,000
World Bank Group 1 - - -
Highly Indebted Poor Countries Initiative 39,505 - - -
African Development Bank 154,316 154,316 152,597 169,552
South African Revenue Service 4,602,509 4,254,302 4,509,560 4,735,038
Financial and Fiscal Commission 17,869 19,660 19,205 20,178
Secret Services 2,117,057 2,080,063 2,223,086 2,334,240
Financial Intelligence Centre 21,866 23,617 31,410 42,480
Commonwealth Fund for Technical Cooperation 2,290 3,000 3,000 -
Total 7,258,442 6,851,458 7,290,662 7,668,890
Change to 2004 Budget estimate 72,931 (421,726) (444,168) (452,682)
Economic classification
Transfers and subsidies to: 7,258,442 6,851,458 7,290,662 7,668,890
Departmental agencies and accounts 6,759,301 6,377,642 6,783,261 7,131,936
Foreign governments and international organisations 459,140 433,816 467,401 496,954
Public corporations and private enterprises 40,001 40,000 40,000 40,000
Total 7,258,442 6,851,458 7,290,662 7,668,890
Details of transfers and subsidies:
Departmental agencies and accounts
Current 5,718,802 5,558,316 5,899,398 6,203,881
South African Revenue Services 4,113,559 3,803,868 4,032,100 4,233,705
Secret Services Account 1,569,324 1,715,216 1,822,068 1,913,172
Financial Intelligence Centre 18,050 19,572 26,025 36,826
Financial and Fiscal Commission 17,869 19,660 19,205 20,178
Capital 1,040,499 819,326 883,863 928,055
South African Revenue Services 488,950 450,434 477 460 501,333
Secret Services Account 547,733 364,847 401,018 421,068
Financial Intelligence Centre 3,816 4,045 5,385 5,654
Total departmental agencies and accounts 6,759,301 6,377,642 6,783,261 7,131,936
Foreign governments and international organisations
Current 304,823 279,500 314,804 327,402
Lesotho,Namibia & Swaziland 263,028 276,500 311,804 327,402
Highly Indebted Poor Countries Initiative (HIPC) 39,505 - - -
Commonwealth Fund for Technical Cooperation 2,290 3,000 3,000 -
Capital 154,317 154,316 152,597 169,552
African Development Bank 154,316 154,316 162,597 169,552
World Bank 1 - - -
Total foreign governments and international organisations 459,140 433,816 467,401 496,954
_ (VKR VEVLVEY
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Subprogramme Adjusted Medium-term expenditure estimate
appropriation
R thousand 2004/05 2005/06 2006/07 2007/08
Public corporations and private enterprises
Public corporations

Other transfers

Current 40,001 40,000 40,000 40,000

Development Bank of Southern Africa 40,001 40,000 40,000 40,000
Total public corporations and private enterprises 40,001 40,000 40,000 40,000

Expenditure trends

The bulk of expenditure is allocated to the South African Revenue Service (SARS) and
the Secret Services. Expenditure has grown from R4 billion in 2001/02 to R7,3 billion in
2004/05 - showing an average annual increase of 21,9 per cent. This increase has been
due to additional allocations for the Secret Services and SARS and the introduction of the
transfer to Swaziland in 2004/05.

However, going forward expenditure is expected to fall in 2005/06 as a result of lower
transfers to SARS and changes to VAT treatment of grants to government agencies. A
steady recovery is expected for the period 2007/08 to R7,7 billion.

SR LVLvIvEY; }
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PUBLIC ENTITIES

PUBLIC ENTITIES REPORTING TO THE MINISTER OF FINANCE

Various entities report to the Minister of Finance. This is done through governance
arrangements that allow reporting institutions the autonomy that they require to meet their
mandates. Their links to the Ministry enable them to develop strategic alignment with
Government's policy goals.

Each entity produces, operates and reports according to its own strategic plan, and its
inclusion in this section is to reflect briefly on the broad approach of each entity and its
relevance to the National Treasury's strategic goals and business over the next three years.

The South African Revenue Service, the Accounting Standards Board, and the Financial
Intelligence Centre receive transfers from the National Treasury. Other entities that report
to the Minister of Finance, but which do not receive transfers from the National Treasury,
are the Development Bank of Southern Africa, the Financial Services Board and the
Public Investment Commissioners.

South African Revenue Service

The South African Revenue Service Act (1997) provides the South African Revenue
Service (SARS) with the mandate to perform the following central tasks: collecting
revenues that are due; ensuring maximum compliance with legislation; and providing a
customs service that will maximise revenue collection, protect the borders and facilitate
trade.

