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ACCOUNTING OFFICER’S
OVERVIEW

The period covered by this annual report was marked by a number of significant events
in South Africa's economic life — including, for the first time, a budget surplus of 0,3 per
cent of GDP. This surplus created valuable fiscal space and enhanced government's ability
to improve the quality of life for all. With the economy growing at an annual rate of 5 per
cent, the way was paved for the landmark Budget, in which government clearly signalled
its intention to introduce a contributory social security system to further the aims of a
broad-based economic growth. The people of South Africa are now beginning to reap the
benefits of a healthy, sustainable and inclusive economy.

On the broader macroeconomic front, strong economic growth during 2006/07 was
supported by high international commodity prices, sustained increases in disposable
income and investment in productive capacity. High levels of business and consumer
confidence reinforced the positive environment. Although 500 000 new jobs were created
for the year to September 2006, further significant progress is still required for a major
decrease in the 25 per cent unemployment rate. Investment has been growing at about
10 per cent for the past two years, and in the first quarter of 2007 amounted

to 20,7 per cent of GDP. Inflation remained manageable for the most part :
of the fiscal year, remaining within the inflation target band of &S
3 to 6 per cent during 2006.

The accelerated and shared growth initiative (AsgiSA) has been “
embraced by all government departments and the private sector in
general. The Office of the Deputy President is at the forefront of this |
initiative to grow the South African economy at sustainable rates
of at least 6 per cent and beyond, together with key
departments in Cabinet's economic cluster. The
National Treasury has provided comprehensive
economic modelling for this initiative and will
continue to contribute by executing its mandate in
a manner that enables accelerated and shared
growth.

Robust economic growth and improved tax
compliance contributed to better-than-expected tax

revenue collection, and the continued broadening

of the tax base. The phasing out of the tax on ) Lesetja Kgaqyago
Director-General: National Treasury

retirement funds and the intention to replace the
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secondary tax on companies with a withholding tax on dividends will ensure that our tax

system is more transparent, equitable and competitive.

In the financial sector, major strides were made in reforming policies aimed at improved
consumer protection. Regulations issued with effect from 1 December 2006 codified in
law certain minima on endowment policies and retirement annuities agreed to between the
life insurance industry and the Minister of Finance in late 2005. Further regulatory
reforms, including a review of commission paid to intermediaries, are due to follow in the
latter half of 2007.

Changes to the Pension Funds Act, discussed by Parliament during June 2006, will see
greater protection for the members and former members of pension funds. The scrapping
of retirement fund taxation in the 2007 Budget provided retirement fund members with a

further incentive to save for their later years.

The banking environment also came under scrutiny during the review period, with
hearings into competition and charges being conducted by the Competition Commission.
A draft of the Banks Amendment Bill was submitted to Parliament in February 2007.
These changes will have an important effect on the way banks grant credit and provide

the consumer with protection across a wide range of transactions.

Hosting the 2010 FIFA World Cup provides an opportunity to make major investments in
the upgrading of infrastructure and sporting facilities. This will leave a valuable legacy
and also provides the opportunity to market South Africa to the rest of the world as a
destination for investment, sport and leisure. During the review period, FIFA

representatives indicated their satisfaction with the progress that had been made.

In South Africa's system of national, provincial and local government, regular interaction,
cooperative governance and joint decision-making are central to driving the state's
development agenda and pro-poor service delivery programmes. With the legislative
frameworks in place, the primary focus in the area of intergovernmental relations has been
on accelerating implementation of government programmes and improving the quality of
services and outcomes. Our targeted efforts to support municipalities to comply with the
prescripts of the Municipal Finance Management Act also continued during 2006/07.

With regard to asset and liability management, lower borrowing requirements created the
scope to manage government's debt portfolio more actively during the year. To further
decrease the sovereign's external vulnerability, government continued to support the
Reserve Bank to accumulate reserves, resulting in a R9,7 billion increase in official

reserves.

On the international front, during the 2006 annual meetings of the World Bank and
International Monetary Fund (IMF), the National Treasury lobbied strongly for progress



in increasing overall official development assistance to developing countries in support of
the Millennium Development Goals. South Africa is the only African country that is also
a multilateral donor, and during multilateral donor meetings the National Treasury
sustained the calls to double aid commitments to Africa by 2010.

Reform at the African Development Bank (ADB) proceeded apace under new leadership,
and the institution looks well placed to play a leading role in support of Africa's growth
and development. South Africa also increased its shareholding in the ADB from 4 per cent

to 4,5 per cent, and will continue to seek to take up additional shares in future.

During 2007 South Africa is chairing the Group of 20, and the G-20 Secretariat established
within the National Treasury during the review period has coordinated discussions on
G-20 policy issues.

Still, the labour market is tight and there are challenges ahead. National Treasury has
continued to attract and retain highly qualified and experienced indivuduals and has built

a formidable, high-calibre team.

L Kganyago
Director-General: National Treasury
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THE MINISTRY

Bound by the principle of social solidarity, the 2006/07 financial year was an eventful
time for the Ministry of Finance. Through our oversight of the National Treasury and a
range of related institutions, we have made further progress in building the institutional
underpinnings required for a successful democracy.

During the course of 2006/07, together with ministerial colleagues from Social
Development, Health and Labour, the National Treasury announced far-reaching reforms
to South Africa's social security system. These reforms aim to improve income security
for all citizens in their retirement years and to provide improved risk benefits to both
workers and their dependants. These historic changes will affect our society for decades
to come, binding us together and giving life to the spirit of social solidarity.

