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Summary and Analysis of the Adjustment Appropriations Act [B3 2012] in the Medium Term Budget Policy Statement 2012/13
1. Introduction

This brief provides an outline of the overall requested adjustments in the Appropriations Act B3 (2012) which was passed early this year. The paper reports on departments whose adjustments will be approved by Parliament through the Public Finance Management Act section 43(2). The Adjustments applied for by departments can be approved either by Parliament or National Treasury. In this regard, some departments have requested virements in excess of 8 per cent, which can only be approved by Parliament. Some adjustments however, have been approved by National Treasury even though they are in contravention of section 43 (2) of the Public Finance Management Act (e.g. shifting funds from capital or transfer expenditure to fund current expenditure)
 due to the regulation in section 5 of the Appropriations Act. Section 43 (6) of the PFMA allows the National Treasury to regulate the application of Section 43 of the PFMA. It is therefore imperative for Parliament to invite the departments that fall under these categories to make submissions regarding their requests for adjustments. This will enable Parliament to assess the budgetary effects of such adjustments. Parliament can also write letters to request further explanations where a department in not going to appear before the Standing Committee on Appropriations. 

2. The Proposed Medium Term Expenditure Framework for the next three years

The proposed fiscal framework for 2013/14 provides for total spending of R1.15 trillion in 2013/14, R1.24 trillion in 2014/15 and R1.34 trillion in 2015/16 while maintaining expenditure growth of about 8.2 per cent per year
.  Debt Service costs are expected to rise from R89 billion to R115 billion in the 2015/16 financial year.  Of note is that the fiscus does not provide for expenditure increases beyond the 2012 budget baseline. It is therefore important for departments to use available resources optimally without waste.  The government has reprioritised spending and identified savings to improve value for money and to ensure alignment with the National Development Plan (NDP). Departments have reprioritised spending away from programmes that are not meeting performance requirements or not closely aligned to their mandates. Withdrawals were made through the contingency reserves to accommodate the carry through costs of the 2012 public sector wage agreements
.   

Issues of Consideration: 

· Since all the government Departments are now aware of the proposed budgets for the next three years, how does National Treasury and government in general make sure that these proposed three year budgets are aligned to planning for the next three years in each sector?

· What factors led to increase to the Debt Service costs and whether the country’s debt is still manageable taking into account the recent down grading by Moodley and Standard and Poor report.  

· What criterion is used by government to reprioritise spending such that it does not necessarily affects the five key priorities of government? How is it possible to have programmes which are not necessarily aligned to departmental mandate being approved and budgeted for?  
· What are the possible fiscal risks in utilising amount allocated for contingency reserves on expenditure when the government is running budget deficit? 

3. The need to shift the composition of spending 

The government has asked national and provincial departments to reduce expenditure where possible over the Medium Term so that these funds can be reallocated to infrastructure and other priority projects. For the MTEF period ahead, public expenditure will remain at the level set in the 2012 budget, in keeping with sound medium term fiscal guidelines. This therefore means that there will be no additional monies to the overall spending levels. The government is indeed committed to shift the current spending from consumption to productive investment. There is therefore a need for public sector and municipal finance to be strengthened; as well as for the substantial investment of energy, water, and transport utilities to be financed. In order for this composition of spending to be achieved, moderation of personnel expenditure and greater efficiency in service delivery is necessary.  Since 2008/09, personnel spending has increased from 33 per cent to 35 per cent of total government expenditure
. This year the public sector and unions signed a three year wage settlement agreement. The agreement is estimated to cost up to R5.5 billion for the 2012/13 financial year and R37.5 billion over the Medium Term Expenditure Framework (MTEF)
.  The National Treasury is finalising the process of appointing a Chief Procurement Officer to try and address weaknesses in government procurement processes
. This weakness has been raised in the Auditor-Generals’ reports in a number of government departments. Most of the findings raised by the Auditor-General include issues relating to poor Supply Chain Management processes
.  
Issues of Consideration:
· The issue of spending composition from current consumption to production investment was tabled in the 2011 MTBPS. It will therefore be useful for the National Treasury to provide an update as to how far this process is progressing.

