$2L npational treasury

{ \

P Department:

. ¥ P

-I_‘.Aﬁb_;f- National Treasury

w REPUBLIC OF SOUTH AFRICA

National Treasury

Strategic Plan
(Update)

2009/12

June 2009



The 2009/12 National Treasury Strategic Plan (update) is compiled with
the latest available information from the department and other sources.
Some of this information is unaudited or subject to revision.

For more information, please contact:

Communications Chief Directorate
National Treasury

Private Bag X115

Pretoria

0001

South Africa

Tel: +27 12 315 5526

Fax: +27 12 315 5126

The 2009/12 National Treasury Strategic Plan (update) is also available
on www.treasury.gov.za

RP:  52/2009
ISBN: 978-0-621-38557-1



CONTENTS

STRATEGIC OVERVIEW

Minister’s Statement of Policy and Commitment .. ........................
Overview of the Accounting Officer ....... ... ... . . ... .. . . . . ... ... ....

Programme OVEINVIEW . . . . .. .. ...

Organisational environment . .. ... ... ... .. . . . . ..

PROGRAMME STRATEGIC PLANS

Programme 1: Administration ........... ... ... .. . . . . . . .
Programme 2: Public Finance and Budget Management ...................
Programme 3: Asset and Liability Management . .........................
Programme 4: Financial Management and Systems . .....................
Programme 5: Financial Accounting and Reporting . ......................
Programme 6: Economic Policy and International Relations ................
Programme 7: Provincial and Local Government Transfers .................
Programme 8: Civil and Military Pensions, Contributions to Funds

and Other Benefits . . ... .. ..



<<2

National Treasury

MINISTER’S STATEMENT OF POLICY
AND COMMITMENT

National Treasury tables this Strategic Plan update before our newly constituted
fourth democratic Parliament during one of the toughest economic downturns of
our times.

The current challenges facing governments around the world in the global
recessionary environment require finding new ways of doing things and a
willingness to shift the conventional paradigms, to be more focused and effective
in delivering on our priorities. What started out as a problem in the world’s leading
financial markets has grown into an economic catastrophe that is severely

constraining growth prospects of developing nations in particular.

To mitigate the challenges we face today, the department tabled its most
expansionary budget in February, taking into account the global economic
slowdown. The R787 billion infrastructure investment programme looks set to

offset job losses in other sectors of our economy.

While our broad macro-economic strategy
and policy positions will remain
unchanged, the Strategic Plan update that
National Treasury tables for the period
2009 — 2012 seeks to introduce different

approaches to our strategic planning cycle.

The department has set itself bold targets
such as working to strategically align the
role of development finance institutions

and state owned enterprises, investigating
and monitoring corruption in public
procurement processes, and finding
solutions for improving savings and social
security. These will require commitment
and resilience and we invite Parliament to
hold us to account and to measure our

success on these.

President Jacob Zuma’s State of the
Nation Address sent a clear directive: “We

Pravin J Gordhan
Minister of Finance

must act now to minimise the impact of

this downturn on those most vulnerable.”



As such, government cannot falter in meeting its obligation to eradicate poverty
and to continue to build an economy that creates jobs. We therefore want to
facilitate better and more inclusive interaction between government, labour,
business, civil society and importantly public servants and public officials tasked
with the responsibility of service delivery.

In ensuring the optimal use of our limited resources Parliament has a particularly
important oversight responsibility. We therefore implore this institution to
consistently ensure that departments and entities maintain fiscal discipline and
prudent budgeting practices.

We believe that the relationship between Parliament and the Executive will be
strengthened with the implementation of the Money Bills Amendment Procedure
and Related Matters Act that was passed by the previous Parliament, and look
forward to constructive engagement with the parliamentary committees.

In this context, custodianship and proper management of our public finances
becomes even more crucial if we want to ensure that financial management
practices promote better accountability in line with the our Constitution. We need
to become more vigilant about how state institutions spend public money, what
they spend public resources on and whether or not proper procedures are observed.
In the same vein we need to ensure that every rand spent achieves the set goals and
has the desired impact.

In finding lasting solutions to the current economic crisis we will continue to
engage with the G20, not only develop a global response to the crisis but also to
find solutions that best address Africa’s challenges. We will also continue to
participate in other international and regional fora so as to deepen democracy,
peace and security, and expand trade and investment with other countries.
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Pravin J. Gordhan
Minister of Finance
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National Treasury

OVERVIEW OF THE
ACCOUNTING OFFICER

T

This is an update of the Strategic Plan 2008/11 which was tabled in Parliament
during the 2008/09 financial year.