Under the leadership of the Deputy President, we have also made significant progress in
developing the accelerated and shared growth initiative, putting all hands on deck to
ensure that our economy grows more rapidly and that we reduce poverty and inequality
through faster employment growth and the active involvement of a developmental state.
In refining our thinking on growth, we have benefited from the advice of a range of both
local and international experts. We thank them for their inputs.

At the beginning of 2007, South Africa took over as chair of the Group of 20 (G-20),
which brings together finance ministers and reserve bank governors from a range of the
world's most systemically significant economies. Recent

turmoil in global financial markets reminds us that South
Africa's economic performance depends in part on
growth in the rest of the world. Forums like the
G-20 provide countries with opportunities to learn
from each other and to put in place the global
architecture to help minimise the effects of |
financial crises.

The Minister of Finance also participated in the
Growth Commission, an initiative consisting of a
range of international experts and
policy makers aimed at
improving our under-
standing of what drives
long-term growth and
development, and
under what conditions
poor people can benefit
from growth.

During the review
period the Ministry,
through the robust
leadership and gui-
dance from the Deputy
Minister, ensured a
sustained effort to
manage and contain the

Trevor A Manuel, MP
Minister of Finance



cost of hosting the 2010 FIFA World Cup.

The Ministry provided executive oversight to the National Treasury, which sets
extremely high performance standards, constantly raising the bar for what is expected of
civil servants.

The Ministry's interaction with the National Treasury is channelled through Lesetja
Kganyago, the Director-General, and his management structure. Mr Kganyago and his
officials continue to lead a competent and dedicated team, providing technical advice to
the Ministry on a range of complex policy issues and leading the implementation of a
number of policies, acts of parliament and sets of regulations.
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International visits undertaken by the Minister of Finance during
the 2006/07 financial year

10 April 2006

18 - 26 April 2006

13 - 18 May 2006

22 - 24 June 2006

07 - 09 July 2006

28 July 2006

03 - 04 August 2006 :

15 - 16 August 2006 :

13 - 26 September 2006:

15 - 20 November 2006:

25 - 28 January 2007:

08 - 11 February 2007:

One-day visit to Maputo to launch an Education
Campaign with the Chancellor of the Exchequer

Visit to Washington D.C., USA, to attend the Spring
Meetings of the IMF and World Bank, and to
Princeton, New Jersey, USA, to address Faculty Seminars

Visit to Ouagadougou, Burkina Faso, to attend the
Annual Meetings of the UN Economic Commission
for Africa and the African Development Bank

Visit to Madrid, Spain, to attend an African Finance
Ministers Meeting to discuss voice and participation of
developing and transition countries in the Bretton Woods
Institutions, convened by the IMF

Visit to United Kingdom to deliver the Ditchley Park
Annual Lecture

Visit to Gaborone, Botswana, to attend a meeting of SADC
Finance Ministers

Visit to Maputo, Mozambique, to attend a caucus of
African Governors

Visit to Maseru, Lesotho, to attend the SADC Council of
Ministers Meeting

Visit to Singapore to attend the Annual Meetings of
the IMF and World Bank, and a visit to Ireland on the
invitation of Mr Niall Fitzgerald of Reuters

Visit to Melbourne, Australia, to attend the G-20 Finance
Ministers' Meeting

Visit to Davos, Switzerland, to attend the Annual
Meetings of the World Economic Forum

Visit to Essen, Germany, to attend an outreach
meeting on the fringes of the G7 Finance Ministers

International visits undertaken by the Deputy Minister of
Finance during the 2006/07 financial year

09 - 20 Sept 2006

29 Oct - 2 Nov 2006 :

12 - 15 Nov 2006

Attend the Signing of Partnership Framework Agreement
with France, Commonwealth Finance Ministers Meeting
and Annual Meetings of the International Monetary Fund
and the World Bank, in Paris, Sri Lanka and Singapore

Delivered Key Note address at the South African Chamber
of Commerce America (SACCA) Conference, in New York

Delivered Keynote address at the 17th World Congress of
Accountants, in Instanbul, Turkey



VISION

The National Treasury is the custodian of the nation's financial resources. We hold
ourselves accountable to the nation to discharge our responsibilities professionally and
with humility, and with the aim of promoting growth and prosperity for all.

We aspire to excellence in the quality of our analysis, our advice and the execution of our
financial management responsibilities. We aim to realise the full potential of South
Africa's economy and people and to mobilise the resources of the state, business
enterprises and the wider community in a partnership of trust and mutual respect.

MISSION AND OBJECTIVES

The National Treasury aims to promote economic development, good governance, social
progress and rising living standards through accountable, economic, efficient, equitable
and sustainable management of South Africa's public finances.

We endeavour to advance economic growth, broad-based empowerment, progressive
realisation of human rights and the elimination of poverty. We are responsible for
preparing a sound and sustainable national Budget and an equitable division of resources
between the three spheres of government.

We strive to raise fiscal resources equitably and efficiently and to manage Government's
financial assets and liabilities soundly.

We promote transparency and effective financial management.

VALUES

As custodians of the nation's financial resources, the National Treasury acknowledges the
authority of Parliament through whom we are accountable to the nation.

We value teamwork, sound planning and enthusiasm and strive continually to improve the
quality, accuracy and reliability of our service delivery.

Our people are our most valued assets. We seek to be an employer of choice, we invest in
the education and training of our staff, we cultivate a learning and consultative
environment, we make use of the best available technological support and we aim to
mobilise the full potential of our people.

