The Budgetary Review and Recommendations Report of the Standing Committee on Finance on National Treasury, dated 29 October 2010

The Standing Committee on Finance, having assessed the performance of National Treasury for the 2009/10 financial year, reports as follows:

1. Introduction

In terms of section 5(2) of the Money Bills Amendment Procedure and Related Matters Act, Act No 9 of 2009, committees must annually submit budgetary review and recommendation reports for tabling in the National Assembly for each department. A budgetary review and recommendation report must provide an assessment of the department’s service delivery performance given available resources, an assessment on the effectiveness and efficiency of the department’s use and forward allocation of available resources, and it may include recommendations on the forward use of resources.

1.1 The Mandate and Role of the Committee

The Standing Committee on Finance was established in terms of section 4 (1) on the Money Bills Amendment Procedure and Related Matters Act, Act No 9 of 2009. The mandate of the Committee is conferred to it by the Constitution, legislation, the standing rules or a resolution of a House, including considering and reporting on-

(a) The national macro-economic and fiscal policy.

(b) Amendments to the fiscal framework, revised fiscal framework and revenue proposals and Bills.

(c) Actual revenue published by the National Treasury.

(d) Any other related matter set out in the Money Bills Amendment Procedure and Related Matters Act, Act No 9 of 2009.

Further to the above, the mandate also encompasses the committee’s function to legislate, conduct oversight on the Executive’s actions and its entities. The Money Bills Amendment Procedure and Related Matters Act, Act No 9 of 2009 makes provisions for a procedure for this committee to amend money bills.

2. Methodology.

In complying with section 5(2) of the Money Bills Amendment Procedure and Related Matters Act, Act No 9 of 2009, the Standing Committee on Finance and the Select Committee on Finance held joint meetings on the 2009/10 Annual Reports of National Treasury, the South African Revenue Services (SARS), the Financial and Fiscal Commission (FFC), Statistics South Africa (Stats SA). The Office of the Auditor-General was also invited to give input during the budget review and recommendation report process. The report therefore reflects key issues that were identified by the two committees.

3. Mandate and role of National Treasury

The National Treasury is responsible for managing South Africa’s national government finances, and draws its mandate from Chapter 2 of the Public Finance Management Act, Act No 1 of 1999, together with Chapter 13 of the Constitution, 1996. National Treasury continued to monitor the impact of the global financial crisis and was able to find appropriate responses (interest rates were cut five times, increased the pace of government expenditure etc).

The budget process was enhanced as a result of the Money Bills Amendment Procedure and Matters Related Act, (Act 9 of 2009) and National Treasury’s capacity was increased by creating a division handling international and regional economic policy.

The legislative mandate of the National Treasury includes developing and prescribing measures to ensure equitable resource allocation and proper expenditure control in each sphere of government, as well as to ensure that this function is executed in a transparent manner.  The National Treasury does this by advocating and ensuring adherence to the following guidelines and procedures:

· Generally Recognised Accounting Practice.

· Uniform Expenditure Classifications. 

· Uniform treasury norms and standards. 

As the custodian of state funds, the National Treasury is therefore responsible for coordinating departments’ budgets in all spheres of government.  The Treasury’s role in this regard is to ensure that appropriated funds are transferred to departments for implementation of government priorities, and that government expenditure is continuously monitored. In 2010/11, the National Treasury plans to take stock of conditions associated with a recovering economy. In responding to the developmental challenges currently facing South Africa, the National Treasury will, in line with its mandate, play a crucial role in the government’s plan to shift resources away from lower priorities to higher priorities. 

3.1 Strategic Priorities of National Treasury

In line with the President’s call for more systematic approaches to challenges and doing things differently, and to adopt a multidimensional approach in partnership with business and labour in order to speed up service delivery, improve employment and reduce poverty, the National Treasury strategic plan indicates commitment to several issues, such as.

· Ensure that the macroeconomic perspective and analysis provided, is clear and dependable.

· Continue robust and constructive engagement with departments and Parliament.

· Sustain the fiscal stance followed over the years by applying appropriate fiscal policies.

· Embracing the new outcomes-based approach in government and adhering to the President’s call for a more efficient performance oriented public service.  This entails developing measurable outcomes for all programmes and projects, working hand in hand with the new Planning and Monitoring and Evaluation ministries in the Presidency, as well as adhering to the Government Wide Monitoring and Evaluation System.  

· Exploring policy objectives for a new growth path, including making the economy more labour absorptive, raising productivity, boosting exports, promoting investment, as well as improving education, health and training outcomes.

· Ensure proper management of public finances.

· Continue with the infrastructure development programme, which provided an essential stimulus during the recession.

· Accelerate economic growth and higher employment, which require stabilising microeconomic reforms and implementing sound macroeconomic policy.  The Treasury has also identified a need to respond to serious challenges such as employment (especially youth employment)

· Efficient use of funds to eliminate waste through the government savings and reprioritisation drive that started in 2009.

