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13 April 2013
THIRD QUARTER EXPENDITURE: AN ANALYSIS FOR 2012/13 FINANCIAL YEAR

INTRODUCTION 

The SCOA was established in terms of section 4(3) of the Money Bills Amendment Procedure and Related Matters Act No.9 of 2009. The Act requires the Committee to consider and report on spending issues, and on actual expenditure published by the National Treasury. The Committee has adopted a tradition of inviting both National Treasury and the affected departments to account on government spending. This consultative approach gives the Committee an opportunity to interrogate departments on their spending with a view to identify and strengthen gaps in public spending. The Committee is established as a strategic centre to flag issues which might impact negatively on service delivery through scrutiny of government spending.
OVERALL ALLOCATIONS AND EXPENDITURE FOR THE THREE YEAR PERIOD
The National departments were allocated an adjusted budget of R543.6 billion for the 2012/13 financial year, which excludes direct charge of R419.9 billion. Of the appropriated funds, R158.6 billion was allocated to current payments, R371.6 billion to transfers and subsidies, and R14.6 billion to capital expenditure. An overall expenditure at the end of the third quarter is R396.5 billion (72.6 per cent) of the adjusted budget in 2012/13. The government spending has slightly increased by 0.8 per cent compared to the same period in 2011/12 where government spent R363.0 billion or 71.8 per cent. In the third quarter of 2010/11 government has spent R342, 8 billion or 73, 5 per cent. 
Figure 1: Overall Expenditure from 2010/11-2012/13
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Source: National Treasury (2010-2012) and own calculations
EXPENDITURE ON OVERALL ECONOMIC CLASSIFICATIONS FOR THE THREE YEAR PERIOD
Expenditure in terms of economic classifications, current payments have only spent R110.7 billion or 69.5 per cent of the allocated R159 billion at the end of the third quarter 2012/13. Transfers and Subsidies have spent R278.1 billion of R371.3 billion or 74.9 per cent at the end of the third quarter. Payments for Capital Assets have spent R7.2 billion or 50.2 per cent of R14.5 billion at the end of the third quarter. The main increase on expenditure was identified in current payments which have spent 69.5 per cent compared to last financial year where only 68.9 per cent was spent, again CAPEX have shown a major increase on expenditure of 50.2 per cent compared to the 44.8 per cent spent in the last financial year. 

Table 1: Expenditure by Selected Departments for 2012/13 financial year
	
	EXPENDITURE FOR THE PAST THREE YEARS IN PERCENT
	

	Department “000”
	2010/11
	2011/12
	2012/13
	2013/14

	DEPARTMENT OF PUBLIC WORKS
	50.6
	68.3
	70.7
	 -

	WATER AFFAIRS
	61.8
	46.8
	49.6
	   -

	COGTA
	75.3
	65.6
	70.6
	  -

	PUBLIC SERVICE
	68.2
	65.6
	66.9
	  -

	RURAL DEVELOPMENT
	66.5
	60.2
	61.1
	  -


National Treasury (2009-2012)
The following section deals with the analysis of specific selected Departments. The section also provides analysis of the four year period (2009/10 -2012/13)
RURAL DEVELOPMENT AND LAND REFORM (VOTE 33)
Table 2: Department of Rural Development Expenditure Trend 2009/10-2012/13
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Source: Treasury (2010-2012)

Trends shown in table 1 above
· The Department has never reached even 70 percent spending since 2009/10.

· Spending pattern has never improved since 2010/11 where it was at least above 65 percent 

· The 2012/13 spending of 61.2 percent shows little improvement from the last financial year (2011/12) spending of 60.2 percent.

· In 2012/13 only R5.5 billion was spent against 8.9 billion available budget

· The department is behind by R1.5 billion given its spending projection of R7billion

· Overall, a total budget of R3.5 billion was left for spending in the third quarter.