In our dealings with the public and with our colleagues we act transparently and with
integrity, showing respect and demonstrating fairness and objectivity.

In achieving these things, we will honour the faith that the South African public has
placed in us.
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MINISTER’S STATEMENT ON POLICY AND
COMMITMENT

The words "human life has equal worth", which underpinned the 2007 Budget Speech,
form the core value that unites all the citizens of our diverse nation. In discharging its
duties related to directing, managing and monitoring the use of public funds, the National
Treasury seeks to play its part in transforming this notion into continued action and
service delivery.

Directing financial resources to achieve accelerated economic growth in a dynamic and
sometimes turbid domestic and international economic environment requires both
resilience and resolve. The resolve is needed to ensure the use of resources in a manner
that promises to improve the lives of all citizens; the resilience, to continuously test the
relevance of the strategy at hand.

The outlook of government policy remains fundamentally unchanged, with the intent to
nurture growth to create employment and income in a sustainable manner. In this context,
the importance of poverty reduction and eliminating the marginalisation of people and
communities cannot be emphasised enough. The economic effects of climate change and
related matters will also become a focal point of activity in years to come to ensure that
we remain an economically viable nation far into the future.

The 2007 Budget projected a surplus as a result of many years of prudent financial
management. It will offer the fiscal space to allow government to consider structural
reforms to the social security system, rising funding levels for public sector infrastructure,
education and other priorities. The need to introduce an appraisal system for multi-year
capital projects is yet another reflection of the emergence of fiscal space as a feature in
our public finances.

Since 2001, we have channelled an ever-greater share of our resources into capital
spending. Our investment in infrastructure has been focused on two major areas: the built
environment and economic infrastructure. The built environment refers to a cluster of
activities and services related to building viable, secure residential communities —
housing, water, electrification, sanitation, roads, sports facilities, police stations, schools
and clinics. Government remains committed to these programmes, which seek to change
both the urban and rural landscapes — to turn barren, dusty land into places that people feel
proud to live in.

There have been some instances of flagrant disregard of the high ethical and fiduciary
responsibilities expected of people in our financial institutions. These often involve
hundreds of millions of rands plundered from companies or from ordinary South Africans
who spend a lifetime saving relatively small amounts annually. Neither organised criminal
activity nor abuse of stewardship obligations should be allowed to squander the gains of
our hard-earned democracy, and such activity will be addressed with the necessary
resolve.
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On the international front, this is the year that South Africa chairs the G-20 meetings. The
theme for the G-20 in 2007 is "Sharing - Influence, Responsibility, Knowledge". South
Africa has prepared a detailed work programme for the year focused on three major areas.
In addition to the area of fiscal space, the G-20 will look at the issue of increasing the
voice of developing countries on the global economic stage by giving impetus to efforts
to strengthen the voting power of emerging markets and low-income countries in the
International Monetary Fund and World Bank. South Africa will also use the opportunity
of its host year to improve and strengthen knowledge, within the forum, of African
economic and financial policy challenges, and to facilitate a sharing of knowledge with
African countries.

Ao

Trevor A Manuel, MP
Minister of Finance



LEGISLATIVE MANDATE

The National Treasury has a legislative mandate to promote the national Government's
fiscal policy and the coordination of macroeconomic policy; coordinate
intergovernmental financial and fiscal relations; manage the budget preparation and
enforce transparency and effective management in respect of revenue and expenditure,
assets and liabilities, public entities and constitutional institutions.

Parliamentary Services

The Minister of Finance as the political principal of the Department regards the active
collaboration with Parliament as vital. Consequently, the National Treasury continued to
have sustained relations during the period under review through interactions with
Parliamentary committees. Chief amongst the committees that the Department works with
is the Portfolio Committee on Finance; other committees include the Select Committee on
Finance, Joint Budget Committee and the Standing Committee on Public Finance.

At the core of maintaining the Ministry's cooperative relationship is the Parliamentary
Services Office. Tasked with ensuring a transparent and cooperative working relationship
with Parliament this office is the Ministry's representative office in Parliament. The Office
is a vehicle through which financial policies and pieces of legislation are presented to
Parliament for consideration and approval.

During the period under review the Parliamentary Services maintained a transparent
working relationship through coordinating work processes between policy makers and
public representatives. Information continued to flow between the Ministry through
Cabinet to Parliament and vice versa.

Other clients of this office include but are not limited to:
*  Members of Parliament

e Parliamentary Committees

*  Parliamentary Administrative Staff

*  Civil society institutions

¢ Members of the public.

The Parliamentary Services Office also maintains collegial and cooperative relationships
on behalf of the Ministry with political structures as well offices of the presiding officers
and Leader of Government Business.
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LEGISLATION ENACTED

The National Treasury tables in Parliament legislation annually, which can be

categorised as follows:

Legislation conceptualised and prepared in-house

Legislation prepared by such regulatory bodies as the Financial Services Board and
the South African Reserve Bank, with National Treasury providing policy
direction

Tax legislation prepared jointly with the South African Revenue Services. The
National Treasury provides policy direction.