· To stabilise micro and macro economic policy by coordinating fiscal and monitory policy, working in conjunction with the South African Reserve Bank in this regard.  

· The drive to eradicate fraud and corruption in procurement and tender processes also has important implications on the National Treasury and its partners, particularly the Auditor General.

3.2 Analysis of Expenditure Reports

National Treasury is established in terms of Section 216 of the Constitution, 1996 and Section 5 of the Public Finance Management Act (No. 1 of 1999). Among its responsibilities, National Treasury is required to enforce compliance with good financial management principles and monitor the implementation of budgets. The department’s mandate is executed through programmes that largely play a facilitation and coordination role of the budget. To ensure effective delivery on its mandate, the department is allocated a budget as per programme and economic classifications that supports the identified priorities of the department.

 The Constitution requires that budgets and budgetary processes must promote accountability. In line with this constitutional principle, the Public Finance Management Act (PFMA) requires each government department and public entity to prepare reports (performance and financial) to account on their activities. The scrutiny of such reports is very important to the oversight work of Parliament, as it provides Members of Parliament with a holistic overview of the actual performance against plans. This section analyses the expenditure performance of the National Treasury.  

3.3 Budget Allocation 

National Treasury was allocated an adjusted appropriation of R62.8 billion in the 2009/10 financial year. These funds were allocated proportionally across the departmental programmes, with Provincial and Local Government Transfers and Fiscal Transfers programmes receiving a substantial share of the departmental budget. The Provincial and Local Government programme, which is responsible for managing conditional grants to other spheres of government was allocated R14.4 billion  (22.93 per cent) of the budget while R42.2 billion (67.15 per cent) was allocated to the Fiscal Transfers Programme. The budget allocation for the Fiscal Transfers Programme included R30 billion for an Eskom loan which aims at expanding its capacity. This programme is responsible for transferring funds to other countries as well as multilateral and domestic institutions and public entities. 

The departmental budget was dominated by transfers and subsidies, which amounted to allocated R61.6 billion (98.07 per cent) of the budget. Current Expenditure was allocated R1.2 billion (1.90 per cent), while Capital Payments category was allocated R16.3 million (0.02 per cent). This indicates that the National Treasury was allocated only 1.3 billion (2 per cent) for its operational budget.

3.4 Expenditure at the end of the 2009/10 Financial Year

The following table presents the spending trends by the National Treasury on its programme budget.
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As indicated in Table 1 above, the National Treasury spent R62.7 billion (99.72 per cent) of its adjusted budget at the end of the financial year. It had under-spent by R176.8 million (0.28 per cent) due to a combination of factors. These include the following: 

· Under-expenditure of R7.8 million (12.79 per cent) on the Asset and Liability Management Programme. This was attributed to slow spending on the Capital Structure and Financial Distribution Policy project, as well as delays in the development of the Treasury Management System.

· Under-expenditure of R53.8 million (11.72 per cent) on the Financial Management and Systems Programme. This was due to the less than anticipated spending on the Integrated Financial Management Systems (IFMS).

· Under-expenditure of R83.3 million on the Provincial and Local Government Transfers Programme. This was due to the non-disbursement of R83.3 million to municipalities for the Neighbourhood Development Partnership Grant (NDPG). This Grant aims to support the development of township development plans. It further aims to support nodal investment into the construction or upgrading of community facilities.

· Under-expenditure of R22.4 (0.05) million on Fiscal Transfers was due to less than anticipated transfer payments to the Financial Intelligence Centre (FIC).

· Cost cutting measures implemented by the National Treasury on operational expenditure. These include training and development, travel and subsistence, venues and facilities.

· Vacancies in both Asset and Liability Management and Financial Management and Systems Programmes.

While the National Treasury reported an impressive overall expenditure of 99.72 per cent, it should be noted that transfers to receiving entities constitutes a substantial share of the expenditure. Transfers and Subsidies constituted 98.07 per cent of budget and 99.83 per cent of transfer funds was disbursed to receiving entities at the end of the financial year. The National Treasury’s responsibility regarding transfers is to coordinate and to disburse transfer funds to the receiving entities, as well as monitor the use of funds by entities, particularly provinces and municipalities. Transfer budgets are implemented (actual expenditure) by the receiving entities.

It should be noted that some programmes that were allocated an operational budget had significantly under-spent at the end of the financial year. These include the Asset and Liability and Financial Management and Systems programmes. Even though the departmental operational budget only constituted 2 per cent of the total budget, it still under-spent on its operational budget. In this regard, the National Treasury under-spent by R59.4 million (7.5 per cent) on goods and services, R4.6 million (28.7 per cent) on payment for capital assets and R6.5 million (1.6 per cent) on compensation of employees.

