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Purpose of the presentation

To unpack and outline the impact of Public Finance Management
ACT (PFMA) on service delivery given the socio- economic
challenges affecting South Africa.

When you hear PFMA compliance “ what comes to mind first — controls or
service delivery

Do you think PFMA delays service delivery or protects It ? Why

In your experience where does PFMA work well and where does it
struggle ?



How PFMA impact service delivery in South Africa

Budget discipline

Positive impact

* Promotesrealistic
budgeting

* Prevents overspending

¢ Links expenditure to
approved plans

* Protect public funds

Challenges

* Overoptimistic revenue
assumptions

e Capital projectapproved
without cash

* Under expenditure due
to weak planning

Impact on service delivery

* Project overrun
/incomplete

¢ Infrastructure roll overs

* Emergency procurement
increases /price
escalations

L

Procurement and
SCM controls

Positive impact

* Promotesfair and
transparent procurement

* Competitive bidding

* Reduces corruption risk

* Ensure value for money

Challenges

* Lengthy SCM approval
processes

* Overescalation of
decisions

* Fearbased compliance

Impact on service delivery

* Delayed infrastructure
repairs

¢ Slow appointment of
contractors

e Service interruptions
continue longer than
necessary

£

Cash flow management

One of the biggestimpact

PFMA requires

e 30-day paymentto
suppliers

* Financial sustainability

¢ Sound Financial
management

e Stronginternal controls

When cash governance are

weak

* Delayed payments

* Contract slow work

¢ SMME collapse

e Slow Infrastructure
delivery

* Termination of contracts
due to cash flow
challenges

A

AR
Accountability and Audit

reports

Positive impact

* Clear accountability
lines

* Consequence
management

* Reduce misuse of funds

Challenges

* Excessiverisk aversion

* Officials hesitant to
make decision

* Compliance prioritized
over outcome

Impact on service delivery

* Delayed decision making

* Deferred maintenance

* Underspending on
capital budgets

£

Financial

Sustainability

PFM requires institutions to
operate as going concern

When sustainability is
weak

* Revenue collections
declines

¢ Debtlevelsrise

* Infrastructure
maintenance is cut.

* Lack of cash reserves

Impact on service delivery

* Frequentbreakdowns

* Emergency funding
requests

e Service delivery
interruptions

* Dilapidated
infrastructure




Purpose and context

Why PFMA was introduced

South Africa’s Challenges The intention of the PFMA is not to delay service
delivery , but to enable it through accountability,
transparency and financial discipline

Significant Infrastructure backlog

Strengthen
financial
discipline

Promote
accountability
Fiscal Pressure

Rising community expectations or service
delivery expectations

Safeguard
Public
resources

Improve
governance

Limited Revenue growth/shrinking economy

N



Service deliveries realities within PFMA

Typical day in public institutions
e Communities demand Water , roads, access to
electricity — services

e Official manage budgets, approvals,
procurements and payments

* PFMA requires Budget availability
* Proper authorisation
e Contract compliance - supply chain

The reality

* Projects are approved , but cash flows are Where PFMA creates pressure
uneven

¢ Plan properly before spending
¢ Spend within approved budgets
e Contractor requires certainty to deliver
e Strengthen internal controls
\- Be accountable for outcomes

¢ Payments are delayed due to timing , not
lack of funds

¢ Fear of audit findings can slow down
\ decision making




The role of banking partner

Cash flow
management
/ alignment

Structured
funding
linked to

milestones

Liquidity and
working
Capital
support

Strengthen
internal
controls

Early warning
signs

Translating approved budgets into executable plans
Cash flow management/ training

Releasing funds in line with project milestones

Ring fenced projects accounts

Drawdowns linked to project phases
Ringfenced project accounts
Cost control

Revolving facilities

Invoice discounting for supplier / contractors
Prevents delayed payments and project stoppage

Transparent report
Monitoring mechanism
Payment discipline

Revenue shortfalls
Delayed inflows
Abnormal spending
Liquidity stress

Banks operate within :
*  Credit risk frame work

»  Aligns funding to PFMA , section 66 principles borrowing remains
affordable

*  Protects both bank and institution
*  Monitoring mechanism
*  Fiduciary duty to ensure funds are used as intended
*  Repayment capacity remains intact
* Risk is within agreed parameters
+  Compliance standards ( Non negotiables)
+  Section 38,40,45,51,66 of PFMA and TR 9
*  Approved budgets and delegation
*  Protect institution and accounting officer

So this introduce a second layer of discipline that’s complements PFMA
governance

When government entities engages financial institutions
» Carefully examine your information
* make sure that when you borrow you do so responsibly

» Sustainable ;and affordable funding and within delegated authority



From reality to results

* Reality
« Fiscal pressure is real
« Governance obligations are non negotiables
PFMA
* Is not an obstacle
* Poor alignment is an obstacle
« Earlier alignment between planning, governance and financial structuring is the solution
» Compliance and collaboration must co- exist

At our core we are financial experts and our role is to use of financial expertise to do good



NEDBANK




