Ce hransel
:b!-l!f rz o1/

F Province of the

{ EASTERN CAPE

MEC: FINANCE

Private Bag X0028 » Bhisho » 5805 » REPUBLIC OF SOUTH AFRICA
Tel: +27 (0040 609 4885 « Fax: +27 (0340 638 1030 » www.eclreasury.gov.za
sisanda.dalasile@treasury.ecprov.gov.za

Date: 17 November 2006

The Chairperson

Select Committee on Finance
National Council of Provinces
P.0. Box 15

Cape Town

8000

Dear Sir

SECOND QUARTER OF THE 2006,/07 FINANCIAL YEAR.

1. Purpose.
The purpose of this report is to update the National Parliament on the second quarter

performance of conditional grants and Infrastructure for 2006/07 financial year.

2. Executive Summary.
On 5 September 2006, the Eastern Cape Provincial Treasury appraised the Select
Committee of Finance on first quarter performance of conditional grants and

Infrastructure. In this report a further update is made on the expenditure trends in the

second.

2.1.Conditional Grants
For 2006,/07 financial year Eastern Cape has a budget of R26, 8 billion, of which
R2, 8 billion and R3 bhillion is for Conditional Grants and Infrastructure, respectively.

The Infrastructure budget includes Provincial Infrastructure (R742, 1 milliu
L #
Hospital Revitalization (R105, 3 million) Grants. This means that about R2, 1I 1"' o0 1]

72% of the Infrastructure budget is funded from equitable share.
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Actual spending in the 15t quarter stood at R489, 7 million against projections of
RE677, 7 million, recording an under spending of R188, 1 million or 22, 7%. In relation
to the budget this expenditure represents 17, 4%, against an expectation of 25%

assuming a linear progression.

In the second quarter the trend on under-expenditure continues with actual
expenditure standing at R552, 2 million against projections of R778 million, thus

recording an under expenditure of R225, 9 million.

With the exception of four grants (Comprehensive Agriculture Support Programme,
Comprehensive HIV/AIDS, Hospital Revitalization and Mass Sport Recreational
Participation Programme) all grants have recorded under expenditure in the reporting
period, with the following grants recording high levels of under expenditure:

* Forensic pathology services (85, 5%);

« HIV/AIDS life skills (69%);

s [ntegrated housing and human settlement development (66, 3%), and

= Health Professions Training and Development (64, 4%).

When using actual expenditure as a percentage of the budget, quarter on quarter
performance of all the conditional grants, with the exception of health professions
training and development has shown some improvement. While actual expenditure
for the total grants stood at 17, 4% of the budget in the first quarter, this figure shows

a marginal increase to 19, 7% of the budget in the second quarter.

2.2.Infrastructure,

Expenditure for Infrastructure is standing at R1, 1 billion or 38% of budget in the
second quarter. This is somewhat slow because one would expect that the
expenditure should be around 50%, mindful of the fact that expenditure patterns on
this item may not be linier. Housing and Local Government and Sports, Arts and
Culture are showing no expenditure while the highest expenditure is recorded by
Health (46%), followed by Agriculture (42%), Roads and Transport (38%) and

Education (35%). The reasons for under-expenditure are included in the table in

section 3.3. below.
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3. Discussion

3.1.Transfers.
Table 1: Transfers for April - September 2006.
Grant Type Budget Transfers April |Transfers July to| Transfers April to| Transfers (April -
to June (R'000) September September September) as %
(R'000) [R'000) of Budgat
mprenensive agnculture suppon programme 57,081 5,707 18,571 25,678 45.0%

Land care programme B,675 GRa 2,338 3,004 45 0%
Further Education and Training 61,000 30,500 = 30,500 50.0%
HIV | AIDS Life skills (Education) 25,113 6,279 24,445 30,725 122.3%
|National school nutrition program 233,882 58,471 58471 116,842 50.0%
Comprehensive HIVIAIDS (Health) 218.021 54 804 35,336 80,840 41.7%
Forensic pathology sarvices 79,984 19,990 19,858 30,098 50.0%
Health professions training and development 127 566 31,8980 31,880 63,780 50.0%
Hospital revitalization 105318 26,328 26,328 52,656 50.0%
Mational tertiary services 374,203 03,552 93,552 187,104 50.0%
Integrated housing & human resatlament dev, 761,804 159,800 274,700 434,500 57.0%
Provincial infrastructure grant 742,057 185,514 185,514 371,028 50.0%.
Mass sports and recraational particapating

program. 17,060 4,550 4532 4 0o 53.3%
Total Conditional Grants 2,809,944 B77,771 T78,075 1,455,845 51.8%

In the period April to September 2006, an amount of R 1, 4 billion or 52% of the budget

has been received. All the receipts are in line with the payment schedule and no money

has been withheld by national government.
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3.2.Expenditure trends on Conditional Grants.