· Seeing that most of the compensation of employees’ budget is spent on provincial governments, how is National Treasury advocating the same message to other provincial treasuries? 

· It was noted that most funded vacancies were not filled and instead funds were shifted from these vacancies to other programmes. However, the increase of spending on compensation of employees from 33 per cent to 35 per cent is a serious concern. 

4. Revised National Estimates of Expenditure, 2012/13

Table 1 below provides a summary of the Adjustment Appropriations Bill, which sets out amendments for the current financial year. The Bill also reflects in- year changes to allocations made possible by reprioritisation within the existing expenditure envelope.

Table 1: The Allocations of adjustments 2012/13

	The Adjusted Appropriation 2012 
	The Reasons for adjustment of the Appropriation 

	1. R1.5 billion 
	These are roll-overs related to unspent funds for 2011/12 

	2. R1.5 billion 
	To cover costs of higher than expected salary adjustments in national departments flowing from the public sector wage settlement

	3. R323 million
	To cover costs associated with hosting of Africa Cup of Nations football tournament, including protocols and migration services. 

	4. 450 million 
	For the rehabilitation of uMthatha airport

	5. 375 million
	For community development projects such as environmental management and conservation under the Expanded Public Works Programme

	6. R187.7 million
	Value Added Tax (VAT) payments for the purchase of the new Atlantic research vessel, the S.A Ghallas 

	7. R118.3 million 
	For contractual penalties incurred by Denel Saab / Aerostructures related to the A400M aircraft contracts. 

	8. R80.7 million 
	For additional game rangers to combat rhinoceros poaching in the Kruger National Park

	9. R63  million 
	To deploy vessels and resources in joint anti-piracy operation in the Mozambican Channel.

	10. R440.1 million 
	Refunded to departments for monies paid directly into National Revenue Fund from department-specific activities. 

	11. R3 billion 
	This will not be spent in 2012/13, and has been declared as  savings.


National Treasury (2012)

These adjustments include roll-overs, unforeseeable and unavoidable expenditure, unspent funds from the 2011/12 financial year, shifts and declared savings. These are some of the funds that needed to be prioritised for other programmes other than what was budgeted for. 

Issues of Consideration:
· An amount of R118.3 million for penalties incurred by Denel Saab Aerostructures related to an air-craft contract is not new and the R63 million to deploy vessels and resources in joint anti-piracy operations in the Mozambican Channel. These funds were also tabled in the 2011 MTBPS. National Treasury must explain whether these were meant to be once-off payments, and if so, why they form part of the new allocations? 
· What informed the allocation of R323 million for Africa Cup of Nations, and are there any plans in place to make sure that these funds are utilised as earmarked. 

· With regard to the amount of R3 billion declared as a savings for the 2012/13 financial year, it is important to indicate that part of this includes funds that were earmarked for vacant positions which were not filled, and infrastructure projects that were not completed on time. Therefore, this cannot be classified as savings. National Treasury should explain the definition of a “savings” in respect of  money was not spent and the service only partially delivered or not delivered at all. 

· National Treasury should explain why the money budgeted for vacant posts will not be used for the original purpose and eventually defined as a savings?  Are any of these positions part of the critical or scarce skills posts? Is there was a need for some of these posts to be filled eventually, and how will non-filling of the positions impact on service delivery?

· Some of these savings were identified from infrastructure projects due to delayed completion, and therefore cannot be classified as savings since the service was not completely delivered, resulting in under-expenditure, not savings.    
· The department involved in these delayed projects are as follows – hence the under-spending:

· Trade and industry - delayed implementation of the Economic Competitiveness and Support Package

· Transport – savings from the Taxi Recapitalisation Programme

· Police- delays in the completion of police stations.