The main priorities for the period ahead will be optimal coverage across industries and
sectors, tax types, taxpayer types, and geographical locations as ways of eradicating non-
compliance with tax laws.

Other significant operational priorities include:

e Preparing an in-depth policy document that will form the basis for redrafting the
Customs and Excise Amendment Act (1996) to take account of regional integration,
the Kyoto Convention and other trends linked to the globalisation of trade;

e Activating the reportable arrangements provisions that were inserted in the Income
Tax Act (58 of 1962) in 2003; and

e Introducing an advance ruling system to provide businesses with greater certainty
about transactions that are being considered (legislation is being drafted).

Development Bank of Southern Africa

The Development Bank of Southern Africa (DBSA) is a Schedule 2 public entity
governed by the Development Bank of Southern Africa Act (13 of 1997).

The primary purpose of the Bank is to provide financial, technical and other assistance to
achieve the objectives provided for in section 3 of the DBSA Act. It focuses its investment
activities on economic, social and institutional infrastructure funding.

Strategic Plan 2005 - 2008
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The vision of the DBSA is the progressive realisation of an empowered and integrated
region, free of poverty, inequity and dependency, and to be a leading change agent for
sustainable socio-economic development in the Southern African Development
Community (SADC) region, and a strategic partner in Africa south of the Sahara.

The DBSA has cascaded the Government's Contract with the People into its own
institutional vision and strategic plan, entitled Vision 2014.

This vision will be pursued through concerted investments in infrastructure, broad-based
economic growth, and regional economic integration, as well as human resources and
institutional development.

The leading strategic thrust toward 2014 will be to broaden and deepen development
impact, with special attention to eliminating backlogs in basic services, promoting job
creation and stimulating local economic development in under-resourced areas. The Bank
will undertake a larger number of projects, in particular smaller and medium-sized
projects with greater impact on local economic development. The Bank will develop new,
targeted infrastructure programmes, and create a new concessional finance window for
historically neglected and under-resourced localities. These mainstream capital resources
will be complemented by substantial grant investments in human and institutional
capacity.

Financial Intelligence Centre

The Financial Intelligence Centre (FIC) was established in terms of the Financial
Intelligence Centre Act (38 of 2001) and has been operational since February 2002. The
FIC has implemented measures enabling it to operate as an independent state agency, and
has implemented regulations supporting the Act since June 2003. These regulations
outline in detail the obligations on "accountable institutions” in the private sector for
implementing customer due diligence measures, keeping records, and appointing and
training staff.

The FIC was established as a project by the National Treasury and although now an
autonomous entity, it continues to receive a range of support services from the National
Treasury. The core mandate of the FIC is to receive reports from accountable institutions,
to analyse the information, and thereafter make referrals to law enforcement authorities,
to intelligence agencies and to SARS for investigation and prosecution.

The FIC is also mandated to coordinate all other anti-money-laundering matters and
matters relating to combating the financing of terrorism, including:

*  Policy formulation and implementation, including revision of the Act, regulations
and guidance notes;

e Advisory role to the Minister and National Treasury and ensuring the coordination of
policy;

*  Monitoring of compliance by accountable institutions as well as the designated
supervisory bodies;

e Prevention and reduction of laundering activities;

e International obligations and commitments, which include leading South Africa's
participation in the Financial Action Task Force (FATF), its regional body, and the
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Egmont Group of financial intelligence units; and

e Exchange of information with equivalent organisations in 94 other countries.

The major objectives of the FIC in the next period include:

e Timeous capture, analysis and referral of suspicious transaction reports to law
enforcement authorities (the FIC expects to receive approximately 15 000 such
reports a year);

« Implementing measures to effectively manage the exchange of information with law
enforcement authorities and other financial intelligence units worldwide;

e Monitoring the performance of compliance of reporting institutions, supervisory
bodies and other bodies, which will include on-site examinations and inspections;

*  Developing a risk-based compliance framework;

e Undertaking legislative amendments to the FICA to comply with the revised
international standards;

e Introducing new reporting requirements as set out in the Act;
e Preparing for the Mutual Evaluation of South Africa in 2007;

e Participating in various international fora, especially the FATF, the Eastern and
Southern Africa Anti-Money Laundering Group and the Egmont Group of Financial
Intelligence Units;

e Preparing for a successful presidency of the FATF in 2005/06;

e Continuing to develop and implement financial, HR, and other policies, systems,
procedures and operating manuals;

»  Providing for training of officials from other departments, as well as FIC staff, as part
of staff development and career-pathing;

e Consciously fostering a learning organisation culture; and

e Developing and implementing major IT systems, providing for the ability of the FIC
to fulfil all its mandated responsibilities.

