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An Analysis of the Expenditure in the Department of Labour for the 2009/10 and the first quarter 2010/11 Financial year
1. Introduction 

The aim of this paper is to provide a brief analysis of Department of Labour’s expenditure for the fourth quarter of 2009/10 and the first quarter 0f 2010/11 financial year. This will assist the Portfolio Committee on Labour in compiling its Budget Review and Recommendations Report (BRRR) for the 2010/11 financial year, as required by section 5(2) of the Money Bills Amendment Procedure and Related Matters Act (No. 9 of 2009). This will also assist the Committee to evaluate and asses the delivery of services and performance of the Department against the available resources.       
2. The Overall Departmental Allocations and Expenditures 2009/10 
The Department of Labour was allocated an amount of R2.09 billion in the 2009/10 financial year which is 4.2 per cent of the main budget. This takes into account the adjustment made by the Department during adjustment period in the same year. However, the Department has only managed to spend R 2.06 billion or 98.7 per cent at the end of 2009/10 which is R26.8 million or 1.2 per cent under-spending. Furthermore, an amount of R36 million was shifted from the Departmental budget during the adjustment period of 2009/10, meaning that the allocated amount at the beginning of the financial year was R2.1 billion before the adjustment. This movement of funds has reduced the budget of the department to R2.09 billion in the same financial year. Though, this conduct is allowed by section 43 of the PFMA but it has unintended consequences that defeat the original objectives of the affected programmes. According to the National Treasury, this level of under-spending emanated from the following programmes
:
2.1 Administration: Programme 1 was allocated a total budget of R419 million for the 2009/10 financial year after the adjustment budget. The programme has managed to spend exactly R419 million or 100 per cent of this budget.  This means that the Department has spent exactly according to its projections in this programme. However, even though the budget is well spent in this programme but there is an amount of R31.3 million which was shifted from other programmes to this programmes, in turn increasing this programme’s budget balance from R392 million to R419 million. This movement of funds was done during the adjustment period, though the PFMA allows it but it is subject to abuse in a number of ways and results in unintended consequences. Firstly, when a Department moves funds from one programme to another those funds do not move with a programme therefore this movement defeats the intended goal of that particular programme. Secondly, people move funds precisely because of poor financial planning in that particular financial year. It is also an indicative of incomprehensible use of the medium term expenditure framework (MTEF) hence it gives proper projections three years prior on how the budget will look like. When used correctly, the medium term expenditure gives a chance to departments to adjust their budgets prior the implementation stage.   

2.2 Service Delivery: Programme 2 was allocated a total amount of R712.5 million for the 2009/10 financial year after adjustments period, but the Department only spent about R710 million or 99.7 per cent of this budget. This shows a 0.3 per cent under expenditure in this programme at the end of the 2009/10 financial year. The reasons for lower than expected expenditure was due to the unspent R74.3 million which was supposed to have been spent in the buying of Hilux bakkies and the Department decided to purchase less than what was budgeted for as well as failure to spend on machinery and other equipments. Of note is that an amount of R72.3 million was shifted from compensation of employees to other programmes due to high vacancies (13.8 % in 2009/10 and 11% in 2010/11) which were not filled in the 2009/10 financial year.  