We table this update at the beginning of the fourth sitting of parliament, and at a
time when South Africa is in its first recession in 17 years. As a government, we
continue to recognise the contribution of sound public finances to effective service
delivery and the eradication of poverty. The National Treasury remains committed
to efficient and sustainable public financial management and to promoting
economic development, social progress and a rising standard of living for all South
Africans. In this respect, Chapter 13 of our Constitution defines the role of the
National Treasury as that of ensuring transparency, accountability and sound
financial controls in the management of our public finances.

The legislative mandate of National Treasury is documented in Chapter 2 of the
Public Finance Management Act. National Treasury has to promote government’s
fiscal policy framework; co-ordinate
macroeconomic policy and
intergovernmental financial and fiscal
relations; manage the budget preparation
process  which  includes  revenue,
expenditure, assets and liability
management; exercise control over the
implementation of the national budget,
including any adjustments budgets; facilitate
the implementation of the Division of
Revenue  Act; and  monitor the

implementation of provincial budgets.

South Africa has not been immune to the
effects of the global economic crisis.
Nevertheless,  government’s  prudent
financial management and a countercyclical
fiscal stance that have stood us in relatively

: . good stead. Government’s fiscal stance now
Lesetja Kganyago

Director-General:
National Treasury

provides for sustained growth in public
expenditure to cushion the economy and

reinforce the safety net for the poor.
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Overview of the Accounting Offiﬂé.er

In weathering the storm, provision for strong growth in infrastructure spending and
public employment programmes has ameliorated some of the worst effects of the
crisis. In addition, the budget for the 2009 — 2012 Medium Term Expenditure
Framework (MTEF) makes significant provision for priorities such as education,
health and social assistance, and other programmes directly impacting on the poor.
Investing in the people of the country will make a positive contribution to the South
African economy in the longer term and assist us in our growth and development

initiatives.

In plotting our path forward, it is important that we recognise both the power and
limitations of macroeconomic policy. Faster growth and higher employment
requires macroeconomic stability and microeconomic reforms. These reforms
should be aimed at reducing the costs of business, encouraging exports and
improving productivity. The results can only come through improved coordination

within government.

Ensuring that government provides and receives value for money will be a greater
area of focus in these tough times. A Comprehensive Expenditure Review will be
conducted jointly with the Presidency to identify opportunities for future
improvements in public spending. The aim is to improve the quality of spending
and to free up resources to fund new government priorities. Capacity is also being
developed to assess capital projects and support departments.

Achieving value for money also demands stronger financial management and in
this regard, the National Treasury will step-up the pace of financial management
reform in government. The success of these efforts is dependent on capacity in the
form of competent practitioners especially in planning, budgeting, accounting,
financial reporting, supply chain management and auditing. A sustainable capacity
building model has been developed for financial practitioners in national and

provincial government.

Improving the value received for money spent by government requires a strong
focus on the extent of implementation of procurement policies and standards in
departments. A unit will be established to monitor and investigate corruption in
public procurement processes. This unit will assess the procurement management
performance and maturity of all national and provincial departments to counter

corruption and fraud in public sector procurement.

Improvements in infrastructure development and maintenance remain important
focus areas, associated with significant increase in provincial and municipal
infrastructure budgets. The Infrastructure Development Improvement Programme
(IDIP) is being rolled out to key provincial departments involved in infrastructure,
such as education, health, roads and public works. Over the next three years the
Public Private Partnership (PPP) Unit will focus on the health sector and in
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National Treasury

particular, aims to facilitate six hospital feasibility studies per year, with twelve
reaching financial closure over the period. Grants administered by the
Neighbourhood Development Programme unit will also improve the quality of life

of residents in targeted townships.

Development Finance Institutions have an important role to play in the delivery of
infrastructure. Government will be guided by the Review of Development Finance
Institutions to provide strategic direction to this sector in the period ahead. This will
further assist in optimising the allocation of government resources.

Finally, we take this opportunity to welcome Minister Gordhan in his new role as
the Minister of Finance. We look forward to his leadership and will not compromise
on the extent of support we afford him. We would also like to wish Minister Manuel

all the best in his leadership role in the Presidency.

Lesetja Kganyago
Director-General



PROGRAMME OVERVIEW

Programmes and Measurable Objective Tables

There are nine programmes which fall under Vote 7: National Treasury in the 2009/10
Estimates of National Expenditure. Broadly, the strategic objectives of these
programmes remain relatively unchanged from those tabled in the 2008/11 Strategic
Plan. Below is a synopsis of all the programmes, explaining some of the important work
to be undertaken in each programme over the next three years. This synopsis also
reflects on some of the changes in the programmes, following an internal reorganisation
which is outlined in further detail later in this document.