Following is a list of legislation tabled in Parliament during the 2006/2007 financial

year to date:

Appropriation Act, 2006 (Act No. 7 of 2006)

Bill enacted: Appropriation Bill [B2 - 2006]

English text signed by the President. Assented to 14 July 2006
Published in Government Gazette No. 29048 dated 19 July 2006

Small Business Tax Amnesty and Amendment of Taxation Laws Act, 2006
(Act No. 9 of 2006)

Bill enacted: Small Business Tax Amnesty and Amendment of Taxation Laws Bill
[B14 - 2006]

English text signed by the President. Assented to 20 July 2006

Published in Government Gazette No. 29068 dated 25 July 2006

Second Small Business Tax Amnesty and Amendment of Taxation Laws Act,
2006 (Act No. 10 of 2006)

Bill enacted: Second Small Business Tax Amnesty and Amendment Taxation Laws
Bill [B15 - 2006]

English text signed by the President. Assented to 20 July 2006

Published in Government Gazette No. 29069 dated 25 July 2006

Adjustments Appropriation Act, 2006 (Act No. 14 of 2006)

Bill enacted: Adjustments Appropriation Bill [B32 - 2006]

English text signed by the President. Assented to 24 November 2006
Published in Government Gazette No. 29440 dated 30 November 2006

Revenue Laws Amendment Act, 2006 (Act No. 20 of 2006)

Bill enacted: Revenue Laws Amendment Bill [B33 - 2006]

English text signed by the President. Assented to 3 February 2007
Published in Government Gazette No. 29603 dated 7 February 2007



Revenue Laws Second Amendment Act, 2006 (Act No. 21 of 2006)
Bill enacted: Revenue Laws Second Amendment Bill [B34 - 2006]
English text signed by the President. Assented to 3 February 2007
Published in Government Gazette No. 29604 dated 7 February 2007

Division of Revenue Act, 2007 (Act No. 1 of 2007)

Bill enacted: Division of Revenue Bill [B3 - 2007]

English text signed by the President. Assented to 31 March 2007
Published in Government Gazette No. 29763 dated 31 March 2007

Finance Act, 2007 (Act No. 2 of 2007)

Bill enacted: Finance Bill [B5 - 2007]

English text signed by the President. Assented to 31 March 2007
Published in Government Gazette No. 29764 dated 31 March 2007
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ADMINISTRATION

Purpose: Administration provides strategic management and administrative support to
the National Treasury, giving managerial leadership to the work of the department.

Measurable objective: The programme aims to provide an effective leadership,
management and administrative support service to the core business divisions of the
National Treasury, through the continuous refinement of organisational strategy and
structure, ensuring compliance with applicable legislation and alignment with appropriate
best practice.

The programme is divided into four subprogrammes:

*  The Minister subprogramme provides for the Office of the Minister of Finance and
includes parliamentary and ministerial support services.

*  The Deputy Minister subprogramme provides for the Office of the Deputy Minister
of Finance and related support services.

*  The Management subprogramme incorporates the Office of the Director-General and
related support services.

*  Corporate Services supports the administration and effective operations of the
department.

Service Delivery Objectives and Indicators

Recent outputs

Administration falls under the Corporate Services division. Corporate Services is
responsible for the department's governance framework, and aims to create a productive
and creative working environment that enhances effectiveness. The division consists of
seven units: Information Technology, Facilities Management, Security Management,
Financial Management, Internal Audit, Human Resources Management and the Project

Office.

Integrated document management system

Corporate Services has launched a pilot project for an integrated document management
system (IDMS) to enhance the management of records and documents. The first stage of
this project focuses on the Ministry and Parliamentary Office, with the goal of eliminating
the cumbersome transportation of physical documents between the Cape Town and
Pretoria offices of the Ministry. The project will be expanded into the operational
environment with a view to creating a records management blueprint for the rest of the
National Treasury.



Programme 1: Administration

Related work has taken place in the following areas:

*  Document tracking system: The division procured Paper Trail software, appointed
the implementation partners, conducted change-management road shows, and
initiated application customisation and training.

*  E-Registry: The division redesigned the file plans for the Office of the Ministry of
Finance and National Treasury. The IDMS project has archived the Ministry's records
and 60 per cent of the Director-General's records. These filing systems will save the
National Treasury about R470 000 per year.

* Knowledge management and disaster recovery plan: The division developed a
disaster recovery plan and knowledge portal, and appointed a knowledge
management intern.

The division also completed re-engineering and mapping of its business processes.

Corporate Services has enhanced its project management capability by increasing the
functionality and size of the Project Office. A fully staffed project support office (PSO)
now focuses on project strategy and governance. During the review period the PSO:

* Defined a project management strategy and direction to ensure alignment to
Corporate Services strategy

*  Provided project governance at project, business unit and divisional level
* Incorporated the use of project management tools.

The main focus of the Financial Management unit is compliance with the Public Finance
Management Act (1999) (PFMA) and associated legislation. To ensure that the unit meets
its fiduciary duties and to improve the overall financial management of the National
Treasury, the unit was thoroughly reorganised in 2006/07. Several key activities were
identified and the following substructures were introduced under the direction of the
Chief Financial Officer: Supply Chain Management, Management Accounting, Financial
Accounting and the Public Entities Oversight unit. The unit plans to conclude this
reorganisation during 2007/08.

The Supply Chain Management unit is in the final phases of implementing supply change
management policy, procedures and bidding processes. The unit has also begun
implementing an electronic procurement system covering the adjudication of bids,
awarding of contracts and registration of suppliers for proper administration and
reporting.

During the review period, 54 bid contracts were awarded, of which 35 went to companies
owned by historically disadvantaged individuals and 28 to companies with majority BEE
ownership.

The National Treasury began a co-sourced approach to internal audits in July 2006, with
the approval of a service provider. The methodology of /nternal Audit, the annual plan and
three-year rolling strategic plan were presented to and approved by the Audit Committee.
The Internal Audit unit achieved 61 per cent of the audit work outlined in the annual audit
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plan and completed numerous consulting assignments. All reports were tabled with the
Audit Committee.

