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Analysis of the First Quarter Expenditure Performance for the 2020/13 Financial Year

1. Introduction

This brief provides an overview and analysis of the expenditure performance of selected national departments. The objective is to select Departments for special consideration, provide a concise performance overview and scrutiny and flag out key determinants of underspending and overspending where applicable. This brief assists in fulfilling the Standing Committee on Appropriations’ powers and functions to consider and report on spending issues as per section 4(4)(a) of the Money Bills Act
. 

2. Issues to consider for the Medium Term Budget Policy Statement and the Results Based oversight 2012/13: 

· Proper Planning and Good Budgeting

In the past some allocations were tabled during the budget adjustments period without visible plans from relevant departments. A good example is the Department of Basic Education: an amount of R700 million was tabled during the MTBPS and the Department promised that it was ready to spend the money but repeatedly struggled. To date the Department has not yet finalised the targets for 2011/12 and while the targets for 2012/13 are lagging behind. Another case in point if the Jobs Fund whose budget is yet to be spent. Therefore, the Committee needs to examine the MTBPS statement and budget adjustments with proper planning a the main indicator,

Ultimately, in the absence of proper plans budgets become unrealistic and not credible. 

· Projections should be tabled before the Committee together with budget documents

It will be important that projections are tabled before the Committee together with budget documents in the beginning of the financial year. This will allow the Committee to assess the whether the department is still spending according to planned and predetermined objectives and if not the Committee will be in a better place to request explanation.

· First six months expenditure Performance Information: The basis for the Committees’ assessment of the proposed budget adjustments

The purpose of the adjustment period is to assess and approve budget amendments for the first six months of which amendments require Parliament to approve it while others do not necessarily need Parliament. It is against this backdrop why it is important for the first and second quarter report needs to be tabled before the MTBPS
. This will allow Parliament to assess the expenditure and performance for the first six months accurately and make meaningful inputs before passing the adjustments. Current, the tradition is that of tabling the second quarter expenditure report together with the MTBPS and this does not really help the Committee taking into account the work load that this Committee is expected to perform during the same period.  This will enable the Committee to make meaningful and most accurate recommendations having considered the first six months expenditure.  

· The Planning as a corner stone for Results based oversight and effective service delivery 

In order to achieve the results based oversight and effective oversight, taking into account the process of Strategic and Annual Performance plan adoption process in the beginning of the year which is done by port folio Committees. It is therefore important for different Port Folio Committees to understand the type of strategic plan is required or acceptable for Parliament to be able to conduct its oversight. The Portfolio Committees should adopt most credible strategic plan and Annual Performance plans, because this will enable Parliament to conduct oversight effectively. The failure of the Departments to plan effectively can be squarely blamed to oversight structures including Parliament because it’s Parliament that approves those plans before implementation.  Expenditure reporting must be aligned to the performance reporting as opposed to reasons for none spending and over spending.  There must be a clear relationship between budget and planning
. 

The plans (strategic plan and Annual Performance Plan) should have the following important areas:

1. Clearly defined measurable objectives

2. Clear Indicators

3. Specific performance targets which are time bound

4. Attach the amount budgeted for each programme 

Template proposed for quarterly reports tabled before the Committee

Programme Name:  

	Measurable objective
	Performance indicator
	Quarterly Performance target
	Achieved or not achieved
	Projected budget
	Actual Expenditure
	Reasons for not achieving
	Reasons for under expenditure or “over”

	Item 1
	
	
	
	
	
	
	

	Item 2
	
	
	
	
	
	
	


This will assist Committees to conduct effective oversight over the Executive.

· Integrating the information from different stakeholders to assess performance and expenditure

Noting that the committee is conducting oversight over the Department of Performance Monitoring and Evaluation, the Committee can take advantage of such by tapping into the performance information analysed by the Department of Performance Monitoring and Evaluation on quarterly basis.  The Committee can integrate the DPME information on performance together with the section 32 reports published by National Treasury to strengthen its oversight and performance as opposed to just spending. This will help the Committee to bring more content during oversight and effectively ensure the alignment between budgets and performance through in year monitoring. 