3.5 Analysis of the Annual Report and Financial Statements
The indispensability and comprehensive analysis of annual reports cannot be underestimated. Annual reports are the most salient tools to measure the performance of a department or entity, and play an enormous role in holding government departments accountable to the legislature and the citizenry. According to the Guidelines for Legislative Oversight, annual reports are key reporting instruments for departments to report against the performance targets and budgets outlined in their strategic plans, read together with the Estimates of the National Expenditure (ENE). They allow Parliament to evaluate the performance of a department after the end of a financial year. The critical information contained in the annual report, which is backward-looking, include inter alia, service delivery information, presentation of financial statements, audit report and accounting officer report.

This section provides a summary and analysis of the 2009/10 Annual Report for National Treasury and looks at the overview of the identified programmes as per National Treasury‘s 2009/10 Annual Report, wherein only the unattained targets shall be outlined. The section further explains the management report as per 2009/10 Annual Report, the Auditor-General’s report. Financial statements are salient in measuring both the performance and position of an undertaking and their short analysis is also presented. 

Programme Analysis

It is in the interest of good ethical reporting to present accurate, fair and correct information regarding the department‘s annual performance against its planned objectives as set out in the different documents. The method or approach followed is to draw attention to targets that were not met during 2009/10 fiscal year. The focus is on output performance, targets, actual performance and reason why they are not met.

Programme 1: Administration

Within the Administration Programme, the Corporate Services sub-programme set 10% as the target of the Electronic Procurement System that should have been implemented, but the system only went live on the 24 May 2010 due to delays in the implementation of the Integrated Financial Management System (IFMS). The annual report is not clear regarding the actual work done and what the status quo is.

Programme 2: Public Finance and Budget Management

With regards to the Public Finance and Budget Management Programme, the Technical and Management Support sub programme indicated that the feasibility studies for 6 hospitals Public-private-partnership (PPP) projects should be completed for the year under review. The Annual Report however, only reports on the actual work done on only 2 hospitals PPP. Moreover, the agreement that is reached to complete the remaining 4 projects does not state when that will be completed. 

A further target for the department was that one hospital PPP project should reach financial close in the year under review, but the Annual Report indicates that there has been no progress in this regard due to delays in procurement. 

While the Annual Report acknowledges that several activities under the Public Finance and Budget Management Programme are in their final stages, and are being discussed (e.g. Standard Operating Procedure Manuals, the draft Public Finance Management Bill, Structure of the Appraisal Framework for quality of capital planning), it does not indicate when the activities will be met and completed as required.

 Programme 3: Asset and Liability Management

With regards to the Governance and Financial Analysis as sub programme, the department set a target of 33%( for 6 SOEs) for benchmarking to determine appropriate capital structure. This target was not achieved due to the time it took to obtain buy-in from the executive authority of the department and delays in obtaining data from State Owned Enterprise (SOEs).  A concern in this regard relates to the fact that the Annual Report does not stipulate any alternative to meet the target.

Programme 4: Financial Management and Systems

The Financial Systems sub programme reflected unachieved targets pertaining to setting up a call centre help-desk and the Integrated Financial Management System (IFMS) training unit at the State Information Technology Agency (SITA). 
Programme 5: Financial Accounting and Reporting

The Internal Audit Support sub programme achieved only 62 % (997 of 1600) of the target, but the 2009/10 Annual Report does not provide any explanation of why this target was not met. It had been noted as well that there might have been some typo errors, wherein the 2009/12 National Treasury Strategic Plan recorded 1 600 trainees as the target, but the 2009/10 Annual Report recorded 600 trainees as the target.

Programme 6: Economic Policy and International Financial Relations

The Tax Policy sub programme achieved 70% of the target with regard to the Draft policy paper on carbon pricing relating to mitigating the impact of carbon emissions and issues of climate change through environmental fiscal reform. The document is expected to be published in the new financial year. 

Programme 7: Civil and Military Pensions, Contribution to Funds and Other Benefits

Within this programme, the Civil Pensions and Contributions to Medical Schemes sub programme, 98.4% and 94.2% of targets relating to Injury-on-Duty (IOD) and monthly contributions by members to medical schemes have been achieved respectively. The reasons for not meeting the set target was due to the incomplete information on application forms and the slow uptake of the under-35 applications and because employees on salary level 5 downwards are applying at a slow rate.

      3.6 Report of the Accounting Officer
The report of the Accounting Officer cited the review of the Service Delivery Model as a major focus and a challenge for the year under review. The introduction of the Human Resources Business Partnering Model had a significant positive impact for the Department in terms of establishing a platform to transform human resources’ way of working in an effort to increase value added service to the business. The actions of human resource have shifted to a more of customer-focused, innovative and structured way of responding to dynamic priorities.