Internal Audit detected material findings on areas audited and helped to implement
recommendations. The unit also performs secretariat functions for the Audit Committee
and Risk Management Committee, and ensures their recommendations and decisions are
implemented.

The Information Technology unit has successfully upgraded the network operating
system and the e-mail system throughout the National Treasury. This has enabled
improved network management, enhanced security and remote access to e-mail services.
The unit has also extended the service desk solution to all Corporate Services business
units, which has enabled accurate reporting on service delivery.

South Africa is chairing the G-20 in 2007. To support this international collaboration of
finance ministers and central bank governors, Information Technology designed a
website, launched at the end of 2006, along with a members' site for collaboration by
G-20 participants.

The Security Management unit made considerable progress in creating a secure and
enabling working environment, despite a strike in the private security industry. The unit
met various standards set by national institutions, such as emergency evacuation plans
as stipulated in occupational health and safety regulations.

The National Treasury has made considerable progress in complying with the minimum
information security standards policy and has recruited more staff to tackle the increased
workload. All National Treasury employees are screened before they can assume
employment or occupy new positions. In addition, at least 221 employees have been
issued with clearance certificates.

Human Resources assessed its ability to function as a team and focused on improving
the technical abilities of its staff so that they can provide professional services to the
National Treasury. The unit has strengthened its organisational development capability
to focus on:

+  Team-effectiveness assessments and initiatives
*  Development of a change management framework for the National Treasury
»  Diversity management workshops.

A significant highlight of this period has been the implementation of voluntary
counselling and testing, which received a favourable response from employees. This
will be done annually and supported by a holistic employee wellbeing programme.

Human Resources worked successfully to reduce the vacancy rate to 14 per cent as of
31 March 2007 from 21 per cent a year earlier.

Facilities Management works to improve quality, reduce risks and deliver value for
money services to the National Treasury. Successful projects in 2006/07 included
installation of new standby generators, a dedicated generator for Information



Programme 1: Administration

Technology, optimisation of office space at 240 Vermeulen Street and the installation of a
new air-conditioning system in the computer rooms at 120 Plein Street.

The unit has been at the forefront of the cost-reduction initiatives within Corporate
Services, including measures related to telephones, postage, printing, copying and general
maintenance. Facilities Management has also introduced strict control mechanisms to
manage consumables.

Legal Services provides legal services to the Minister, Deputy Minister, Director-General
and all divisions of the National Treasury. These services include the drafting or vetting of
domestic and international agreements and legal instruments; primary and secondary
legislation; providing legal advice on a wide range of issues, including the restructuring of
state-owned enterprises, financial regulation, supply chain management and
intergovernmental relations; and litigation brought by or against the Minister and the
National Treasury.

During the review period Legal Services played a crucial role in various pieces of
legislation — those that it engages with annually, and those submitted to Parliament by
other ministers in consultation with the Minister of Finance.

The Legal Services unit reviewed a myriad of documents at different stages of the public-
private partnership (PPP) cycle and participated in the negotiation of a number of PPP
projects, including the Western Cape Rehabilitation Centre and Lentegeur Hospital,
Limpopo Renal Dialysis, an independent power producer in the Eastern Cape, and
pharmaceutical supply chain management services.

On the commercial front, Legal Services was involved in a number of transactions,
agreements, guarantees and indemnities. These include negotiating and settling the
agreements enabling South Africa to make a grant to the Gavi Fund; advising on buyback
of bonds in international markets; and updating the 18K disclosure document in terms of
the rules of the Securities Exchange Commission, ensuring that from a legal perspective,
government's exposure was mitigated.

In the past financial year, Legal Services was actively involved in a variety of complex
litigation matters, and ensured that government's policies and interests were well
protected.

The Communications unit planned and managed three outreach programmes in Bisho,
Nelspruit and Kimberley with over 250 learners in attendance. This together with various
official study tours and workshops ensured a sustained contribution to the broader
objective of taking the budget to the people. During the period under review the unit
successfully managed a series of media workshops and conferences including journalists’
lock-ups during the budget speech and the Medium Term Budget Policy Statement in Cape
Town and Pretoria. Through the sustained efforts and work of the unit the department
enjoyed a favourable media presence and coverage which generated robust public debate.
The unit also managed the launch and marketing of the new retail bond. With the
assistance of the unit the department launched the graduate recruitment and the TOPP
programmes (Training Outside Public Practice). Communications also managed the
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layout, design and printing of all major publications and promotional items on behalf of
the department. During the period under review the unit as the main point of entry to the
National Treasury managed various public queries about the scope of work done by the
department, including assisting ex-members of the public service with their pensions.

18
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ECONOMIC PLANNING AND BUDGET MANAGEMENT

Purpose: Economic Planning and Budget Management provides professional advice and

support to the Minister of Finance on economic and fiscal policy, international financial

relations, financial regulation, tax policy, intergovernmental financial relations, public

finance and the management of the annual budget process.

Measurable objective: The programme aims to promote growth, social development and

poverty reduction through sound fiscal and financial policies, and the effective, efficient

and appropriate allocation of public funds.

These functions are organised into four separate subprogrammes:

Public Finance manages the National Treasury's relations with other national
departments, provides budgetary support to departments, and advises the Minister
and the rest of the National Treasury on departmental and government cluster
matters. Focus areas include: departmental and sectoral financing and budgeting;
monitoring financial management, expenditure and service delivery; policy analysis
and policy development support; and project management support for development
programmes and initiatives.