Table 2; Projected and Actual Expenditure on Conditional Grants by Type

April to September 2006

Grant Type Budget Transfers April Actual Cverl-JUnder(+) | Actual as % of | Over[-Winder(+) | Actual as % of
{0 September | Expenditure (R000) Transfers  |as % of Transfers|  Budget
(Reo0d) Aprilta
September
{000}

Comprenansive agriculture supporl programme 57 061 ETR 21858 1520 o 7.1% 41.5%
Land care programme BATS 3,004 220 T84 1% %1% n%
Further Eucafion and Training 61,000 30,500 30505 12 1001% £1% B0.0%
HIV / AIDS Life skils (Education) 5,113 0,735 12883 17,842 4w 1% 51.3%
Mational schoal nutribion program 33 116,342 90,535 2,407 7745 6% %
Comnprehgnsive HIVIAIDS {Health) 218,021 50,840 10481 {15651} 121.6% 25 50.7%
Forensic pathology senvices 79984 3,59 3587 41 0% &1.0% 45%
Heallh prodessions iraining and development 127,566 B3,780 54,577 9,503 B51% 0 42.5%
Hespital reviilisatian 105,318 52656 52,355 n 0944, 0% 497%
Nalional farfiary sarvices 4203 167,104 157,007 0,097 B39 16.1% 420%
Iniegrated hoasing & human resefisment dev. 761,994 434,500 163,38 ik I vk, 2.5
Provincial infragiuch.re grant 741057 7,028 3533 7646 Ba9% 10.1% 4 7%
a3 sports and recreational parkcipating

progran, 17,060 9091 NE 2354 741% 59% 1%
Tatal Condilional Grants 2,809,944 1,455,848 1,041,848 414,000 T 8% F i

Grant actual spending for the first six moths is R1 billion against projections of R1, 4
billion, resulting in under-expenditure of R414 million or 28, 4% of transfers. This

indicates some worsening of the situation, as under-expenditure has increased from

R188 miliion in the first quarter to R226 miilion in the second guarter.

The lowest spending grants are Forensic Pathology (9%) and Integrated Housing and
Human Settlement Development grant (37, 7%). This trend has been consistent from both

the first and second quarter.

The highest spending grants are Comprehensive HIV/AIDS (121, 6%) and Further

Education and Training (100, 1%).
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Table 3 below provides expenditure trends by grant for month.

Table 3: Undr Expenditure on Condifianal Grants by Type, April in September 2008

{0}
(Grant Type Busget 200537 ki My | hme [ iy
Comretensive agnostue suppor progrnme 5761 ] 3] (1.7%8) 1838
Land car progremme 8875 ] : (48] 1,75
Futher Edueaion and Training £ 4 5 5 4
WV 1 DS L s [Edheatin) B 55! i (&0 im
isionalschool ntifion progren ms 1% (%, i1 L
Conprenersive HYIAIS {Heatt) HEH ey 546 1216 55
Forensic paholngy sevos T2 ) sy [109) 1043
Heaih rokssions aiing and development 127565 B3 AL ) L
Hospia e 105318 67! 145 ik o) 134
Natiorel kiay senioes XA Wi 1] [ 1
ousing & human esetfemert dev. Tl g &5 B 1 %
Provingal insictie grant oo . 165 (38428
Mass sports i recreaional paricipelng program 060 @ 15 1M
(Totl Condifonal Geants LB 13170 18316 57 0310
5
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3.3.Expenditure trends on Infrastructure.