The issue of resourcing was also depicted in the Accounting Officer’s report. Although the vacancy rate is still a challenge, resourcing has led to an improvement of vacancy rates from 9.0% to 6.8%, and an average of 9 to 11 weeks as turnaround time for filling posts. The report of the Accounting Officer also reveals that this resource focus led to an improvement in filling pipeline requirements at entry level. 

Initiatives undertaken under the Senior Management Leadership Development Programme during period under review include inter alia:

· New Directors Development Programme.

· Managing for results.

· Chief Directors Development Programme.

· Coaching for Results; and 

· Choice at work. 

 As a way of implementing the Capacity Building Model for Financial Management and enhance public service capacity, the Accounting Officer report reveals that National Treasury will roll-out 2009/10 business plan for training and development, facilitated by the Institute of Public Finance and Auditing.

The report indicated that an Internal Audit Function (IAF) organisational structure was approved by the audit committee, and the positions have since been filled. This will culminate in the conclusion of the co-sourced service provider’s contract by the end of December 2010. The report further indicates that the IAF monitors its human capital to ensure that the existing staff obtains relevant qualifications. Management had noticed the importance and value of IAF within its system of governance and its success in formulating a three-year rolling plan, incorporating an approved annual plan. The Accounting Officer’s report indicated a direct reporting line of the Head of IAF to the Audit Committee. 

The Accounting Officer’s report further reveals that the Enterprise Risk Management Strategy was reviewed under the leadership of the Chief Risk Officer (CRO) in order to integrate risk management into the day-to-day activities of National Treasury. The report also cited the initiative of good governance, and also indicated that the success of the Risk Management Unit through approved risk management processes culminated in an updated Risk Profile for the National Treasury, which is monitored by internal governance structures, including Exco, the Audit Committee and the Risk Management Committee.

The report further mentioned that the activities to mitigate corruption risks have been incorporated into the reviewed Fraud Prevention Plan to achieve the National Treasury‘s zero tolerance to corruption.

The report further highlights the completeness of the 2010 FIFA World Cup in July 2010, with considerable savings on the fiscus and the specialist unit that shall prepare a lessons learned report which will be completed before 31 March 2010. The Accounting Officer’s report further recommended that the 2010 FIFA World Cup Unit migrate to the new Mega Capital Project Analysis Unit, on the basis of the high calibre expertise and the vast resources allocated to the unit. The unit will render six key functions, commencing during 2010/11 financial year. These are:

· Develop sound relationship with National Treasury divisions, line departments and   SOE companies implementing capital projects. 

· Collect monthly data from each of the forty nominated mega capital projects until the project construction and commission phase has been completed.

· Conduct a data analysis to determine the delays, cost overruns, risks going forward and forward data for use in economic modelling.

· Preparations of reports on a regular basis to guide decision makers, including National Treasury, Office of the Director-General and the Minister of Finance.

· The Accounting Officer report states that National Treasury ensured proper use and record keeping of the departmental assets and that these are all accounted for in the assets register.

The Accounting Officer’s report mentioned that no significance matters were reported by the Auditor –General in its management letter to the department and internal control related matters that were highlighted were addressed and the required control measures were taken to prevent re-occurrence of those matters.   

3.7 Analysis of Financial Statements

The Department received an unqualified audit opinion on its 2009/10 financial statements with some matters of emphasis. An audit opinion with matters of emphasis indicates that there are some weaknesses within the department’s financial control systems. The following matters were emphasised:

· The financial statements showed that corresponding figures for 31 March 2009 have been restated as a result of an error discovered during the 2009/10 financial year in the financial statements of the National Treasury.

· Note 26 to the financial statements disclosed that irregular expenditure of R2.7 million relating to the prior year was incurred due to the fact that proper tender processes had not been followed.

· The Auditor General was unable to audit the statements relating to conditional grants paid to provinces and unconditional grants paid to municipalities, as well as the amounts spent by provinces and municipalities. The Auditor General could therefore not express any opinion on these matters.

· Contrary to the requirements of Public Service Regulation 1/111/B2 (d), no human resource plan was in place for the 2009/10 Medium Term Expenditure Frame Work period.

· An investigation was conducted in terms of Proclamation R50 of 2006 published in the Government Gazette on 07 December 2006. The investigation was initiated based on the allegation of possible maladministration of the Special Pensions Board and improper or unlawful conduct by officials of the Board. The investigation identified 374 (6.9%) disentitled beneficiaries in respect of fraud and/or a schedule 1 conviction as well as 683 (12.6%) instances of misinterpretation of the Special Pensions Act of South Africa, (Act No. 69 of 1996) by the Board. The investigation resulted in 141 (2.6%) criminal matters that have been handed to the South African Police Services. A forensic investigation was conducted but the results had not yet been made available for review at the time of finalising the audit.

4. Consideration of Reports of Committee on Public Accounts 

The National Treasury has not appeared before the Committee on Public Accounts in the past three years, therefore there are no Committee on Public Accounts resolutions relating to it. 