Financial Services Board

The Financial Services Board (FSB) is a statutory body established in terms of the
Financial Services Board Act (97 of 1990). It supervises the activities of financial
institutions and services, excluding the business of a bank, and acts in an advisory
capacity to the Minister of Finance. A further function of the Board is to promote
programmes and initiatives by financial institutions and bodies representing the financial
services industry to inform and educate users and potential users of financial products and
services. The Board is financed by the financial services industry, with no contribution
from government.

The board supervises institutions and services in terms of 13 Acts. Functions include
regulatory supervisory control over long and short-term insurance, retirement funds,
friendly societies, capital markets, financial advisory and intermediary services, insider
trading and collective investment schemes, and central security depositories responsible
for the safe custody of securities. The board is also responsible for the financial
supervision of the Road Accident Fund and supervising compliance with money-
laundering control measures in the Financial Intelligence Centre Act (31of 1991).
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Objectives for 2005 are: The establishment of an enforcement committee for the
imposition of administrative penalties; finalising the Pension Fund circular on
contingency reserves as required by legislation flowing from the Pension Funds Second
Amendment Act (39 of 2001); focusing on Section 14 approvals in terms of the Financial
Services Board Act (97 of 1990), where the FSB can add value and streamline processes
for faster turnaround times on priority cases; finalising the electronic submission of
valuation reports; continuous work on draft legislative changes necessary to adequately
protect policy holders in response to the Fedsure inspection report; and revisiting the
capital adequacy requirements for long-term insurers.

Other aspects relate to: finalising the licensing process in terms of the Financial Advisory
and Intermediary Services Act and introducing a dedicated risk-based supervision
approach for financial intermediaries and advisors; focusing on fund-raising for the
financial services consumer education initiative; and shifting increasingly to legislative
enforcement.

Public Investment Commissioners

The Public Investment Commissioners (PIC) is a statutory body governed in terms of the
Public Investment Commissioners Act (45 of 1984), as amended. The Minister of Finance
is responsible for appointing the board, and the board is responsible for overseeing the
activities of the secretariat and its investment portfolio. The PIC is effectively self-
funded, and produces its own annual report, which is tabled in Parliament.

The PIC invests and manages surplus funds on behalf of various public sector bodies.
Previously, the PIC was restricted to the role of a government administrative agency,
investing all deposits in gilts and semi-gilts. In 1995 this was extended to include equities
and property.

In 2003/04 the fair value of funds under management grew from R308 billion to R377
billion, generating a blended return of 20,9 per cent, primarily due to improved equity
markets and the strong performance of the bond portfolio. On 1 April 2005 the PIC
became a corporate entity.

Accounting Standards Board

The Accounting Standards Board (ASB), established in the latter part of 2002 in
accordance with the PFMA (1 of 1999), as amended, is mainly responsible for setting the
accounting standards of Generally Recognised Accounting Practice (GRAP) in
government.

During 2003/04, progress was made in developing a framework for the preparation and
presentation of financial statements. The draft standards for the following were issued for
public comment: presentation of financial statements; cash flow statements; accounting
policies; changes in accounting estimates; and errors and impairment of assets.

Over the medium term, the board aims to develop and issue a core set of GRAP that
would be available for implementation by all spheres of government. This is in line with
the movement towards accrual accounting by national and provincial governments in the
long term, and the implementation of the master systems plan for transversal systems.
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ORGANISATIONAL INFORMATION AND INSTITUTIONAL
ENVIRONMENT

Organisational Restructuring

The initial restructuring of the National Treasury was completed during 2003/04.
Capacity-building opportunities are being provided for employees who were declared "in
excess" during the initial restructuring process and who are still employed with the
Department.

The 2004/05 Strategic Planning session has spurred a review of the effectiveness of the
current organisational design, processes and systems. To support the new strategic
imperatives, recommendations on possible improvements have been made.

DELEGATIONS -
Human Resources Management

To improve decision-making processes certain original powers vested in both the
Minister and the Director-General have been delegated to divisional heads and senior
managers. These delegations are being reviewed and if appropriate further delegations
will be made. This will ensure that senior management have the authority to execute
their responsibilities. The above will be implemented within the prescripts of the leg-
islative framework that ensures good governance.