Compensation Employees
Except for substantial overspending in payments for Capital Assets, Spending is low across economic classification as it was the case in the 2011/12

Table 2: Expenditure on Economic Classifications
	Period
	Compensation of Employees
	Goods & Services
	Transfers &

Subsidies
	Payments for Capital Assets

	2011/12
	61.2 %
	54.3
	62
	49.6

	2012/13
	       62.2%
	62.9
	59.1
	124.8


Source: Treasury (2010-2012)

Main Reasons for under spending
· Settling of Restitution Claims

· Filling of vacant positions, especially in the audit component

· Delays in the implementation of the Comprehensive Rural Development Programme, due to supply chain processes, hence delays in contract appointments

ISSUES EMANATING FROM THE AUDIT REPORT 2011/12
The Department received a qualified audit opinion with findings, with R7.84 million of irregular expenditure as well as the R6.72 million of fruitless and wasteful spending.

The following issues emerging from the third quarter are no different from those emerging from the 2011/12 Audit Report:

· Vacancies in key positions and inadequate skills

· Poor financial management in the recording of transactions by the finance department

· Poor monitoring and evaluation of performance information and compliance

· Insufficient preparedness, implementation and monitoring of action plans

· Not all state-owned land has been accounted for.
Issues for Consideration
· Why is the Department struggling to attract suitable candidates in the internal audit component, i.e. is it a budget related issue or a shortage of this skill in the market?

· How long has the issue of staff shortage in the audit component, and what is the breadth and depth of the problem (.i.e. how many personnel are required and in which areas or employment levels are most affected?

· Given the challenge of vacancies in the audit component which has persisted since the first quarter, how is the Department performing risk management to avoid unauthorised expenditure as well as fruitless and wasteful spending?

· Besides vacancies in the audit component, which other areas have critical vacancies?

· How far is the turn-around strategy that the Department reported in the third quarter of 2011/12?

· What seem to be the challenge with the implementation of the Comprehensive Rural Development Programme?

· The Department must provide detailed information regarding delays on rural development and infrastructure programmes (.i.e which and where are these programmes)?

· With this kind of performance and lack of progress, how will the Department avoid a qualified audit opinion incurred in 2011/12 not to be repeated in the 2012/13 audit report?

· With the current performance, will the Department be able to avoid an amount of R7.84 million of irregular expenditure incurred in 2011/12 not to be repeated in the 2012/13 audit report?

· How does the Department intend avoiding the R6.72 million of fruitless and wasteful spending incurred in 2011/12 not to be repeated in the 2012/13 audit report?

PUBLIC SERVICE AND ADMINISTRATION (VOTE 12)
Trends shown in table 1 above
· The Department has never reached even 70 percent spending since 2009/10.

· The 2012/13 spending of 66 percent shows little improvement from the last financial year (2011/12) spending of 65.6 percent.

· In 2012/13 only R486.7 million was spent against R726.9 million available budget

· The department is behind by R57.9 million given its spending projection of R544.6 million.

· Overall, a total budget of R240.1 million was left for spending in the third quarter.

Figure 2: Department of Public Service Expenditure on from 2009/10-2012/13
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Source: Treasury (2010-2012) and own calculations
Economic Classifications
· Except for transfers and subsidies, spending on major economic classifications remain slow. However there are few improvements under compensation of goods and services between 2011/12 and 2012/13.

· Substantial decrease is in payments for capital assets from 105.6 percent to 37.4 percent in 2011/12 to 2012/13.
Table 3: Expenditure on Economic Classifications
	Period
	Compensation of Employees
	Goods & Services
	Transfers &

Subsidies
	Payments for Capital Assets

	2011/12
	68.2
	    46.3
	   76.2
	   105.6

	2012/13
	         64.9
	    57.8
	   74.6
	    37.4


Source: Treasury (2010-2012)

Main Reasons for under spending
· Vacant positions

· Insufficient accommodation , resulting to 98 vacant positions

· Non-spending on goods and services (i.e. furniture & equipments), due to vacant positions

KEY ISSUES EMERGING FROM THE AUDIT REPORT 2011/12
The Department received a qualified audit opinion with findings. There was R1.6 million of irregular expenditure incurred.