· Communications - delays in procurement processes in respect of 112 call centres

· Human Settlements – delays in the implementation of Rural Household Infrastructure Grant 

· National Treasury - delays in the implementation of the Employment Creation Facilitation Fund

· Public Works - delays in the implementation capital projects
Therefore, the above allocations cannot form part of savings as this is clearly under-spending on allocations that were budgeted for specific purposes that were mostly never fulfilled. It is possibly either due to poor planning or inadequate capacity that these projects could not be executed. A significant contributory factor to the lack of capacity to implement these projects is the vacancy rates in departments.
5. Policy Reprioritisation over the MTEF 

Over MTEF
, R40 billion has been moved away from non-performing programmes or programmes that are not closely aligned to departments’ core mandate. Some funds were also shifted from programmes that are not expected to disburse funds as quickly as possible. The main recipients of the estimated R40 billion during the MTEF include the following departments:

· Police- expanded detective and forensic capacity

· Defence – maritime Security Strategy and military veterans

· Labour – to prepare for amendment of labour legislation

· Education – education infrastructure and community libraries

· Transport – roads and public transport 

· Social Development – social workers and grant infrastructure

· Expanded Public Works Programmes (EPWP) – the non – State Sector (NGO’s)

· Water Affairs – water infrastructure upgrade and maintenance    

Issues of Consideration:
· It important to note that some of the recipients of the R40 billion include departments that  have recorded under-expenditure in certain programmes i.e. EPWP, water Affairs, education, and Police. 

It important to note that some of the recipients of the R40 billion include department have recorded under expenditure in certain programmes i.e. EPWP, Water Affairs, Education, and Police.  Therefore National Treasury should explain the rationale behind implementing programme budgeting in exclusion of performance based budgeting, as performance budgeting would lead to optimum efficiency. 
6. List of the Identified Departments for the 2012/13 Adjustments Appropriations 

The following Table-1 outlines a sample of departments that have applied for adjustments and a summary of issues related to adjustment.

Table 1: List of Selected departments whose adjustments need be approved by Parliament

	Department Name 
	Summary of issues


	1. Department of Communications
	· Non-completion of 112  call centres 

	
	· The shifting of funds from infrastructure projects 

	
	· The virement amounted to 51.5 per cent  

	
	· Virement of more than 8 per cent requires approval from Parliament and therefore a submission is important  in this regard

	
	· Overall expenditure – only 46 per cent was spent at the end of the second quarter 2012. 

	
	

	2. Department of Human Settlements
	· Virements amounted to 10.5 per cent and 8.2 per cent 

	
	· These will require Parliamentary approval and therefore submission is important

	
	· Shifting of funds from funded vacancies a cause for concern

	
	· Under-expenditure on Rural Household Infrastructure Grant (RHIG), which was recorded as a savings. 

	
	· Overall expenditure - Only 40 per cent was spent at the end of the second quarter

	
	

	3. Statistics South Africa
	· Virements of 18.1 per cent were recorded

	
	· Shifting of funds from funded vacancies 

	
	· Virements of 10.5 per cent

	
	· Virements of 12.1 per cent

	
	· Virements of 11.5 per cents

	
	· These virements  are above the PFMA requirements and therefore submission is important  

	
	

	4. Department of Water Affairs
	· Persistent roll-overs of R113.6 million and R61.6 million for the construction of Nandoni dam pipeline

	
	· Declared savings from funded vacancies which were not filled

	
	· Declared savings from infrastructure projects due to delays in the implementation of these projects and therefore this is not a savings. 

	
	· Overall expenditure - only 30.4 per cent was spent at the end of the second quarter of 2012. 

	
	

	5. National Treasury 
	· Reported virement of 24.7 per cent 

	
	· Shifting of funds from funded vacant positions

	
	· Virements of 14.6 per cent

	
	· Shifting of funds under Assets for Capital Payment (CAPEX) and Transfers

	
	· Overall expenditure - only 45 per cent was spent at the end of the second quarter

	
	

	6. National Department of Health 
	· An amount of R15 million has been introduced as a new grant, therefore a briefing to outline the consolidated plan is required before the Committee approves it. 

	
	· Unforeseeable and unavoidable of R200 million to KwaZulu-Natal (KZN) province for both Hospital Revitalisation Grant and Health Infrastructure Grant (HIG). 