· Shifting of funds meant for filling funded vacant positions

Many departments have not filled funded vacant posts. There is a chance that Departments could use the budget adjustments period to shift these funds and leave such positions permanently unfilled. This also raises doubts as to whether such vacancies ever existed. Therefore the Committee must be informed about the amount of money ring fenced for vacant positions so that it usage could be tracked especially during the adjustment period.

· Focus of oversight should be more on performance either than expenditure reports

It will be imperative for the Committee to move towards assessing quarterly performance of government against expenditure reports tabled by National Treasury every quarter.  This indeed will go a long way in ensuring that gaps in the performance targets will be identified earlier than late. This will allow the Committee to assess and review the Departments whether they are still spending money where it was intended to and whether the Department indeed yield value for money at the end of the financial year. This will assist the departments to be able to achieve most of their targets as projected. 
· Integrating Conditional Grant Expenditure Performance Information

Many Departments spending their budgets through conditional grants and other transfers. Such Departments include: COGTA, Human Settlements, Social Development, National Treasury, Health, etc. However, comprehensive information on the performance of grants is not integrated in the report provided to the Committee. This makes the Committee oversight seem shallow. Therefore it will be important for National Treasury to integrate such information on the report submitted to the Committee.
3. Overall allocations and expenditure for first quarter expenditure analysis 2012/13

· Overall expenditure outcome in the first quarter

In the first quarter government reported a slow expenditure pattern compared to its initial projection. The overall expenditure reported amounts to R115.8 billion, which is R13.3 billion lesser than R129.1 billion projected.

 Major anomalies have been identified in the following economic classifications:

· Current payments:  only spent R33.5 billion of R35.8 billion which was projected, (this was due to the lagging behind of spending for the past nine months).

·   Goods and Services:  only spent R9.1 billion of R11.3 billion which was projected for the first quarter (the under expenditure on goods and service is spread across government, however, major variance is identified under Department of Defence as a results of delays in invoices for municipal services and leases).

·  Transfers and subsidies only spent R80.2 billion was instead of R89.4 billion projected (this was due to the lower than expected transfer payments on Social Grants within the Department of Social Development.

·   Payments for Capital Assets: only spent R1.7 billion instead of R3.3 billion in the first quarter
. 

4. Overview of the Expenditure Performance of the Selected Departments

The Selection is based on the Department’s actual performance against projections. Projections vary across departments. 

Departments with signs of slow spending include: COGTA; National Treasury; Basic Education; Health; Social Development; Correctional Services; Human Settlements; Rural Development and Land Reform; Water Affairs; Science and Technology.

Figure 1 and table one provides a quick view of the selected department’s performance against each Department’s respective projections.

	Table 1: 2012/13 first quarter expenditure performance against projections

	Department
	Appropriation

million
	Expenditure

million
	% Spent
	% Projection

	COGTA
	R54. 7 billion
	R180.6 million
	0.3
	0.9

	National Treasury
	R21. 6 billion
	R4. 5 billion
	21.0
	22.4

	Basic Education
	R16. 3 billion
	R4. 1 billion
	25.3
	28.5

	Health
	R27. 6 billion
	R6. 6 billion
	24.1
	26.4

	Social Development
	R112. 2 billion
	R27. 9 billion
	24.9
	30.7

	Correctional Services
	R17. 7 billion
	R3. 7 billion
	20.8
	23.2

	Human Settlements
	R25. 3 billion
	R3. 6 billion
	14.4
	18.2

	Rural Development and & Reform
	R8. 9 billion
	R1.6 billion
	17.9
	25.3

	Water Affairs
	R8. 8 billion
	R1. 3 billion
	14.7
	23.6

	Science & Technology
	R4. 9 billion
	R1. 3 billion
	25.8
	34.4

	Public Enterprises
	R1.2 billion
	R36.3 million
	2.9
	18


Source: National Treasury (2012)
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Series 1 represents budget projections

Series 2 represents actual spending

5. Summary and Assessment of Each Departments Performance

 6.1 COGTA
 (Vote 3): Was allocated R54.7 billion but spent only R181 million or 0.3 percent. This is a slow spending given the projection of R498.8 million or 0.9 percent.
Economic Classifications:

Slow expenditure is driven mainly by the fact that most transfers had not taken place. R52.6 billion 96.1 percent of the total budget is for transfers and subsidies; and only 0.1 percent was transferred.