The Budget Office provides fiscal policy advice, oversees expenditure planning and
the national budget process, leads the budget reform programme, coordinates
international technical assistance and donor finance, supports public-private
partnerships (PPPs) and compiles public finance statistics.

Intergovernmental Relations coordinates fiscal relations between national, provincial
and local government, and promotes sound provincial and municipal budgetary
planning, reporting and financial management.

Economic Policy and International Financial Relations is responsible for
macroeconomic and microeconomic analysis and policy advice, economic
forecasting, the management of international financial relations, tax policy analysis,
and financial sector policy advice. The division also coordinates its activities with the
Reserve Bank on the supervision and regulation of banking and exchange control, the
Financial Services Board in relation to non-banking financial services, and the
Financial Intelligence Centre in relation to anti-money-laundering measures and
combating the financing of terrorism.

Service Delivery Objectives and Indicators

Recent outputs

Budget Office

Much of the work of the Budget Office is focused on coordinating the budget process,



providing advice to the Ministers' Committee on the Budget, and monitoring fiscal and
public expenditure trends.

The Fiscal Policy unit plays a leading role in monitoring economic and fiscal trends and
advising the Minister of Finance on fiscal policy options and the budget framework. It is
responsible for the annual Budget Review, the Medium-Term Budget Policy Statement
(MTBPS) and inputs to the deliberations of the Ministers' Committee on the Budget.

Over the past year, policy advice and analysis focused on public service remuneration
issues, infrastructure investment and medium-term fiscal sustainability. This included
support for the occupation-specific dispensation policy for health, police and educators
and preparation for the new public-sector wage agreement. Research also looked at the
capital spending plans of government departments, provinces and public entities; and
improved budgeting and planning processes for infrastructure investment. Fiscal trends,
government's contribution to national savings and inter-temporal budget implications
were analysed in detail with a view to position the budget in support of government's
social and economic objectives.

Fiscal Policy is extensively involved in interdepartmental budgetary and policy
consultation, including support for the Department of Public Service and Administration
(DPSA) relating to public-service wage bargaining, and liaison with the Department of
Trade and Industry on critical infrastructure planning and budgeting.

Much of the Expenditure Planning unit's work is focused on the coordination of the
budget process in preparation of the annual Estimates of National Expenditure. The unit
is also responsible for the preparation of the Adjustments Budget that is tabled together
with the MTBPS.

In relation to the budget process, the Expenditure Planning unit works to improve
allocation decisions through increased political oversight, better evaluation of spending
proposals and improved spending information.

Other key activities over the past year included:

*  Working closely with the Standing Committee on Public Accounts to finalise
outstanding cases of unauthorised expenditure. A Finance Act regularising the
expenditure was tabled on 31 March 2007.

*  Briefing parliamentary committees on the budget process and budget documents.
e Providing training on planning and budgeting to parliamentary researchers.

*  Administering research projects that seek to improve the pro-poor impact of budget
programmes.

*  Managing the Secretariat of the Collaborative Africa Budget Reform Initiative, and
assisting with preparations for the 3rd Budget Reform Seminar in Addis Abba.

The Public Finance Statistics unit focuses mainly on the production of appropriately
classified fiscal data in various National Treasury publications in support of fiscal
transparency and accountability. The data is also submitted to the International Monetary
Fund (IMF).
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During 2006/07 the team concentrated on enhancing previously introduced reforms.
These areas of work included:

* Improvement of existing databases used for reporting data on all spheres of
government and the consolidated government account, providing better-quality
statistics to users. These improvements were supported by extensive programmes to
strengthen capacity at national and provincial levels.

*  Enhancements to the standard chart of accounts to cater for infrastructure reporting
and further rollout of the training programme to 2 388 practitioners, bringing the
total number of people trained at the end of phase 2 to 5 624.

*  Completing the establishment of the accounts of South African Social Security
Agency (SASSA), with inputs provided regarding classification and accounting
procedures. The unit helped SASSA to finalise and reconcile expenditure outcome
data for spending on social grants.

*  During the review period an additional 28 public entities were included in the
consolidated government account, improving coverage to about 52 per cent of
public entities, representing 86 per cent of government resources controlled by
entities. This process is being supported by an improved National Treasury data
collection process that will improve the efficiency of data flows between public
entities and government, and will ensure accuracy in the consolidations process.

* In collaboration with the European Union (EU), the unit completed the second
phase of a project to design policy proposals on consolidated budgeting. This
document and numerous other policy and classification papers were discussed at a
Classification Conference that brought together the National Treasury, the Reserve
Bank and Statistics South Africa.

Over the next several years the unit will focus on strengthening a range of existing
initiatives. This will include enhancements to the standard chart of accounts to ensure
improved reporting on infrastructure spending by building these reporting requirements
into the financial system structures. A detailed review of the existing transaction
classifications within the chart environment will be conducted and work finalised on the
introduction of the new (GFS 2001) functional classification for Budget 2008. Reporting
models and databases will be improved to ensure accurate reporting on spending on the
2010 FIFA World Cup and spending on research and development in various
departments. Further work will also be done on an appropriate database platform for the
statistics produced by the unit to improve the quality of and public access to the data.

The Public-Private Partnership unit regulates PPPs in terms of Treasury Regulation 16
to the Public Finance Management Act (PFMA), and in terms of PPP regulations to the
Municipal Finance Management Act (MFMA).