Table 4 provides information on Infrastructure expenditure for the first six month.
Taitle 4 Trends on Infrasinuciure expenditure: Apd to September 2006,

Department 200607 Budget |2008/07 Actual |Balance to end of the |Exp &s % of Reason for variances from relevant departmental

Expanditure as st fyear budget represantatives

} 30 September
200§
{R'000 RO00
RoactshTranspon 1,546,215 585,795 59420 38%| The Roads sechon has indicated three large projects have bean
lized. Twe of these projects have baen swarded and one is &)
fhe procurement stage.

Healin 587,263 268612 318,551 48%{Tha main reasen for the minar vanance {50%-46%) is due to

dedays in spending 2 a result of poor wheather conditions over
the last bwa monks,

ware delays in the fransfars o fe implementing
gend(IT) due bo the depariment dealing with fhe quaries

the fransiers o implementing agents. The transter
been mads but not wilhin the Bmelines for e second
quarisr.

Public Works 76,706 17,366 59,340 3% The majar prajects have anly starled in sepbember due 1o delays
in the: procurement processes and planning. Spending is
expected 10 increase substanialy over e nexd few monfs as
e major projects have now commenced.

fport 22974 - 22974 0% The: infrastructure is impilemeanbed by an implementing

ageni[I0T). The management has recently reviewed its decision
the implemenking agart, in order 19 ensure infastucire

expenditure is increzsed, The process is now compiste.

Education B, 344 245,561 450,783 35%

Social Development 25,805 TET2 17,933 31%(The main reason for the minor varance (S0%-4E%) was due lo
fthe delays in the issuing of an order for the Grahams Town miuli
purpose cantre. Expenditure is now expacied bo increase as the
order has naw bean panerafied.

Agriculture 57,061 x3psa B.203 47%| This main reasan for this minor variance(50%-42%] is due to

seasonality and delays in project implementation were due 19
challenges experienced by the contractors in the implemantstion

of propacls.
Hu.:sng Local Govamment & 25,364 46 25318 0% |This project consists of fhe consiruction of offices end chambers
Tradifional Afairs or traditionsal leaders and courts. The under-expendiure is cue
some delays experienced in planning.
[TOTAL 3,037,732 1,450,110 1,887 622 3%
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3.4.Comments on expenditure trends by grant.

3.4.1. Department of Health
Business Plans for all the conditional grants for the period 2006/07 were
approved and signed by both the Provincial and National Health departments.
Whilst the Provincial department does not have a grant specific risk
management plan, there is a generic one for the entire department, through

which possible conditional grant risks are mitigated.

Tahle 5: Projected and Actual Expenditure an Conditianal Grants by Type, April to September 2006

(arant Type Buociget Trangiers April | Actual | Over|-WUnden#) | Actualas ool | Overf-Wndesft)| Achusl as % of
to Saplember | Expenciure (000} Translers  [as % ofTransfers|  Budget
[Fo0H Aol to
September

R0}
Comprehensive HVIRDG [Hazlh) HE 0 4084 1089 4651 126% 215% 2%
Forensic pahology savices [k ] 58 i B4 i, um 45
Heath professions veining and civekopment | 127566 §3.780 8T 551 B 1% 1455 41 5%
Hospel revitaission 15,3 FLE5h 5285 i % 05% o
Heabonal fertiary senaces e 167, 104 157007 e B30% 16.1% 0%
Tola WL FEL) | T n% 110% T

+ Comprehensive HIV and Aids

The purpose of this grant is to enable the health sector to develop an
effective response to the HIV and Aids epidemic and other related matters.
Through this grant, in the previous financial year the Province has been

able to roll out ART sites for HIV and Aids patients in 48 clinics.

received, while expenditure for the same period amounted to R110, 5
million or 121, 6% of actual transfers. This expenditure pattern yielded an

over expenditure of R19, 7 million or 21% of actual transfers.

» Forensic Pathology Services
The purpose of this grant is to provide a comprehensive Forensic Pathology
Services (FPS) in order to ensure impartial professional evidence for the

criminal justice system concerning death due to unnatural causes.
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The grants funds personnel, infrastructure (mortuaries), capital assets and
operational expenditure. Some personnel claims are still outstanding from

SAPS as the transfer negotiations are currently taking place.

Transfers of R39, 9 million have been received in the period April to
September 2006. Of these transfers only R3, 6 million or 9% of the actual
transfers has been spent hence an under expenditure of R36, 4 million or

91% of actual transfers.

