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COMPENSATION OF EMPLOYEES: EARMARKED ALLOCATION 

 

 

PURPOSE 

1. The purpose of this circular is to provide guidance and communicate the implications 

of compensation of employees appropriated as specifically and exclusively in terms of 

an Appropriation Act.  

BACKGROUND 

2. As part of a fiscal consolidation strategy in the 2016 budget, the setting of personnel 

upper limits was introduced, and compensation of employees was specifically and 

exclusively appropriated in terms of the Western Cape Appropriation Act. 

 

3. This Circular does not apply to the Provincial Parliament, as their compensation of 

employees’ allocation was not specifically and exclusively appropriated. 

DISCUSSION 

4. For the first time, as part of the 2016/17 Main Budget process, the aggregate 

compensation of employees allocation (personnel expenditure limits) to departments 

has been earmarked as specifically and exclusively appropriated in terms of the 

Western Cape Appropriation Act, 2016, (Act 3 of 2016).  

 

5. The setting of aggregate personnel expenditure limits within the 2016 Appropriation Act 

thus means that departments were not able to increase or decrease their aggregate 

compensation of employees’ budgets, other than by another Act of Parliament, i.e. by 

means of the Western Cape Adjustments Appropriation Act as part of the 2016 Adjusted 

Estimates process. Therefore as part of the 2016 Adjusted Estimates process, 

departments were allowed to shift compensation of employees’ funds between and 

within programmes/sub-programmes for other purposes. The resultant adjusted 
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compensation of employees’ allocation was then further maintained and 

appropriated as specifically and exclusively in terms of the schedule listed in the 

Western Cape Adjustments Appropriation Act, 2016. 

6. Section 3(b) of the Western Cape Adjustments Appropriation Act, 2016, stipulates that 

amounts listed in the Schedule to the Act as specifically and exclusively appropriated 

and that refers to earmarked allocations, may only be used for the purpose stipulated 

in the Schedule to the Act. This means that the compensation of employees’ allocation 

can only be utilised for personnel related matters inclusive of personnel costs, employee 

benefits and intangible costs such as annual leave benefits. 

7. Further implication is that neither virements nor shifts away and towards compensation 

of employees in aggregate is allowed as per section 43(4)(a) of the Public Finance 

Management Act, 1999 (Act 1 of 1999) (PFMA) for another purpose within the Vote. The 

only technical exception is payment for leave gratuities, retirement benefits and 

payment of severance packages under Households. It must be noted that the 

budgeting and expenditure related to personnel and its related employee benefit costs 

are done under compensation of employees. However, when staff exit the public 

service due to resignations and retirements, the payment of leave gratuities are now 

incurred under Transfers to Households which is for the same purpose since it’s been 

budgeted under compensation of employees.  

8. In lieu of this, the transfer from compensation of employees to Households for the 

payment of severance/exit packages (including leave gratuity payments) is thus 

allowed, since it’s for the purpose of personnel. It’s only by virtue of a technicality in 

terms of the Standard Chart of Accounts (SCoA) that this personnel related expense 

incur under Households, although it relates to compensation of employees. 

9. The above exception is also echoed in the principles applied under the Virement rules 

for compensation, where it is acknowledged that the Virement of funds from 

compensation of employees to transfers under Households for the payment of 

severance/exit packages (which includes leave gratuity payments) are excluded from 

the Virement provisions as per Treasury regulation 6.3.1(a) and (b).  

ACTIONS REQUIRED 

10. The departments’ compensation of employees’ 2016/17 adjusted budget has been 

earmarked i.e. it has been classified as specifically and exclusively appropriated, and 

hence the following applies at year end for 2016/17: 

(a) Departments will not be able to increase or decrease their aggregate 

compensation of employees budgets through virements or shifts away and 

towards compensation of employees; and 
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(b) The only exception is where the compensation of employees’ savings will be utilised 

for the same purpose to fund payments related to severance/exit packages 

(which includes leave gratuity) under Households. 
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