The following issues emerging from the third quarter are no different from those emerging from the 2011/12 Audit Report:

· Vacancies in Senior Management positions and leadership instability (3 ministers during the last 12 months)

· Senior management positions were vacant for more than 12 months

· In fact the AG pointed out that intervention is required in the filling of vacant positions

Issues for consideration
· It is concerning that Department has a vacancy rate as high as 98 vacant positions, why is this and how many of these are funded vacant positions?

· What seems to be the area with the issue of office accommodation?

· How long has office accommodation been a problem in the Department? 

· How has the challenge of the high vacancy rate affected the performance of the Department?

· How will the Department be able to exercise its oversight over the non-filling of vacant positions in other Department if it cannot fill vacant positions within itself?

· Which areas of the Department are affected by the office accommodation and vacancy rate problems?

· What level of employment are these vacant positions?

· How has the Department been functioning without senior managers?

Given the lack of progress in the filling of vacant positions; how will the Department reverse the R1.6 million of irregular expenditure incurred in terms of the 2011/12 AG Report.
DEPARTMENT OF PUBLIC WORKS (Vote 7)
Figure 3: Department of Public Works Expenditure Trends 2009/10-2012/13[image: image4.png]80
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Source: National Treasury (2009-2012) and own calculations
The Department of Public Works (DPW) (herein referred as Department) was allocated R7.9 billion for 2012/13 financial year, at the end of the year the Department only spent R5.6 billion or 70.8 per cent. The Department had projected to spend R6.3 billion or 80.4 per cent. This is an indication that the Department is behind schedule by R760.9 million or 12 per cent as at the end of the third quarter. The major under expenditure was identified the in following areas, Administration (programme 1), Immovable Assets Management (programme 2), and the Property and Construction Industry Policy and Regulations (programme 4). The overall variation in the financial plans of the Department in the above mentioned programme was mainly due to the following:

· Unspent funds of R244.6 million or 33.6 per cent in programme 1 for slow spending on goods and services. This was as results of slow spending on property and lease payments which is mainly budgeted under goods and services. This was also due to the moratorium placed on payments for property and lease to the property management entity.  
· An unspent funds of R477 million or 56 per cent on programme 2 for slow spending on capital assets (CAPEX). This was as results of slow spending on infrastructure where the Department had only spent R374.8 million or 37.5 per cent. The slow spending on infrastructure was due to the delays in the implementation of some of the infrastructure projects of the Department. This under spending on infrastructure has been persistent for 12 months due to the lack of capacity within the Department to plan for infrastructure projects.   

· In programme 4, there was an under spending due to non filling of vacant positions.        
· The Department needs to explain the moratorium placed on property management and lease payments as it affects the expenditure on goods and services. 

· The Department should table a turnaround plan to address lack of capacity within the Department which results in the delays in implementing infrastructure projects.

· The Department needs to explain to the Committee as to how it intends filling all the vacant positions and which programmes are most affected by this? What impact does this have in achieving its performance targets? 

ISSUES EMERGED IN THE AG’s REPORT 
The Department of Public Works received a disclaimer with findings as it was the case in 2010/11 financial year.  The AG raised a number of issues this include the following: 

· Supply Chain Management which remained a major risk in the Department and its entities. 
· The Department needs to focus more on enhancing their oversight and monitoring function in respect of SCM as well as adopting zero tolerance stance for none compliance and law transgressors. 
· Lack of staff trainings on new polices results in the lack of understanding of SCM policies and regulations. 
· Human Resources Management was also raised as a cause for concern, DPW needs to align its organisational structure to the strategic plan of the Department and the filling of vacant posts with people who have requisite skills should be expedited. 
· Information Technology environment (IT) was also raised especially with regards to the Property Management Information Systems (PMIS) used by the Department. 

· An amount of R 25 million for unauthorised expenditure in 2011/12 financial year

· An amount of R178 million for irregular expenditure for 2011/12 financial year

· An amount of R69 million for fruitless and wasteful expenditure for 2011/12 financial year

The worrying factor is that the department was reported to have made the same deficiencies even in the previous AG’s report and therefore this means that there were no sufficient intervention or there were intervention at all.