5. South African Revenue Services (SARS)

5.1 Mandate and Role of SARS

The South African Revenue Service was established by legislation to collect revenue and ensure compliance with tax law. Its vision is to be an innovative revenue and customs agency that enhances economic growth and social development, and supports South Africa's integration into the global economy in a way that benefits all citizens. 

In accordance with the South African Revenue Service Act 34 of 1997, the service is an administratively autonomous organ of the state: it is outside the public service, but within the public administration. Although South Africa's tax regime is set by the National Treasury, it is managed by SARS. 

SARS aims to provide an enhanced, transparent and client-orientated service to ensure optimum and equitable collection of revenue. 

5.2 Economic Context of 2009/10

The Commissioner of SARS reported that 2009/10 was one of the most challenging and demanding financial years in the history of SARS. A clear indication of the prevailing economic downturn experienced during 2009/10 is reflected in the revenue performance is reported in the 2009/10 Annual Report. The report reflects a year-on-year decline in overall revenue of R26.4 billion – the first time in the 13 year history of SARS in which revenue collection declined in a 12 month period.

Revenue collection is a key driver of SARS’s performance and is central to the mandate of SARS as prescribed by legislation. The financial crisis that manifested in the 2008/09 financial year affected revenue collections in the 2009/10 financial year. The 2009/10 financial year saw South Africa go through the worst recession in 17 years, bringing financial hardship to millions of South Africans. The revenue target for SARS was decreased by R69 billion from R659.3 billion in 2008/09 financial year to R590.4 billion in the financial year under review.

Only collections from Personal Income Tax – which was buffered by above inflationary wage increases – the fuel levy and excise duty showed year-on-year gains but these were not enough to off-set significant declines in Corporate Income Tax (R30.2 billion or 18% lower), VAT (R6.4 billion or 4% lower) and Customs duties

(R3.2 billion or 14% lower). In response to the challenging revenue collection target, coupled with the tough economic conditions, SARS identified a number of necessary special initiatives to enable achieving its target. These initiatives, along with the dedicated SARS workforce, were key factors in helping SARS exceed the revised target by R8.4 billion.

5.3 Increase in the Debt Book

In relation to the debt book, the Commissioner highlighted that the debt book grew 23% year-on-year to R85.8 billion in 2009/10. For the same period the credit book declined by 7.3% down from R45.5bn in 2008/9 to R42.2bn in 2009/10. The Credit Book is a reflection of payments to SARS which have not yet been allocated.

The increase in debt was in part a reflection of the difficult economic circumstances in which taxpayers – both corporate and individual – found themselves in during 2009/10, which significantly affected their ability to pay on time and in some cases at all. Much publicity has been given to similar trends, which have been experienced and reported by financial institutions and tax authorities across the world. 

Over the next two years, SARS plan to introduce a system in line with modern banking in which taxpayers are in control of their accounts, payments and transfers which should significantly reduce both the credit and debt books. SARS believes this process will also necessitate a review of the current debt write-off policy to remove unrecoverable debt.

5.4 Cost of Collection

The decline in revenue collection also resulted in a slight increase in the cost of collection which rose from the steady 1% level over the past three financial years to 1.2% in 2009/10. This ratio remains highly efficient and is equitable with many comparative revenue administrations globally. It is anticipated that as revenue collections rebound over the coming years and the efficiency gains of the Modernisation Programme are further realised, this ratio will return to the 1% range.

5.5 Compliance Gains

One of the more positive gains achieved during the year was a marked improvement in compliance – especially in terms of returns submitted on time. By the end of Tax Season 2009, SARS had received more than 3.1 million returns compared to 2.4 million a year earlier, reflecting a growth in the compliance ratio to 79% compared to 58% in 2008.

Equally encouraging is a growing trend by taxpayers to submit their returns earlier. It took just eight weeks in Tax Season 2009 to reach 1 million submissions. By the same point in 2008 only 427 000 returns had been submitted. This year, the trend towards early filing continues and it just took 7 weeks to reach the 1million mark. Three months into Tax Season over 2.2 million returns was received compared to 1.8 million by this stage last year – a 22% increase.

During 2009/10, SARS issued more than 270 000 penalty notices to taxpayers with multiple outstanding returns resulting in the submission of over 80 000 late returns. This has been followed up in the past few weeks with the issuing of approximately 60000 IT88 Agent Appointment notices to recover outstanding penalties from defaulting taxpayers’ salaries.

The Commissioner highlighted that SARS clamped down on fraudulent VAT claims through a focused effort to remove bogus VAT vendors and to tighten up on VAT registrations to ensure legitimate access to the VAT system. This saw some 16 000 VAT vendors suspended during the year.

The sophisticated risk engines, expanded use of third party data, and the reorganised compliance process also allowed SARS to expand its audit and verification coverage for tax returns which increased by over 50% from just over 70000 audits to almost 160 000 audits last year resulting in additional revenue of approximately R1.3 billion.