	
	· Unforeseen and unavoidable of amount of R166 million to Free State province for HRG

	
	

	7. Cooperative  Governance 
	· Declared savings on transfer payments to United Cities and Local Government of Africa

	
	· Shifting of funds for reprioritisation

	
	· Overall Expenditure- at the end of the second quarter only 39.3 per cent

	
	· 

	
	

	8. Department of Sport and Recreation
	· An amount of R213 million been allocated for AFCON

	
	· An amount of R143.1 million has been allocated for Host Cities 

	
	

	9. Department of Performance Monitoring
	· Virements of 9.3 per cent
· Overall Expenditure- was 33.2 per cent at the end of the second quarter 2012

	
	

	10. Department of Women and Children
	· An amount of R12 million allocated for capacity building and R7 million for Deputy Minister’s accommodation. 

	
	


National Treasury (2012.a) and National Treasury (2012.b)

7. Issues for Committee Consideration in the Medium Term Budget Policy Statement  

· 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 2011 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, the targets for 2012/13 are lagging behind. Another case in point is the Jobs Fund, whose budget is yet to be spent. Therefore, the Committee needs to assess and analyse the MTBPS and budget adjustments with proper planning as the main focus factor because ultimately, in the absence of proper plans budgets become unrealistic and lack credibility
. 

8. Mid-year Expenditure Performance Information: Forms 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. While some amendments can only be approved by Parliament, other amendments do not necessarily require Parliament’s approval. It is against this backdrop that it is important for the first and second quarter expenditure reports to be tabled before the presentation of MTBPS as opposed to incorporating second quarter expenditure with the MTBPS
. This will allow Parliament to assess the expenditure and performance for the first six months accurately and make meaningful inputs before even looking at the adjustments
. Currently, the tradition is that of tabling the second quarter expenditure report in conjunction with the MTBPS, which does not really help Parliament, particularly when taking into account the work-load that the Standing Committee on Appropriation is expected to perform during the same period.  Tabling the second quarter report before the MTBPS will enable the Standing Committee on Appropriations to make more meaningful and accurate recommendations for the next three years’ proposals. The tabling of the second quarter expenditure report before the MTBPS would also be aligned to the Budget Recommendations Review process undertaken by Portfolio Committees, which requires the first and second quarter expenditure reports to be part of the annual performance assessment.   

9. Conclusion

The above analysis seeks to highlight red flags for the adjustments Appropriations Bill for Parliament to take into account before approval of the adjustments budget. It also aims to give Parliament the overall assessment of the budget outlook for the first six months, as well as the estimated allocations for the MTEF. It further identifies departments that can be invited by the Standing Committee on Appropriations to make submissions for their adjustments, primarily those that have applied for virements in excess of 8 per cent in contravention of the Public Finance Management Act.  
Part of the responsibility of the Standing Committee on Appropriations is to pass the Appropriations Bill, Adjustment Appropriations Bill, Division of Revenue Bill and the Division of Revenue Amendment Bill. It is therefore important for the Committee to request submissions from departments. This will allow the Committee to exercise its oversight role effectively as it will be able to assess the situation that led to these adjustments. While this is bound to happen every year, the Committee should take cognisance of adjustments which have occurred as a result of poor planning and should not be allowed moving forward.  
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� It is important to note that section 43 (2) of the Public Finance Management Act allows departments to make virements of not more than 8 per cent of the main division of a vote.  Therefore in order to prevent unauthorised expenditure Parliament is required to approve any virements above 8 per cent. It is important to note that section 5 of the Appropriations Bill does, however, allow the Virements of funds from CAPEX and Transfer payments if these are approved by National Treasury. Although Section 43 (4) of the Public Finance Management Act does not allow the Virements of capital payments, transfer and subsidies to defray current payments, section 46 (6) of the same Act allows National Treasury to regulate application of Section 43.  


� Dlomo and Zamisa (2012) 


� 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”. 


� Phelelani and Musa first quarter presentation (2012)
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