Programme 1: Administration

This programme provides strategic management and administrative support to the entire
department. The Corporate Services division will play a strategic role in developing and
implementing an efficient client relations strategy that meets the needs of the department.
The division will continue to implement a talent management strategy to attract and

retain young graduates.
Programme 2: Public Finance and Budget Management

This programme comprises three divisions, namely Public Finance, the Budget Office
and Intergovernmental Relations. These divisions provide a collective focus on
preparing the annual budget, following consultations with government departments,
agencies, provinces and municipalities. This programme also provides advice and
support to the Minister of Finance on fiscal and public finance matters. Government has
committed itself to rooting out waste, promoting cost-efficiency and phasing out
ineffective programmes, and much of the work of this programme will give effect to this.
A Comprehensive Expenditure Review will be undertaken to ensure that available

resources are wisely spent.

The Public Finance division is National Treasury’s primary link to all national
departments and other government entities for planning, budgeting and expenditure
monitoring. Over this planning period the division will work jointly with the Financial
Sector Policy unit (Programme 6) in advancing the work currently in progress on social
security and retirement reform. A public consultative process will be undertaken to
ensure maximum participation in the process. A number of position papers will also be

published, setting out government’s policy framework.

)
Programme Qverview
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Departments require constant support so they are able to translate strategy into concrete
results. Technical and Management Support will continue to perform this function over
the medium term. Following the internal reorganisation, the advisory role of this sub-
programme will be modified such that the sub-programme becomes a government

component dedicated to providing support in the long term.

The Budget Office coordinates the national budget process, provides fiscal policy advice
and oversees expenditure planning in government. The division continuously improves
the quality and usability of budget documents such as the Budget Review and Estimates
of National Expenditure. There is a need to improve the structure of departmental votes
to make objectives measureable. The division will therefore initiate a project to work
closely with departments to improve the quality and quantity of measurable objectives
and indicators.

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

Division of Revenue Bill published as part of the national budget.

Following the internal reorganisation, the Municipal Finance Management Act (MFMA)

Implementation Unit was moved from this division to the Office of Accountant General.

The division will publish the Provincial Government Budget and Expenditure Review.
The document provides a comprehensive set of data on provincial budgets and

expenditure and an analysis of trends in service delivery
Programme 3: Asset and Liability Management

Asset and Liability Management has six sub-programmes. The Asset Management sub-
programme has been divided into two sub-programmes namely Governance and

Financial Analysis, and Sectoral oversight.

The programme manages government’s asset and liability portfolio in a manner that
ensures prudent cash management, asset restructuring, financial management and

optimal management of the government’s domestic and foreign debt portfolio.

Proposals on how government will support development finance institutions (DFIs) and
the establishment of a DFI council will be priority areas for this programme in the
medium term.



Programme 4: Financial Management and Systems

Financial Management and Systems regulates and oversees public sector supply-chain
management. It also ensures the use of standardised financial systems in the national and
provincial government spheres. This will result in a transition from old systems to the
new integrated financial management system.

The Public Finance Management Act (PFMA) Implementation and Coordination
Unit was moved from this programme to the Office of the Accountant General

(Programme 5) for better alignment of governance and compliance.

Under this programme a unit will be established to monitor and investigate corruption in

public procurement processes in national, provincial and local government departments.
Programme S: Financial Accounting and Reporting

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

This programme has seen a significant change in capacity, with the relocation of both the
PFMA Implementation unit, now called the Governance Monitoring and Compliance unit,

and MFMA Implementation unit as part of the broader internal reorganisation.
Focus over the medium term will be on reviewing and amending the PFMA.

Programme 6: Economic Policy and International Financial
Relations

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

This programme was previously implemented through two divisions and now a third
division has been added. These three divisions are the Economic Policy division, Tax and
Financial Sector Policy division and International and Regional Economic Policy

division.

Programme Qverviéw
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Economic Policy plays a central role in formulating and coordinating policies that
strengthen employment creation. Work over the next three years will focus on modelling
and analysis to assess the impact of the global economic crisis and microeconomic reform
on domestic growth prospects. The division also provides policy advice on
macroeconomic developments, international economic developments and microeconomic
issues, including regulatory impact assessments. This is done through policy analysis,
scenario testing and producing macroeconomic forecasts, particularly on growth, the
current account and inflation. These forecasts inform the fiscal framework, tax forecasts

and the debt management strategy.