SARS plan to further expand the use of administrative penalties, third party data and risk detection for those who continue to skirt their obligations.

Targeted interventions have been introduced, which had led to seizures of illicit and counterfeit goods including:

· 560 cloned cheques to the value of R7.8 million;

· 67 million cigarettes to the value of R33 million;

· Two warehouses of alcohol;

· 340 000 DVDs worth R53 million;

· 35 tons of textiles; and

· And 400 seizures of narcotics with a street value of R280 million

Over 880 investors, who are South African taxpayers, have been contacted in connection with Ponzi schemes. It should be remembered that Ponzi schemes are illegal and any earnings will be surrendered to the state.

5.6 Service Improvements

In relation to services improvements, the Commissioner indicated that SARS continues to deliver against target and expectation on the modernisation programme embarked on in 2007. The key initiatives initially aimed at transforming the income tax process from a complex paper-based and labour-intensive process, to a simplified and automated process, has delivered great results. This endeavour has not only reduced cost for both SARS and taxpayers, but it has also gone a long way toward strengthening the compliance aspect.

Over the past three years, the number of registered e-Filing users increased from 500 000 at the end of 2006, to over 6 million users at the end of 2010 – a twelvefold increase. Usage of this channel has increased substantially, with the number of electronic returns submitted increasing from approximately 1.5 million per annum in 2006 to approximately 10.8 million at March 2010 – resulting in an increase of 720% across Income Tax, VAT, PAYE, SDL and UIF tax products.

Turnaround times for the assessment of returns were almost 95% of returns processed within 24 hours during Tax Season 2009 compared to 62% a year earlier. In the vast majority of cases this resulted in refunds being paid within 48 hours of submission directly into taxpayers’ bank accounts.

During the year, SARS refunded R14.8 billion compared to R11.2 billion a year earlier, providing significant and speedy relief to cash-strapped consumers. 

5.7 Customs and Border Management

The Customs Modernisation Programme was launched in October 2009 and will address five aspects of the supply chain namely:

· Trusted trader.

· Customs inspections.

· Customs systems replacement.

· Declaration processing.

· Leveraging SARS capabilities.
5.8 Collaboration with other Government Institutions

The collaborative approach to work with other government departments has culminated in the on-going work of a steering committee comprising all significant role players in border management and protection which is pursuing the Border Management Agency initiative announced by the President last year.

Working relationships were established with the following state institutions:

· Collaboration in the Justice, Crime Prevention and Security (JCPS), International Cooperation, Trade and Security (ICTS) and Governance and Admin clusters.

· Participation of SARS in the Multi Agency Working Group on improving the state procurement capability and the reduction of fraud and waste.

· Shaping the founding of the Roundtable of Financial State Institutions to enable improvement of the management of the whole financial system.

· Joint investigations of various cases including some highly publicised pyramid schemes, illicit goods such as drugs and cigarettes, and work in the anti-poaching and smuggling of abalone and rhino horn.

5.9 Human Resource Trends

The Commissioner indicated that the headcount reduced marginally during 2009/10 compared to the previous financial year with a total of 14 738 permanent employees and 525 temporary employees. This was 44 less than the previous year.

SARS continued with their upward trend of employment equity with increases in the number of black employees and women, including in supervisory and management positions.

5.10 Governance Gains

SARS received an unqualified audit opinion for both the Administered Revenue and Own Accounts with one emphasis of matter. 

The one emphasis of matter which the Auditor-General noted relates to the impairment of the loan to Clidet Pty LTD. Clidet is the name of the company wholly owned by SARS, which was established as part of the acquisition of the TATIS customs software as reported in last year’s Annual Report. The loan was required to be impaired as Clidet will be supported by SARS for their cash flow as the customs and border management system is further developed and implemented as part of Customs Modernisation.

5.11 Key Achievements 

The following were some of the key achievements:

SARS pioneered and is chairing the African Tax Administration Forum (ATAF). The ATAF was launched in Uganda and attracted over 30 African countries as members. This forms the basis for closer co-operation and engagement between revenue authorities on the African continent. South Africa will host the ATAF secretariat and in addition, SARS continued to play a key leading role in a number of international multilateral tax and customs forums including the OECD Forum for Tax Administration and the World Customs Organisation (WCO).

SARS was awarded top honours in the inaugural Public Service Excellence Awards in October 2009, the Grand Prix Platinum Award for Best Reputation of all Government Departments and State-owned Entities. In addition, SARS received four Gold Awards for Overall Effectiveness, Service Orientation, Service Orientation in Rural Areas, as well as Best Reputation in the Financial Services category. 

SARS received an accolade in the form of the Lean Institute Africa Diamond Award for Excellence. This award recognised achievements in efficiency and productivity internationally in line with the “lean” production philosophy developed by Toyota.