The AG made a number of observations in areas where intervention is urgently required in the Department; the following areas require interventions for the Department to improve its audit outcomes in the next financial year:
TABLE 1: AREAS WHERE INTERVENTION IS REQUIRED
	PROCUREMENT AND CONTRACT MANAGEMENT 
	· The awarding of tenders to close family members of Department employees 

· Uncompetitive or unfair procurement processes

· Inadequate contract management 

· Internal control deficiencies

	LEADERSHIP
	· Needs effective leadership culture 

	HUMAN RESOURCE MANAGEMENT
	· Leadership should exercise its oversight responsibility more effectively

· Human Resource Management and IT governance 

	INFORMATION TECHNOLOGY
	· Needs to improve IT governance, security management, user access management and IT service management 

	GOVERNANCE 
	· Needs to improve risk management strategy

· Needs to improve all internal controls for effective budget management 


Furthermore, should the DPW put in place these necessary interventions outlined above, the Department can be able to achieve clean audit and improved expenditure patterns.    
Issues for consideration:

· Department of Public Works should provide clarity as to how it intends addressing under expenditure on property payments and lease agreements which has affected the expenditure on goods and services. 
· The Department should provide clarity as to whether is there a plan to ensure sufficient capacity for infrastructure projects in order to avoid under expenditure on CAPEX. 
· The Department should explain the measure put in place to address the issues relating to unauthorised, irregular, fruitless and wasteful expenditure moving forward. The Department should implement its improvement plan of action as agreed with the AG.  

1. DEPARTMENT OF WATER AFFAIRS (Vote 38)

Figure 4: Water Affairs Expenditure Trends dating from 2009/10-2012/13

National Treasury (2009-2012) and own calculations
The Department of Water Affairs (DWA) was allocated a total amount of R9 billion for the 2012/13 financial year, the Department only spent R4.5 billion or 49 per cent instead of the projected amount of R6.2 billion or 69.1 per cent. This means that the Department has reported an under expenditure of R1.8 billion or 28 per cent at the end of the third quarter 2012/13. The under expenditure has been identified in the following areas, namely Water Infrastructure Management (programme 3), Regional Implementation Support (programme 4) and International Water Cooperation (programme 6). The under spending in the above highlighted programmes was mainly due to the following reasons: 
· An unspent amount of R176.3 million on goods and services in the Regional Implementation Support programme and International Water Cooperation programme. This was due to the delays in the procurement of computer equipment as a result of insufficient office space. 

· This was also due to the delays in the training course which took place in the third quarter of the financial year and therefore payments will be processed at the end of the fourth quarter. 

· It was also due to the advertising process of vacant positions which took longer than it was anticipated. 

· An unspent amount of R491.2 million on transfers and subsidies for Water Infrastructure Management programme as a results of late submission of invoices for the work done in the bulk water distribution (De Hoop Dam). There have been delays in the appointment of professional service providers in respect to the dam safety rehabilitation project. 

· An unspent amount of R854.3 million under Regional Implementation and Support programme, as a result of the delayed delivery of new machinery and equipment purchased abroad, there has been a delay in the delivery of water pipes in Mpumalanga. There has been delay in the land expropriation and processing of water licensing.   
Although most of the programmes have reported under expenditure, the Administration programme has reported over expenditure of R625.2 million. The Department had projected to spend about R603.8 million at the end of the third quarter. However, the Department has spent R21.4 million more than the planned expenditure.  This was as a result of the expanded organisational structure and recruitment advertisement costs, IT services and contracts payment. 
· The Department should expedite the procurement process so it does not affect the expenditure, especially the infrastructure for the bulk water distribution.

· The Department should explain to the Committee as to how it intends addressing the over expenditure on administration programme such that it does not affect other programmes and deliverables.  
· The Department should expedite the filling of vacant positions and outline a clear plan to address the insufficient office space. 