The 2006/2007 financial year saw a significant increase in deal flow, with six PPPs
reaching financial closure. It is envisioned that another six PPP deals will be closed in
2007/08.

The unit began to enhance its support to line departments and municipalities during the
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review period by establishing a contract management competency. This new area of
support will assist implementing institutions with the creation of a PPP contract
management framework to ensure that value for money is realised during project
implementation.

The unit launched the PPP Tourism Toolkit — the first industry-specific toolkit. It is
expected that two new tourism PPPs will reach financial close by the end of 2007.

To reduce the time and costs involved in negotiating PPP agreements, the unit is
conducting a review of standard provisions. The new standard provisions will be published
in 2008 after appropriate consultation with government institutions and the private sector.

The unit strengthened its technical advisory capacity, particularly for the local government
programme. As a result, a comprehensive set of municipal guidelines has been drafted and
will be published during 2007. Capacity to understand PPPs across government continues
to be expanded through the National Treasury's PPP training programme, which trained
265 officials and private-sector individuals during the review period.

The International Development Cooperation unit is responsible for the establishment of an
effective and efficient policy framework and management system to deal with official
development assistance (ODA) to South Africa. During the review period the unit:

e Implemented the policy framework and procedural guidelines for management of
ODA flows into South Africa.

*  Enhanced coordination through ODA coordinators' forums at national and provincial
levels.

*  Hosted the Development Counsellors' Forum for strategic management of donor
interventions.

e Completed the South Africa-France Partnership Agreement.

*  Worked with the Department of Foreign Affairs to access additional resources for
trilateral cooperation in Africa.

*  Finalised the development cooperation strategy for South Africa with the European
Commission and 10 member states, applicable from 2007 to 2013, for signature in the
last quarter of 2007.

*  Organised 11 annual consultations and/or joint commissions with partner countries
and multilateral bodies to review implementation and programming.

*  Contributed to ODA reform efforts internationally in areas such as harmonisation, aid
effectiveness and recipient empowerment.

*  Organised an Aid Effectiveness Conference for Africa in Durban in September 2006.
*  Organised the G-20 Aid Effectiveness Forum.
*  Built capacity for ODA management and coordination in all spheres of government.

*  Enhanced ODA information management through maintenance and refinement of a
central information system.
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The Neighbourhood Development Partnership Grant (NDPG) unit administers the grant
of the same name. The grant provides municipalities with technical assistance to
develop project proposals for property development in townships and residential
neighbourhoods, and capital grants for the construction and/or upgrading of community
facilities. The strategic objectives of the grant are to:

*  Promote private-sector investment and public spending in townships

*  Provide institutional support and technical capacity to municipalities

»  Direct capital investment into township, nodal and linkage projects

*  Promote knowledge, best practice and innovation in township development.

The Public Entities Governance unit was set up as a new chief directorate in the Budget
Office in 2006 to implement the recommendations of the 2004/05 public entities
governance framework review. The aim of the unit is to deepen the principles of good
governance and accountability in public entities and institutionalise budgeting, reporting
and change management processes. A key output of the unit will be a register of
government agencies and public entities, and records of feasibility studies, approvals,
budgets, strategic plans and annual reports of national agencies and entities. A
governance and financial management monitoring and compliance system for
government agencies, public entities and departmental business enterprises will also be
developed.

In terms of the Public Entities Central Registry, the following changes were made during
the review period: 7 entities were de-listed, 7 entities were listed, 2 entities were merged
and 5 were renamed.

Public Finance

The Public Finance division has responsibility for advising the Minister of Finance
on sectoral policies and departmental spending programmes, evaluating budget
submissions of national departments, and monitoring spending and service delivery
trends. It includes a Technical Assistance Unit that builds project management
capacity across government, and a specialised unit focused on financial and
budgetary aspects of the 2010 FIFA World Cup.

The Justice and Protection Services team provided technical assistance and expertise on
a range of key projects, including:

* An investigation into official housing accommodation provision practices.

*  Support for the devolution of funds from the Department of Public Works, including
transfer of responsibility for police stations to the Department of Safety and
Security.

*  Support for the implementation of a new business and governance model for the
integrated justice system (IJS) modernisation project and the realignment of jobs
towards rehabilitation, for the Department of Correctional Services.

* Guidance on an efficient and appropriate way forward to provide five new
correctional facilities.
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*  Support to the Department of Justice and Constitutional Development concerning the
establishment of a PPP arrangement for monies in trust, and the allocation of funds
from the Criminal Asset Recovery Account.

*  Monitoring the rollout of pilot projects of the Protection and Security Services
division in the Department of Safety and Security, and facilitating the transfer of
excess South African National Defence Force (SANDF) personnel to the division.

e Support to the Department of Defence for budgeting and financing peace support
operations, preparing contractual agreements with third parties and developing a
revenue tariff structure.

*  Oversight of the special arms procurement programme of the SANDF.

*  Assistance to the International Development Cooperation unit with the development
of a case flow management and monitoring tool.

*  Research on electronic monitoring of offenders, awaiting-trial and awaiting-sentence
detainees, overcrowding of correctional facilities, and the potential knock-on effects
of employing more police officers on other criminal justice system departments.

The team is represented on the Justice, Crime Prevention and Security (JCPS) cluster
development committee, responsible for coordinating policy implementation and
alignment of the strategic objectives of the criminal justice system, as well as the 1JS
board. The unit coordinates the activities of an 1JS budget review team. The unit leads a
JCPS initiative to build a common database and a model to predict detainee numbers to
identify practical steps to reduce jail and prison overcrowding and eliminate blockages in
the criminal justice system. A report of the trends in this quarterly output data was
finalised.