The department ascribes the under spending, amongst other things, to
delays in procurement of equipment and physical construction of new
mortuaries. Owing to high levels of under expenditure to date and the fact
that some tenders are still at the procurement stage, it would seem that

there is an overall risk of under spending, especially on Infrastructure.

* Health and Professional and Training Development (HPTD)

The purpose of this grant is to support the training and development of
health professionals. This grant is for the execution of nationally assigned
functions to provinces and is in terms of schedule 4 of the Division of
Revenue Act (2006). Supported by this grant the department is targeting to
train professional nurses, pharmacist, paramedics, doctors, etc, by getting

into service level agreement with local universities.

Out of a budget of R127, 6 million, R63, 8 million has been transferred in
the period April to September 2006. Expenditure recorded in this period
stands at R54, 2 million or 85, 1 % of actual transfers, leaving an under-

expenditure of R9, 5 million or 14, 9 %.

« Hospital Revitalization

The purpose of this grant is to enable provinces to plan, manage,
modernize, rationalize and transform the infrastructure, health technology,
monitoring and evaluation of hospitals and to transform hospital
management and to improve quality of health care, in line with national

policy objectives.
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R52, 7 million has been received in the first six months of the 2006/07
financial year, while actual expenditure is R52, 4 million or 99, 4% of actual

transfers,

* National Tertiary Services

The purpose of the grant is to compensate provinces for the supra-
provincial nature of tertiary services provision and spill over effects, and to
enable provinces to plan, modernize, rationalize and transform the tertiary
hospital services delivery platform, inline with national policy objectives,

including improving access and equity.

R187, 1 million has been received in the period April to September 2006,
while expenditure of R157 million or 83, 9% of transfers was recorded in
the same period, leaving an under-expenditure of R30 million or 16, 1% of

transfers.

3.4.2. Department of Education
All Business Plans have been signed by both Provincial and National Departments.
About 9 Service Level Agreements (SLA's) have been received, including those of the
Mational School Nutrition Programme, which has signed SLA's with 103 SMME's.
Most of the SLA's appear to be at draft stage. No grant specific risk management
plans exist for the grants in the department. The department is however starting to

put systems in place with a view to minimize the risks relating to conditional grant.

Table 6: Projected and Actual Expenditure on Conditional Grants by Type, April to Seplember 2006

Grant Type [ Tramsfers Apil | Actwal | Over-WUndent+] | Aciualas%of | Over-WUnderft)| Actual as % of
o September | Expenditure [R'000) Transfers  |es%of Tranchers|  Budget
{Ro0d) Apiilio
Segtember
(Reo0d}
Frther Edecation and Training 1,000 3500 055 25 100.1% L1% 0%
IV | DS L shills [Education) 513 AL 12883 11,564 5 7% e 51.3%)
Waronal school nutriion program pachi) 116,942 055 B0 A% kel BT
Todal 19,595 171,809 11,54 1346 T n il
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= Further Education and Training (FET)
The grant seeks to recapitalize the FET Colleges to improve their capacity
to contribute to skills development training in the province. The grant is
compesed of transfer payments to 8 colleges in terms of Service Level
Agreement and an Operational Plan. No services Level Agreement has been

signed yet.

In the period April to September, R30, 5 million has been received with

expenditure recorded at R30, 525 million.

e Life Skills and HIV/AIDS Grant
The purpose of the grant is to coordinate and support the structured
integration of life skills and HIV and AIDS programmes across all learning

areas in the school curriculum.

R24, 4 million has been transferred in the first six months of the 2006/07
financial year, while R12, 8 million or 52, 7% of the actual transfers has
been spent, giving rise to an under-expenditure of R11, 5 million or 47, 3%

of transfers.

+ National Schools Nutrition Programme Grant.
The grant seeks to contribute to enhanced learning capacity through
school feeding, targeting learners from gradel to grade 4 (farm schools

grade 7). 5046 schools with 983 412 learners are set to benefit from the

programme in the current year,

Expenditure in the first six months is R90, 5 million, against transfers of

R116, 9 million, resulting in under-expenditure of R26,4 million or 22,6% of

the transfers.

3.4.3. Department of Housing, Local Govt. and Traditional Affairs
The department is still in a process of drafting its Business Pans. Except for
the Gazetting transfers to the municipalities there is no indication that Service

Level Agreement and risk management plan on conditional grants exists.

10
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