ISSUES EMERGED IN THE AG’S REPORT 2011/12 
The DWA received qualified audit opinion with findings in the 2011/12 financial year. The Auditor General raised a number of issues including:

· Poor management of projects in provinces and inadequate monitoring of transaction to avoid or prevent non compliance. 
· Non compliance issues were identified on procurement and contract management. 
· The AG recommended that the DWA enhances its Performance Management System so that staff can be clear on their roles and be held accountable for non performance. 
· Although the AG tried to conduct workshops to assist the Department in understanding the requirement in preparing a strategic plan and the importance of having a system of collective and reviewing information to ensure accuracy, there was no impact on the audit outcomes.  
· The AG indicated that the current outcomes were as a result of leadership instability adequate monitoring and lack of consequences for law transgressors in the Department. The AG recommended that the department implement a change management process to ensure that people responsible for finances in provinces are reporting directly to Chief Financial Officer (CFO). 
· Irregular expenditure of R1 075.7 million

· Fruitless and wasteful expenditure of R22.7 million

TABLE 2: AREAS THAT REQUIRE INTERVENTIONS

	PROCUREMENT AND CONTRACT MANAGEMENT 
	· Uncompetitive or Unfair procurement processes

· Inadequate contract management  

	LEADERSHIP
	· Need effective leadership culture, oversight responsibility action plans and IT governance

	HUMAN RESOURCE MANAGEMENT
	· Leaves are taken and not recorded accurately and in full
· Funded vacant posts are not filled on time,

· Appointment processes and appointment of competent people, a number of acting positions, and performance management needs more attention

	INFORMATION TECHNOLOGY MANAGEMENT 
	· IT governance, user access management and IT service management 


THE CONTRACTS APPOINTMENTS AND EXPENDITURE ON CONSULTANTS BY DWA
· About 25 contracts were audited according to the 2012/13 performance audit report of the Auditor General.  
· The total expenditure on consultants between 2008/09- 2010/11 amounted to R4.2 billion in DWA and the real value of these contracts was R953.6 million. 
· The vacancy rate was 30 per cent in the same period as a result some consultants were appointed to perform the core functions of the Department due to the high vacancy rate. 
· The outsourcing of the core mandate pose a risk to the Department that affects continuity and institutional memory required to deliver on the mandate. 
· In terms of the percentage about 47 per cent made up of contractors outsourced to perform the core mandate and 53 per cent performed the non core functions. 
· The Department did not conduct costs benefit analysis to determine the impact of appointing contractors compared to the creation or filling of internal vacancies. 
· In the absence of costs benefit analysis, there was a risk that the appointment the appointment of consultants was not the most economic decision. 
· It is clear that there is positive relationship between the vacancy rate and the appointment of contractor/ consultants. 
· In terms of the variation orders, the DWA had about 14 projects with 46 variation orders costing around R508.5 million. 

The variation orders hamper the effective, efficient and economic way of doing job in the department sometimes due to lack of feasibility studies, incomplete terms of references and unforeseen situations such as weather. This method of doing business is discouraged in government it compromises the principle of economic decisions.    
Furthermore, should the DWA put in place these necessary interventions outlined above by the AG, the Department can be able to achieve clean audit and improved expenditure patterns. 
Issues for consideration: 

· The Department of Water Affairs should provide the Committee with a clear plan to improve its expenditure trends moving forward. 
· The Department should expedite the procurement process which resulted to the slow spending for goods and services budget. 
· The Department should expedite the filling of funded vacant posts as it affects the expenditure on compensation of employees. 
· The Department should provide the Committee with explanation as to how it intends addressing the over expenditure on administration programme without affecting other programmes. 
· The Department should indicate to the Committee as to whether there are any measures put in place to address the issues relating to irregular and fruitless expenditure and vibration orders from contractors. 
· The Department should expedite the implementation of the AG’s recommendations and their improvement plan of action regarding these recommendations. 