Except for compensation of employees which spent at least 24.4 percent, slow spending also occurred in all the following economic classifications-
· Goods and Services- only 4.4 percent spent

· Payments for financial Assets- only 6.1 percent spent

Programmes: Except for Programme 2 which spent at least 20.4 percent, slow spend occurred in 5 programmes:
· Programme 1(Administration) - only 17.9 percent spent.

· Programme 3 (Governance and Intergovernmental Relations)- only 0.1 percent spent

· Programme 4 (Disaster Response Management) - only 4.5 percent spent

· Programme 5 (Provincial and Municipal Government Systems) - only 3.3 percent spent

· Programme 6 (Infrastructure and Economic Development) - only 0 percent spent

	Main drivers of slow spending

· Vacant positions (programme 1 , 3, 4, )

· ICT upgrade taking longer than anticipated (persisted for longer than 3 months)

· Community Works Programme verification process taking longer

· Relocation of the Municipal Infrastructure Support Agency (MISA) to new premises

· Delays in the receipt of invoices




6.2 Basic Education (Vote 15): Was allocated R16.3 billion but spent only R4.1 million or 25.3 percent. This is a slow spending given the projection of R4.7 billion or 28.5 percent.
Economic Classifications: Except for transfers and subsidies which was well at 32.4 percent; slow expenditure occurred as follows-
· Compensation of Employees- only 21.5 percent spent

· Goods and Services- only 7.7 percent spent

· Payments for capital assets- only 2.7 percent spent

· Other- 0 percent spent

There is an economic classification called other with a budget of R50.1 thousand, National Treasury must provide clarity regarding the content of this economic classification.

Programme: Except for programme 5 (Education enrichment Services) and Programme 3 (Teachers, Education Human Resources and Institutional Development) which spent 31.9 percent and 94.3 percent respectively, slow spending occurred in the following:
· Programme 1 (Administration)- only 22 percent was spent

· Programme 2 (Curriculum Policy, Support and Monitoring- only 3.4 percent was spent.

· Programme 4 (Planning information and assessment)- only 18.6 percent was spent.

	Key drivers of slow spending

· Vacant positions (persisted for four months)

· Delays in  spending on the Schools infrastructure Backlogs Grant

· Delays in the awarding of  a tender for the delivery of stationery as part of the Kha Ri Gude

· Delays in the payment for interest and rent in the value of R4.6 million.

· Delay in delivery of stationery


6.3 National Treasury (Vote 10): Was allocated R21.6 billion but spent only R4.5 billion or 21 percent. This is a slow spending given the projection of R4.7 billion or 28.5 percent.
Economic Classifications: Except for payment for financial assets, slow spending was incurred in all the following economic classification-
· Compensation of Employees- only 19.8 percent was spent.

· Goods and services- only 16.5 percent was spent

· Transfers and subsidies- only 20.5 percent was transferred

· Payments for capital assets- only 10.7 percent was spent

Programmes: Except for programme 9 and 10, slow spending was incurred in all the following programmes- 
· Programme 1 (Administration) - only 15.6 percent was spent.

· Programme 2 (Economic Policy, Tax, Financial Regulation and Research)- only 16.7 percent was spent.

· Programme 5 (Financial Systems and Accounting)- only 16.1 percent was spent.

· Programme 6 (International Financial Relations)- only 5.8 percent was spent.

· Programme 7 (Civil and Military Pensions, Contributions to Funds and Other Benefits)- only 19.2 percent was spent

· Programme 8 (Technical Support and Development Finance) only 3.2 percent was spent.