2.3 Employment and Skills Development Services / Human Resources Development: Programme 3 was allocated a total amount of R406 million for the 2009/10 financial year. The programme has only spent about R390.6 million or 96 per cent at the end of the financial year. This level of under expenditure was due to the R16.3 million unspent funds, this due to the function shift of skills development from the Department of Labour to the newly established Department of Higher Education and Training (DHET). Furthermore these unspent funds are mainly related to the Quality Council for Trade and Occupation (QCTO). The Department indicated that the unspent funds will be rolled over to the Department of Higher Education and Training for the establishment of the QCTO and once off filling of vacancies. Of note is that an amount of R74.2 million was shifted from this programme to other programmes during the adjustment period of 2009/10 financial year. 
2.4 Labour Policy and Labour Market Programme: Programme 4 was allocated a total budget of R541.7 million in 2009/10 financial year and the Department has also managed to spend R536 million or 99 per cent. According to the National Treasury, the under expenditure attributed to unspent R5.3 million due to the delays in the tender process for the Research Monitoring and Evaluation Agenda. The Department has applied for roll overs in this regard. Part of this under expenditure, was the slower than expected expenditure on Membership fees for International Organisations which was budgeted R9.2 million and the Department only spent R8.6 million at the end of the financial year. To this end it was noted that an amount of R40.7 million was also shifted from other programmes towards this programme as an additional budget in the same period in this programme.   
2.5 Social Insurance: Programme 5 was allocated a total amount of R8.9 million for the 2009/10 financial year. Of this amount, the Department has only spent up to R6 million or 67 per cent of the entire budget of this programme with no adjustment or additional budget. Under expenditure was due to the slower than expected expenditure on administration costs for claims by civil servants injured on duty. This level of under expenditure in this programme remains a cause for concern hence this programme was meant to compensate people who are injured on duty.   
3. Analysis of Economic Classifications 2009/10
Current Payments are divided into two categories namely, compensation of employees and goods and services. Compensation of employees only spent about 98.9 per cent of its adjusted budget in 2009/10 financial year. Though programme 3 (Employment and Skills Development) was unable to spent a total of R6.5 million in this category in the same period.  It was further noted that an amount of R94.1 million was shifted from this category and 98.7 per cent of this amount was from programme 2 (Service Delivery). When all the unspent funds are added together in this programme (R6.5 million +R94.6 = R100.7 million) is equal to R100.7 million was unspent in the same period. The high level of poor expenditure can be attributed, firstly to high vacancy rate among labour inspectors, human resource practitioners and finance staff in the department.  Secondly, part of this under expenditure was also due to delays in payments to State Information Technology Agency (SITA) for data lines and delays in payments to the Department of Public Works (DPW) for operating lease agreement.   
Transfers and Subsidies only spent about 86.3 per cent of its total budget of which 78.8 per cent was a statutory transfer in relation to the skills development levies and 7.5 per cent was transferred to public entities and non profit institutions.  
Capital Payment (CAPEX) the expenditure is relatively poor in this category due to the slow spending on buildings and other fixed structures namely, the construction of Rustenburg Labour Centre. The slower than expected spending was due to delays in the tender process and the submission of claims regarding capital projects on office buildings by DPW.     
3. Roll Overs of the Unspent Funds to the 2010/11 Financial Year
The level of under-spending in the above section is an indication that the Department might apply for roll overs to the National Treasury during the 2010/11 financial year. Depending on the circumstances, certain roll overs will be approved by the National Treasury whilst others will never be approved.  Looking at Table 1 below, about R20.9 million roll overs were requested at the end of the 2009/10 financial year, however, only R4.5 million was approved by National Treasury. 
Table 1: Approved Roll Overs for the Department 

	R Thousand
	Requested 
	Approved

	Department of Labour 
	20 903
	4 434

	Research Monitoring and Evaluation Agenda
	4 597
	4 597


Source: National Treasury (2010)
4. Virements and Shifting of Funds from and to, within and between Programmes during the Adjustment Period in line with the Legislative Framework (PFMA)

Though section 43 of the Public Finance Management Act (No 1. of 1999) makes provision for the virements and shifting of funds from one programme to the other, as well as movement of funds within the programme, there are certain requirements that need to be met by an accounting officer. These conditions are as follows:
Section 43 (2) of the Public Finance Management Act provides that “the amount of a saving under a main division of a vote that may be utilised in terms of (1) may not exceed 8 per cent of the amount appropriated under that main division.”
 Moreover section 43 (4) states that this section does not authorise the utilisation of a saving if:
(a) An amount is specifically and exclusively appropriated for a purpose mentioned under a main division within a vote;
(b) An amount appropriated for transfers to another institutions and; and
(c) An amount appropriated for capital expenditure to defray current expenditure.    