Financial Management

Delegations, in terms of Section 10 (delegations by the National Treasury) and Section 44
(powers and duties of accounting officers) of the Public Finance Management Act (1 of
1999) (PFMA), have been approved and implemented by the Executive Authority and
Accounting Officer respectively. In order to ensure compliance with the abovementioned
legislation, such delegations are continuously reviewed and the relevant managers
informed of their responsibilities.

CAPITAL TRANSFERS AND FINANCIAL ASSETS

T R =

The National Treasury administers capital transfers to, among other institutions, the
following:

e The South African Revenue Service (also current transfer);

e The Financial Intelligence Centre (also current transfer);
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e The African Development Bank (ADB).

Acquisition of financial assets on behalf of the Government includes shares in the ADB.
The South African Government is a shareholder of the African Development Fund of the
ADB.

INFORMATION TECHNOLOGY SYSTEMS

The strategic alignment of information technology systems with business priorities will

continue as a key focus area. The Information Technology unit will seek to consolidate all
internal systems, which will further refine the current IT investment.

The need to move towards a paperless environment has been identified by business.
Information Technology has invested in the right infrastructure in anticipation of rollout
by business. The implementation of the improved central service-desk will further
enhance the service offering by the IT unit. These improvements will enable the
organisation to improve information sharing and introduce streamlined work processes.

PERFORMANCE MANAGEMENT SYSTEM

The Human Resources Management unit facilitates the translation of the mission, vision

and strategic objectives of the National Treasury into tangible outputs through the
National Treasury's Performance Management System.

The unit continues to refine the Performance Management System, in so doing improving
alignment with strategic goals, embedding a performance culture and ensuring capability
enhancement.

OUTSOURCING OF SERVICES

W

The National Treasury outsources a variety of products and services. The majority of
funds spent on outsourcing is dedicated to systems development and maintenance, and is
managed by the Specialist Functions division. Initiatives underway that consist of a
number of teams of external consultants include the Integrated Financial Management
System project, which aims to introduce an integrated Financial Management system for
use by all Government departments. In addition, the division has also outsourced the
maintenance of the current transversal Financial, Human Resources and Procurement
systems. Training of Government officials on the Public Finance Management Act (1 of
1999) (PFMA) is also outsourced, as are a range of financial consultancy services aimed
at providing additional capacity and support for awareness and implementation of the
PFMA by first and second tier Government departments.



Divisions also outsource a range of professional consultancy services, in this way
enhancing internal capacity. Approximately R13 million was spent on such services
during the 2004/05 fiscal year.

Corporate Services itself has outsourced a range of products and services. These include
training, internal auditing, IT desktop support, office design, cleaning services, building
maintenance, telephone systems maintenance, physical security, maintenance of
electronic security systems, recruitment, candidate qualifications verifications, printing,
courier services and the National Treasury's Internet site management.

Details of some of the key outsourced contracts are provided below:

e The Information Technology unit continues to outsource the support and Local Area
Network operational components to Kitso Solutions and Business Connexions with
management of the team being internal. An improved Wide Area Network model is
currently being pursued with the State Information Technology Agency (SITA). This
solution promises to further strengthen relations between SITA and the National
Treasury;

e The National Treasury has outsourced its cleaning services to Phephafatso CC. This
contract consisted of 14 Refreshment Co-ordinators and 24 Cleaners for 240
Vermeulen Street Building and 40 Church Square Building. However, the contract
has expired and the National Treasury has invited new tenders to provide this service
for a period of 3 years commencing with the 2005/2006 financial year; and

e The Department's Internal Audit Function (IAF) contract has been extended for an
additional 12 months ending 31 August 2005. This represents an extension to the
two-year contract approved on 7 March 2002 by the then Director-General. The
contract was extended in order for the IAF to complete the audit work as
contemplated by the rolling three-year strategic internal audit plan and annual
internal audit plans.

Currently we are investigating the possibility of outsourcing the provision of cellular
products and services, travel services management and the provision of stationery.

Strategic Plan 2005 - 2008



NOTES

—
.
-
.
L *
=
-
»
»
! )
.
E .
.
L]
L .




NOTES

89



NOTES

—
.
-
.
L *
=
-
»
»
! )
.
E .
.
L]
L .




—,

NOTES




NOTES

—
.
-
.
L *
=
-
»
»
! )
.
E .
.
L]
L .




NOTES

—

™
/ (2]