	Key drivers of slow spending

· 125 posts remained vacant as at 30 June 2012. Vacant posts are spread across:

-Programme 1 = 33 vacant posts

-Programme 2 = 26 vacant posts

-Programme 3 = 29 posts

-Programme 4 = 4 posts

Programme 5  =21 posts

Programme 6  = 7 posts

· Delays in performance bonus payments

· Memorandum of understand (MoU) on the Jobs Fund between National Treasury and DBSA has not been concluded.

· Outstanding invoices from Department of Public Work (DPW)

· Delays in wage settlements between labour and government 




	Issues for Consideration

· It is concerning that most reasons provided for slow spending are not new to the Committee and were discussed with the Department in 2011/12.

· What is the state of progress regarding the filing of vacant position

· How is the non-filling of positions impacting on the performance of the Departments and municipalities that are reliant on the National Treasury

· What is the status regarding the signing of MOU on the Jobs Fund

· The experienced delay in the implementation of the Jobs Fund is disadvantaging the unemployed citizens who having been waiting to benefit from it.

· Has national Treasury- though Programme 8- managed to transfer budgets to municipalities after the start of the municipal financial year in July 2012?


6.4 Public Enterprises (Vote 11): Was allocated R1.2 billion but spent only R36 million or 2.9 percent. This is a slow spending given the projection of R4.7 billion or 28.5 percent.
Economic Classifications: Payments for financial assets accounts for R1 billion or 84.1 percent of the total departmental budget. 0 percent of this budget was spent. Other contributors to slow spending include-
· Compensation of employees- only 21.3 percent was spent.

· Goods and services- only 14.1 percent was spent

Programmes: Slow spending was incurred in all three programmes as follows-
· Programme 1 (Administration)- only 21.7 percent was spent

· Programme 2 (Legal and Governance) only 14.6 percent was spent

· Programme 3 (Portfolio Management and Strategy Partnerships)- only 0.9 percent was spent.

	Key drivers of under spending

· R1 billion, equivalent to 84.1 percent of the Department’s budget, allocated for financial assets has not been spent (.i.e. 0 percent spending.

· Unfilled vacant positions

· Budget of R350 million  not transferred to Alexkor due to its failure to  meet funding conditions

· R700 million not transferred to Denel (Pty) Ltd.


6.5 Human Settlements (Vote 31): Was allocated R25.3 billion but spent only R3.6 billion or 14.4 percent. This is a slow spending against the projection of 4.6 billion or 18.2 per cent.
Economic classifications: transfers and subsidies account for 24 billion 95 percent of the total departmental budget. Only 14.7 percent was transferred and it is below the projection. Except for transfers and subsidies, slow spending also occurred in the following-

· Compensation of employees only 17.6 percent was spent

· Goods and services only 10.1 percent was spent

· Payments for capital assets only 14.7 percent was spent

· Payments for financial assets only 2.7 percent was spent.

Programmes: slow spending was incurred across all 5 programmes and all programmes spent below 15 percent.

Programme 4 (Housing Development Finance), accounts for R24.6 billion or 97.3 percent of the departmental budget. The budget is mainly for transfers for subsidies. Only R3.5 billion or 14.4 percent was spent due to delays in transfer payments.

	Key Drivers of under spending

· Delays in procurement processes

· Delays in the payment of the Human Settlements Development Grant to the Free State provincial Department due to non-compliance with DORA
.

· Vacant Positions in Programme 2, 3

· Slow performance  on the Rural Household Infrastructure Grant




6.6 Department of Water Affairs: had an approved expenditure projection of R2.0 billion but only spent R1.2 billion or 60 per cent at the end of the first quarter. This means that the Department has under spent by R786.1 million or 40 per cent of its projected budget for the first quarter.