5. The First Quarter Expenditure Report for Financial Year 2010/11 

In the 2010/11 financial year, the Department of Labour was allocated a total budget of R1.78 billion which is 0.3 per cent of the main budget for 2010/11 financial year. In the first quarter, the Department has only managed to spend about R488 million or 27.4 per cent of the allocated budget in 2010/11 before the adjustment.  In the beginning of the financial year, however, the Department has indeed reported a number of under / over expenditure in various programmes for the first quarter 2010/11 financial year. This is highlighted in the following programmes namely, 

Programme1: Administration was allocated a total budget of R649.9 million for the 2010/11 financial year before adjustment. The Department has spent about R134.4 million or 20.6 per cent of the allocation in the first quarter. Even though the programme has over-spent on its transfer to household budget but it has spent less than expected in the first quarter in general. The programme had been allocated about R159 thousand for the household transfer budget but an amount of R1.1 million or 698.7 per cent of the allocation has been spent in the first quarter. According to the Department, the programme has under spent due to the fact that it is difficult to budget for such items as it depends on staff initiative. The over spending on the household budget is a symbol that funds have been redirected from other programmes to this programme which is indicative of poor budgeting.         

Programme 2: Inspection and Enforcement Services was allocated a total budget of R356.6 million for the 2010/11 financial year before adjustment. The Department has spent about R69.8 million or 19.6 per cent of the allocation in the first quarter. This expenditure was mainly driven by the subsistence and travelling as well as transfers to household in respect of inspections and severance and retirement packages respectively. Though the programme has over spent on its transfer to household budget by 176 per cent of the allocation in the first quarter but the programme in general has under spend hence this programme has spent less than 25 per cent which is a spending benchmark for all departments per quarter. This reflects an under expenditure of 5.4 per cent of the programme allocation in the same period.       
Programme 3: Public Employment Services was allocated a total budget of R280.4 million for the 2010/11 financial year before adjustment. However, the department has managed to spend about R66.8 million or 23.8 per cent in the first quarter. Of this expenditure the programme is still remaining with unspent funds of R2.6 million which was part of the approved projections for the first quarter. This level of under expenditure was due to the delays in the clarification of role and responsibilities of staff within this programme (PES) particularly in provinces due to restructuring process. Part of the slow spending in this programme was due to the decrease in claims by civil servants for injuries on duty which then reduces the administration costs. 

Programme 4: Labour Policy and Labour Market Programme was allocated a total budget of R496.8 million for the 2010/11 financial year before adjustment period. The Department has managed to spend about R216.9 million or 43.6 per cent of the allocation in the first quarter. The higher than expected expenditure in this programme was due to the high spending on transfers and subsidies to Strengthen Civil Society, the once off payment to COSATU and SACOTU for May Day celebration in April. Part of this high level of expenditure was also the transfer payment to CCMA which is done into two tranches. Though most of the over expenditure in this programme emanated from the once off payments which is transfer budget but this is an indication that this Department will shift funds or request for additional budget in order to carry out its mandate for the rest of financial year.          
6. Issues for the Committee Considerations
Mostly, the under-expenditure in the fourth quarter of 2009/10 and in the first quarter of 2010/11 was as a result of the following issues identified: 

· The high level of vacancy rate which according to the department has decreased from 24.6 per cent in June 2009 to 11.8 per cent in June 2010.  It was also noted that these vacancies are dominated by the following categories of labour inspectors 11.4 per cent, Human Resource practitioners 16.7 per cent, finance and other administrative posts 13.2 per cent. 
· The delays in the procurement processes such as the late submission of invoices and claims by the Department of Public Works (DPW) for capital projects have also contributed to the culture of under expenditure in the first quarter for 2010/11.

· The misalignment of processes and lack of proper financial planning which resulted in the shifting and virements of funds within and from one programme to another programme, though this practise is allowed by section 43 of the Public Finance Management Act. However, it does have a negative impact, which ultimately defeats the initial purpose of the programme. It also promotes the culture of inability to plan accurately.  
· It was also noted that the Department is still struggling to project accurately for its transfers and subsidies budget particularly those that are transferred to household sub-programmes in various programmes. The Department has over spent on these sub-programmes within various programmes, citing the fact that it is difficult to budget for it.
· The large amount of transfers was also made to COSATU, SACUTO and CCMA has also contributed to the over expenditure (43.6 per cent) on transfers and subsidies budget in the first quarter.       
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