6. Financial and Fiscal Commission (FFC)

The FFC is coordinated by the Minister of Finance and consists of a full time chairperson and deputy chairperson (nominated by national government), who is also the chief executive and accounting officer of the FFC. There are seven other commissioners (two national, three provincial and two organised local government [SALGA] nominees). All appointments are made by the President of the Republic of South Africa.

6.1 Mandate of the FFC

The primary mandate of the FFC is to provide recommendations to the three spheres of government and other organs of state on: the division of revenue between and among the three spheres of government and, any other financial and fiscal matters.

In the discharge of its mandate, the FFC timeously tabled its 2009/2010 Annual Report, tabled its 2011/2012 Submission on the Division of Revenue, responded to the 2009 Medium Term Budget Policy Statement, responded to the 2010 Division of Revenue Bill, commented on the 2010 Fiscal Frameworks and Revenue Proposals, commented on the 2010 Appropriations Bill in April 2010, individual Commissioners and Staff published technical reports based on the work of the Commission in academic journals and thus contributed to the knowledge base on IGFR issues to the broader community.

The FFC is in the second year of implementing its 5 Year Research Strategy which extends focus from first generation issues relating to revenue sharing formulae to include second generation issues relating to the impact of the intergovernmental system on development outcomes.
The 2009/2010 Research and the 2011/2012 Submission on the Division of Revenue focus on the processes necessary to adjust to the recession and global economic crisis from which the South African economy is emerging. The need for cushioning the vulnerable and laying the foundations for future growth and development in this environment. The fiscal adjustments and reprioritisation that the state will need to make in order to take the economy back to where it was before the recession without compromising access to basic services by the vulnerable groups. 

The FFC successfully conducted an annual review of its internal controls as well as its financial and non-financial Risk Management Framework.

The FFC once more received an unqualified audit opinion from the Auditor General. The Commission continued to engage with Parliament, Provincial Legislatures and Executives, Organised Local Government, National Government and other organs of state in briefings, hearings and other forums on its recommendations when invited to do so.
Some of the recommendations that the FFC made in its 2010/2011 annual submission on the Division of Revenue and Government’s Response to them are the following:

6.2 Provincial Equitable Share (PES): Principles

Expenditure assignments between provinces and national government should be clarified beyond what is covered under Schedule 4 of the Constitution. There should be a clear separation of instruments in the transfer system. Government indicated that these recommendations will be considered as part of a Government-wide review of the PES.

6.3 Provincial Equitable Share (PES) Review: Reform Options

In the short term reform of the PES formula stay within the confines of the current constitutional dispensation, and in the medium to long term the reforms should depart from the realisation that fixing the PES as a pool requires the fixing of other aspects of the current fiscal decentralisation system. The FFC highlighted that national government indicated that these recommendations will be considered as part of a government-wide review of the PES.

6.4 Public Infrastructure Investment and Social Assistance

In relation to public infrastructure investment and social assistance, the FFC reported that government should develop and implement a comprehensive national infrastructure maintenance strategy, appropriate funding mechanisms through intergovernmental coordination to facilitate, integrate and sequence infrastructure planning and delivery. Social assistance should be managed in such a way as to eventually reduce dependency on the social grants. Government should use infrastructure expansion to provide opportunity for workfare programmes as well as activities identified in the Expanded Public Works Programme (EPWP). Government agreed with all these recommendations.

6.5 Management and Financing of Road Infrastructure

The FFC reported that here should be an increased and stable flow of funds for maintenance, rehabilitation and addressing backlogs in the long-term, greater coordination of road management functions across the three spheres of government. Priority should be given to addressing the lack of technical skills in the road management sector of sub-national governments. Government indicated that these recommendations will be considered as part of a Government-wide review of the PES.

6.6 Local Government Capacity Building

In relation to local government capacity building, the FFC indicated that local government should be central to setting the agenda for capacity-building programmes. Government must therefore establish an intergovernmental-wide framework for understanding what constitutes a lack of capacity within the context of local government. When capacity-building interventions are undertaken with respect to different functional areas, there should be a clear separation of responsibilities, as well as coherent interface, between service authority and the service providers. Government agreed with these recommendations

The FFC also made detailed submissions on:

· 2009 Medium Term Budget Policy Statement;

· 2010/2011 Fiscal Framework and Revenue Proposals;

· 2010 Appropriation Bill;

· Financial Management of Gauteng Provincial Legislature Bill;

· Seventeenth Constitution Amendment Bill;

· Eighteenth Constitution Amendment Bill; and

· Money Bills Amendment Procedures and Related Matters Bill

A National Treasury request for comment on the possible continuation and/or lapsing of municipal taxes (other than property rates) that existed prior to the Municipal Fiscal Powers and Functions Act.

7. Committee’s Observations

The committee commended the work of National Treasury in terms of its strong macroeconomic policy framework, which helped to improve growth performance over the last two decades. Of concern to the committee however, are the low rates of job creation and productivity growth.  