DEPARTMENT OF COOPERATIVE GOVERNANCE (Vote 3)
Figure 5: CoGTA Expenditure Trends from 2009/10-2012/13

National treasury (2009-2012) and own calculations
The Department of Cooperative Governance was allocated a total amount of R54.8 billion for 2012/13 financial year. At the end of the third quarter the Department has only spent R38.7 billion or 70.6 per cent. The Department had projected to spend about R40.7 billion or 74.2 per cent at the end of the third quarter. This is an indicative of R1.9 billion or 4.8 per cent under expenditure in the same period. The major under expenditure was identified in the following areas: goods and services and transfers and subsidies. The Department had planned to spend R1.3 billion on goods and services, but only R800 million was spent at the end of the third quarter. this means that goods and services have under spent by R512.2 million, primarily in Administration programme. This was due to the following 

· Claims by the Department of Public Works were submitted on time including other implementing agencies of the Community Work Programme (CWP). 

On transfers and subsidies, the department was allocated R52.7 billion and planned to spend R38.2 billion at the end of the third quarter. However, only R37.7 billion or 71.5 per cent was pent. This shows an under expenditure of R1.5 billion on transfers and subsidies, this is primarily on programme 3 and 4. This was due to the following reasons:

· The withholding of equitable share grants to refund National Revenue Fund for unspent conditional grants which were not relinquished by municipalities in the previous financial year. 

· Due to lack of claims on a disaster relief grant

· Delays in submission of invoices by the Municipal Infrastructure Support Agency suppliers. 

· Delays in the payments for travelling expenses as the invoices were submitted late by the travelling agency. 

· It is an irony to have slow expenditure on disaster relief while there are provinces like KZN, Eastern Cape and Free State which were recently attacked by terrible disasters. 

· The Department should expedite the process of invoice collection so there are no delays being experienced which results in under expenditure. 

ISSUES EMERGED IN THE AG’S REPORT 2011/12 
The Department has progressed from qualified audit opinion to an unqualified audit with findings on compliance and predetermined objectives: 
· Supply Chain Management was raised by the AG as key focus area that needs more attention.  
· The Department needs to implement adequate internal controls to properly review and monitor compliance with laws and regulations, especially in the SCM area to avoid unnecessary irregular expenditure. 
· There must be proper record keeping supporting reported performance information. There is a need to strengthen oversight responsibility in order to obtain clean administration. 
There was a lack of understanding the strategic plan requirement principle as such the indicators were not well defined, verifiable, and targets were not conforming to the SMART principle. This led to the situation where reported indicators were inconsistence with the planned indicators.  
· An irregular expenditure of R474.5 million was incurred. 
· An amount of R679 000 on fruitless and wasteful expenditure was incurred.

TABLE 3: AREAS REQUIRE INTERVENTION
	FINDINGS ON PREDETERMINED OBJECTIVES
	· Submitted information was not useful and not reliable

	PROCUREMENT AND CONTRACT MANAGEMENT 
	· Uncompetitive or unfair procurement processes

· Inadequate contract management 

	LEADERSHIP
	· Strengthen oversight responsibility

· Compliance with all prescripts, laws, policies and procedures  

· Improve IT governance 

	FINANCIAL AND PERFORMANCE MANAGEMENT 
	· Needs proper record keeping

· Compliance with financial prescripts

	HUMAN RESOURCE MANAGEMENT 
	· Improve management of vacant positions
· Appointment processes needs attention particularly of contractors
· Needs to address the issue of acting positions 
· Improve performance management


Furthermore, should the Department of Cooperative Governance put in place these necessary interventions outlined above by the AG, the Department can be able to achieve clean audit and improved expenditure patterns. 

Issues for Considerations:
· Department of Cooperative Governance should enhance its invoice collection mechanisms in order to improve the spending on goods and services budget. 
· The Department should explain to the Committee as to what measures are put in place to address the issue of irregular and wasteful expenditure.
·  The Department should expedite the implementation of the improvement action plan as agreed with the AG.    
Sources: 

National Treasury (2013) Third Quarter Expenditure Report, Pretoria, Treasury

Auditor General (2013) Report of the Auditor General of South Africa: on performance audit of the use of consultants at selected national departments, Pretoria, Auditor General

Auditor General (2011) Consolidated General Report on National and Provincial audit outcomes, Pretoria, Auditor General
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