 The Departmental budget mostly consists of transfers and subsidies and Payment for Capital assets which make up R6 billion or 70 per cent of the budget. Therefore, the under expenditure was due to the delays in the implementation of Nandoni pipeline, Hluhiuwe, Inyaka and Middle Letaba  dam, the late submission of invoices for the work done by service providers, some transfer payments not made which include Inkomati Catchment Management Agencies, Breed Overberg Catchment and the delays in upgrading Video Conferencing link.
Economic Classifications:

· Compensation of employees: the department only spent R239.3 million instead of R268.2 million projected for the first quarter. This was due to Water Infrastructure and unfilled funded vacant positions. 
· Goods and services: the department only spent R232.6 million instead of R388.8 million projected for the first quarter. This was mainly due to delays in the procurement process including those of upgrading of Video conferencing link, claims from members of the National Water Advisory Council and Business Process Review Project Committee. Part of the challenges were delays in the procurement processes for the development and implementation of Enterprise Monitoring and Evaluation Tool 

· Transfers and subsidies: have only transferred R506.8 million instead of R596.3 million projected for the first quarter. This was due to the delay in the transfer payment of Bulk Regional Programme as results of invoices not submitted on time, delays in the approval of Water Service Operating Subsidy Grant. 

· Capital Payment: has only spent R313.3 million instead of R825.3 million for the first quarter. This was due to the delays in the implementation of water services projects such as Nandoni, Inyaka and Middle Letaba. This was also attributed to the lengthy process of approving service providers and invoices not received on time from service providers.

	It is worth noting that most of the under expenditure is identified under transfers and subsidies as well as payments for capital assets. These two economic classifications combined make up to 70 per cent of the Departmental budget. It is therefore, imperative for the Department to identify these anomalies and devise a plan to address it before it affect the next financial cycle.  




6.7 Department of Rural Development and Land Reform: only spent R1.6 billion of the projected R2.2 billion for the first quarter.  This means the Department has under spent by R656 million or 29 per cent and land restitution grant being the major contributor for such under expenditure.  

Economic Classifications:

· Compensation of employees: only spent R285.2 million instead of R385.9 million projected for the first quarter. Slow spending was due to the inability to fill funded vacant positions primarily for the scarce skills.  This issue has been persistence throughout the first quarter.   

· Goods and services: only spent R292.9 million of R437.1 million which was projected for the first quarter.  This was due to the delays of invoices from Department of Public Works in relation to accommodation. The payment of outsourced Internal Audit was not made as the audit process is still underway. 

· Transfers and Subsidies: only spent R1 billion of the projected R1.4 billion for the period under review. This was due to the complexity of restitution claims and the legal issues regarding restitution claims which were withheld by the department.

· Payments for Capital Assets: reported an overspending of R6.1 million instead of R2.4 million projected. This means that the Department has spent R3.7 million more than its projected budget for the first quarter.  This was mainly due to the spending on accruals in the first quarter that needed to be paid.  Furthermore, it was not indicated how much was spent on accruals and how much was an actual expenditure for the first quarter. 

	Noting that the department has exceeded its projected expenditure by R3.7 million under payments for Capital Assets, it will be important for the Department to explain whether is there any budget shortfall due to this excessive expenditure on CAPEX and whether there a plan to address such a shortfall. Of note is that the Department has been experiencing the same challenge of under spending under land restitutions grants since the first quarter of 2010/11, 2011/12 and 2012/13.




6.8 National Department of Health: spent R6.6 billion instead of R7.3 billion which was projected. This means that the department has under spent by R638.4 million or 8.8 per cent. This was mainly as a result of slow expenditure on transfers and subsidies primarily Comprehensive HIV/AIDS and Health Infrastructure Grants. 
Economic Classifications:

· Compensation of employees: only spent R111 million instead of R121.4 million projected for the first quarter period 2012/13.  This means that the department has under spent by R10.5 million and there were no further reasons mentioned for under expenditure. 

· Goods and Services: only spent R76.9 million of R231 million which was projected for the first quarter. This means that the Department has under spent by R154.1 million at the end of the first quarter and there was no further reasons mentioned for such under spending. 

· Transfers and Subsidies: only spent R6.4 billion instead of R6.9 billion projected for the first quarter. This means that Department has under spent by R475 million at the end of the first quarter. This was due to under expenditure on Health Infrastructure Grant as well as Comprehensive HIV/AIDS grants. 

· Payments for Capital Assets: spent R4.9 million instead of R3.7 million which was projected for the first quarter.  This means that the Department has exceeded its projection by R1.2 million. 