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

relating to climate change through environmental fiscal reform.

In respect of financial policy, the division designs the legislative framework of the
financial sector. It works closely with regulatory agencies such as the Financial Services
Board (FSB), Banking Supervision and Financial Surveillance (Exchange Control)
departments of the South African Reserve Bank (SARB), and the Financial Intelligence
Centre (FIC). It will work jointly with Public Finance (Programme 2) on the reform the
system of retirement funding, including governance reforms.

It liaises with the SARB and FSB on matters related to bank supervision, financial
stability and the national payments system. Given the global financial crisis, the unit is
reviewing the architecture and effectiveness of the financial regulatory system.

International and Regional Economic Policy promotes reform of the International
Monetary Fund (IMF) and the World Bank. It also facilitates participation on topical
issues at the G20 and other international fora. It focuses on African development,
including the role of the African Development Bank (AfDB), the African Union and
United Nations Economic Commission for Africa. It also aims to foster regional
integration by participating in the Southern African Development Comunity (SADC),
Southern African Customs Union (SACU) and Common Monetary Union. The division is

currently reviewing the SACU revenue-sharing formula.

Programme 7: Provincial and Local Government Transfers

This programme will continue to facilitate the transfer of grants to both provinces and
municipalities. These are the provincial infrastructure grant, the local government
financial management and restructuring grant, and the neighbourhood development

partnership grant which is also transferred to municipalities.



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

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

statutes, collective-bargaining agreements and other commitments.
Programme 9: Fiscal Transfers

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

Treasury. Recipients are accountable directly to Parliament.

Programme OverView
j \
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ORGANISATIONAL ENVIRONMENT

The National Treasury was created as a result of the merger of the Departments of
Finance and State Expenditure in 2000. At this time the organisational structure was
conceived at the level of divisions that would deliver on programmes mandated by
the Constitution and PFMA. We have undertaken intensive introspection over the
past few years with the intention of remaining relevant and proactive custodians of
the public purse. The result was agreement on a refined operational perspective for
improved coordination and organisational performance.

The latest internal reorganisation, which was briefly outlined in the 2008/11
Strategic Plan, represents a natural progression in the department’s development.
It is guided by lessons learnt along the way, changes to the way government is
organised and other environmental influences. More than ever, present
circumstances demand that all role players endeavour to achieve more with less.
We recognise our responsibility as an organisation and will do our part in this

regard.

The National Treasury has built a comprehensive array of competent divisions, the
success of which is exemplified by a track record of engaging with all
counterparties on wide-ranging and complex issues. In order to continue playing a
constructive and effective role in our fast-paced economic environment, it was
resolved that the reorganisation would focus on realising a working environment
that is more conducive to teams and collaborative work effort. In particular, cross-
cutting initiatives and broad Treasury positions could only benefit from greater
internal coordination and consultation. For purposes of knowledge-sharing and

coordination, four groups have been created as follows:

- Fiscal and Budget Group
- Economics and Financial Markets Group;
- Financial Management Groups; and

- Corporate Office.

The groups have been constituted with divisions that would have significant
common interests when undertaking cross-cutting initiatives during the normal
course of work. The progress of implementation of the departmental reorganisation
will be assessed through key group coordinators responsible for monitoring

progress with project implementation.

The refined functional perspective of National Treasury follows:
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We have also established a focused functional area for purposes of strategically
repositioning the technical assistance offered by the National Treasury to the rest of
government. Presently operating as a trading account, this platform will be
converted to a government component in due course. In this regard, compilation of
the feasibility study and organisational design are well advanced. Once converted
to a government component, the head of the component will assume the role of
accounting officer of the entity. The advisory board for this government component
- while not having any executive powers - will provide advice to the department,
Minister and component to ensure that the original purpose for its creation remains
at the forefront of strategic decisions in the future. The government component,
once fully operational, will offer technical support to government in terms of the
following themes:

- Program and project management;

- Transaction advice in relation to public private partnerships;
- Large capital projects;

- Policy monitoring, evaluation and costing; and

- Specific economic and actuarial advice

The progress on implementation of these changes is varied and should not be
underestimated. They are being given careful consideration and introduced in an
inclusive manner. We envisage that these strategic changes, while yielding
significant short term gains, will continue to have a positive systemic effect on the
organisation. These include positive spinoffs relating to succession planning,
improved technical capacity, improved coordination, greater transparency and
knowledge sharing. In short, this strategy aims to facilitate a more nimble,

sustainable and adaptive National Treasury.
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Programme 8: Civil and Military Pensions, Contributions to Funds and Other /Benéfits
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