However, beyond bringing the economy back to potential, many challenges remain.  These, the committee noted focused on:

· The need to make better use of South Africa’s abundant resources, both physical and human.

· To accelerate the increase in living standards.

· Faster growth is required to achieve the government’s social and economic targets and to meet the aspirations of the people.

· An extreme and persistent low employment problem, which interacts with other economic and social problems, in the education, health and increased crime, further exacerbate the situation.

The committee noted that faster growth is needed to meet social objectives.  The AsgiSA growth targets were framed with a view of halving unemployment and poverty by 2014.  The low rate of employment and the extreme level of inequality are considered by the government to be important problems facing the country.  

To adequately address the challenges faced by South Africa, the institutional framework, governance and monitoring of government departments expenditure is critical to the mandate of National Treasury, which is:

· To advance economic growth and job creation through appropriate macro-economic, fiscal and financial policies.

· To play a pivotal role in the management of government expenditure, setting financial management norms and standards for state departments, monitoring their performance and reporting any deviations to the Auditor-General. 

Within this specific mandate, the committee raised a number of issues with regards to expenditure trends between the three spheres of government.  A number of government departments are allocated substantial amounts of monies to address the challenges, but one needs to engage national treasury on the manner in which the following would be addressed:

The Committee noted that considerable progress has been made with regard to revenue collection, but notes that many sectors in the economy are still outside the tax net. 

The Committee noted that many criminal matters that were referred to the police after the intervention of the National Treasury were not followed through owing to an apparent lack of co-operation with law enforcement agencies.  The Committee would like to urge National Treasury to expedite this process so that these cases could be brought to an appropriate conclusion.

The Committee expressed concern about the levels of “naked corruption” in the field of procurement among government departments that were “rotten to the core”.

The Committee noted that rural municipalities faced a challenge in making use of local government financial management grants, which were intended to help build capacity.  In analysing the figure of 894 graduate interns, it appears that most interns are deployed to metro areas and large municipalities.  The Committee suggests that there should at least be three graduate interns in all 283 municipalities.

The Committee noted that the infrastructure grant to provinces was intended for the rehabilitation of existing health, education, road and agricultural infrastructure.  The committee further noted that little work had apparently been done on agriculture, even though the grant had been increased to cater for the replacement of “mud schools” and repair of coal haulage routes.      

The Committee would like to urge provincial treasuries to take action in cases of corruption, and suggests that National Treasury should step in to assist.  

The Committee noted the vacancy in the Financial and Fiscal Commission. A national nominee had accepted the appointment, but did not take up the position since June 2009. The committee is concerned about the impact this will have on the work of the FFC and would like to urge that the position should be filled as a matter of urgency.

The committee took note that one of the strategic objectives in the FFC’s Annual Report, that stated a review of public hospital performance and an evaluation of the national health insurance (NHI) proposals were planned, but that these had been put on hold. 
The committee took note that recommendations submitted by the FFC were not binding on the Government, but that the Minister was bound by law to give reasons for their acceptance or non-acceptance. 

8. Conclusion and Recommendations

The Standing Committee on Finance, having considered the annual reports and related documentation from National Treasury, South African Revenue Services and Financial and Fiscal Commission, recommends that:

8.1 The Minister of Finance should consider tabling the Medium Term Budget Policy Statement early in October in order to allow parliamentary processes to follow accordingly.

8.2 National Treasury should provide the Committee with a detailed progress report on the Preferential Procurement Policy. 

8.3 National Treasury should provide the Committee with a detailed progress report on measures implemented to ensure that national government departments adhere to the appropriate legislation and regulations regarding the management of public finances.

8.4 National Treasury should review the Annual Report format for national departments reporting to Parliament in line with the Money Bills Amendment Procedure and Related Matters Act, Act No. 9 of 2009.

8.5 National Treasury should consider the framework for consumer protection against financial exploitation to ensure that the Financial Services Board is appropriately resourced and has appropriate jurisdiction.

8.6 National Treasury should intensify its work on working together with law enforcement agencies in order to bring closure to criminal cases within its work jurisdiction.

8.7 National Treasury should assist in establishing a reputable businesses register crucial for tax payment by companies.

8.8 South African Revenue Services should accelerate the process of reaching those who are not in the tax net.

8.9 Accessibility to SARS offices poses challenges, therefore SARS should consider the feasibility of opening offices in areas to ensure accessibility. 

8.10 Parliament should consider reviewing the Parliamentary Programme to allow for proper engagement on the Budgetary Review and Recommendations Report (BRRR) process and the Medium Term Budget Policy Statement (MTBPS) process. 

8.11 Parliament should also consider reviewing its oversight model in order to bring it in line with the Money Bills Amendment Procedures and Related Matter Act, Act No. 9 of 2009.

Report to be considered.
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