	The Department needs to put in place measures to address any budget shortfall that may occur as results of such over spending. The state of Health Infrastructure in certain provinces is acceptable yet the Department has not transfer infrastructure grants as well as those of HIV/AIDS.   




6.9. Department of Correctional Services: spent R3.7 billion instead of R4.1 billion which was projected for the first quarter. This means that the department has under spent by R412 million or 10 per cent of the projected. The under expenditure was identified in the following areas, 
· Compensation of employees: the Department projected to spend R2.8 billion in the first quarter, meanwhile only R2.6 billion was spent.  This was due to the non filling of funded vacancies (natural, attrition and delays in the filling of vacant posts).  

· Goods and services: only spent R967.2 million of R1.1 billion which was projected for the first quarter. The main driver of the under spending was as results of Care programme, slow processing of journal for stores items, food suppliers, medical suppliers and personal hygiene.    

· Payments for Capital Assets: only spent R77.7 million of R207.6 million which was projected for the first quarter. So this means that the Department has under spent by R129.9 million for the first quarter. The main driver of the under expenditure was mainly the unpaid invoices for capital projects which need to be submitted by Public Works.  

6.10 Department of Social Development 

The Departmental budget makes more than 20 per cent of the total government budget. The Social Development budget is primarily dominated by the transfers and subsidies of more than R100 billion in the form of social grants. The Department has only spent R27.9 billion of R34.4 billion which was earmarked for the first quarter. The Department has reported an under expenditure of R6.6 billion and it is therefore important to note that this is a very significant amount hence the size of the budget. The main drivers of the under expenditure were identified in the following areas, 

· Compensation of employees: spent R70.3 million of R79.2 million which was projected for the first quarter. The main driver of this under expenditure is primarily none filling of funded vacant posts for three programmes. 

· Goods and services: only spent R40.8 million of R81.4 million which was projected for the first quarter. The drivers of the under expenditure included delays of payment of outstanding invoices, less travel allowances than projected.  It was also due to the delays in the approval of service providers to render services. 

· Transfers and Subsidies: only spent R27.8 billion of R34.3 billion which was projected for the first quarter. The Department has reported under expenditure of R5.3 billion for the first quarter. This means that the overall under expenditure of R6.6 billion is mainly derived from the unspent transfers and subsidies. According to the Department the under expenditure of R5.3 billion is reflecting an accounting technicality rather under spending, partly this includes the slow uptake of social grants as it was anticipated.  

	Overall Issues for Consideration or observations:

· Noting that the Department of Public Works and other service providers has often reportedly delayed invoices to be submitted to other client departments which has a negative effect in the budget implementation process of these departments. 

· The non-filling of funded vacancies is a recurring issue year in year out, despite the fact that most of these vacancies are funded but still there is lack of action as results this contributes to under spending. 

· Delays in the implementation of capital projects by Department of Water Affairs is a cause for concerns, taking into account the fact that the Committee has undertaken several oversight visits to some of these water projects (Inyaka, Nandoni, and Hluhluwe).   

· Almost all selected departments for the first quarter analysis, none of these have managed to spend according to its projection for the first quarter. 

· The Committee needs to move towards Performance and Results based oversight, in line with the outcome based approached adopted by government.

· Department of Basic Education continues to incurred slow spending because of slow implementation of the ASIDI programme

· The implementation of the Jobs Fund remains delayed as the MoU between national Treasury and DBSA has not been signed


Source: 

National Treasury (2012) 2012/13 First Quarter Expenditure Report

� This refers to the Money Bills Amendment Procedure and Related Matters Act (Act, 09 of 2009).


� The consolidation of performance and expenditure information will improve the level of transparency in government and further enhance the level of oversight by Parliament. That is why it is important for Parliament to make use of the available oversight structures such as Public Service Commission, Department of Performance monitoring and Evaluation, National Treasury, Auditor General Human Science Research Council, Finance and Fiscal Commission and any other relevant “think tank”. 


� National Treasury (2010)


� National Treasury (2012)


� This refers to the Department of Cooperative Governance and Traditional Affairs


� This refers to the Division of Revenue Bill
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