The Administrative Services chief directorate oversees the finances and budgets of a range
of central government responsibilities, including foreign policy (Foreign Affairs),
macroeconomic, fiscal and financial policies (National Treasury), personnel policy
(Public Service and Administration), and those responsible for coordinating and
monitoring government activities (Provincial and Local Government, Public Service
Commission, the Presidency and Parliament). The remaining departments are responsible
for specific services, such as providing government with land and accommodation (Public
Works), training (South African Management Development Institute), communication
services (Government Communication and Information System) and statistics (Statistics
South Africa), and by enabling the rights of citizens and residents (Home Affairs).

Key areas of work in 2006/07 included:

o Foreign Affairs — Worked with the department on an integrated strategy on the role
of South Africa in post-conflict reconstruction and development in Africa, and
strengthening the African Renaissance Fund.

e Home Affairs — Supported a departmental review and business process
re-engineering.

*  Public Service and Administration — Reviewed State Information Technology
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Agency tariffs, advised on initiatives in the Democratic Republic of Congo (public
service census), and supported the rollout of incapacity leave and ill-health
retirement policy to all departments.

*  Statistics SA — Provided technical support for a community survey in 2007 and
planning for Census 2011.

*  National Treasury — Supported work on the integrated financial management
system (IFMS) and initiatives by the South African Revenue Service to strengthen
capacity and improve project management. Work has been done to improve
reporting and internal budget processes.

*  Public Service Commission (PSC) — Continued work on the PSC's budget to ensure
alignment between its mandate and budget allocations, and to upgrade information
technology systems.

*  Public Works — Helped to devolve funds to client departments, especially where
they had difficulties reimbursing accommodation charges to the Property
Management Trading Entity.

The unit has focused its efforts over the past year on improving the monitoring and
reporting of expenditure, and provided guidance on the policy implications of legislative
amendments. Assistance has also been provided to departmental entities with the
interpretation of the standard chart of accounts in the preparation of financial statements
and in meeting the requirements of the PFMA.

The Social Services unit contributes to appropriate planning and financing of education,

health, social development and labour services, through the central and provincial
government budgets and other mechanisms, such as dedicated taxes, PPPs and the
generation of own revenue.

The unit plays a role in provincial budget analysis through active participation in
provincial visits, provincial budget processes, and in the compilation of chapters on
education, social development and health for the /ntergovernmental Fiscal Review.
Other key cross-cutting policy initiatives included the expanded public works
programme for the social sector, the child labour programme of action and the national
youth service.

The team's main focus areas were:

*  Education - Year 1 of the three-year recapitalisation of Further Education and
Training (FET) colleges saw the introduction of 11 new industry-relevant curricula
and the beginning of the upgrading of 50 college campuses. Support was also
provided to the Department of Education in the finalisation of school funding norms
that led to the introduction of no-fee schools for 40% of learners in January 2007.

*  Health - The team contributed to the development of a new remuneration
dispensation for health workers, starting with nurses, and improved funding for
national HIV and Aids programmes, including treatment rollout and costing of the
National Strategic Plan and revision of the HIV and Aids grant formula. Support
was given to the development and funding of an improved emergency medical
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services model, increasing funded posts within the health sector and for hospital
revitalisation. Other activities included steps towards improved training of health
professionals, modernisation of tertiary services and support for the first year of
implementation of the forensic pathology function shift. Support has also been given
to the development of the Risk Equalisation Fund for medical schemes.

e Social Development — Worked on social assistance litigation and provided policy
support to the department in terms of social welfare services personnel, a chronic
illness grant, substance abuse legislation, and norms and standards. The unit also took
part in the extensive effort to get the SASSA up and running.

e Labour — The unit supported development of policy and costing of the Child Labour
Programme of Action and review of proposals for a UIF agency. The unit also
participated in the technical task team for the integration of occupational health and
safety and compensation competencies.

*  Sport and Recreation — The unit supported the extension of the mass participation
conditional grant to include school sport and assisted with the planning of stadium
development for the 2010 FIFA World Cup.

e Arts and Culture — The unit helped to prepare the conditional grant for community
libraries.

At the end of June 2006, the division in Public Finance responsible for the cluster of
national departments delivering economic services was split into two chief directorates —
Economic Services and Urban Development and Infrastructure.

This split takes into account increased spending on infrastructure and on services
delivered such as social housing, water, electricity and telecommunications. In addition
the number of new policy developments, the establishment of additional public entities,
and legislative and regulatory changes emanating from various departments resulted in a
need to create more capacity to evaluate these proposals in terms of the financial and
economic impact.

Economic Services increased its direct participation in departmental projects, their
budgetary requirements and the coordination of spending plans between departments
promoting economic growth. These activities included advice on compliance with the
PFMA, the budgetary process and the oversight over their public entities' business plans,
governance, budgets, spending and outputs.

Economic Services provided sectoral advice on regulatory changes, such as the
Environment Impact Assessment System, the Tourism Sector Support programme and on
a range of incentive schemes, policy papers and informal-sector interventions proposed
by the Department of Trade and Industry. The unit also provided assistance with the
business plan of the State Diamond Trader.

The unit coordinated policy discussions between national and provincial government on
the funding of industrial development zones, and on supporting small business, including
the establishment of a number of Small Enterprise Development Agency branches. It also
provided advice on the financial implications of the National Framework for Sustainable
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Development, and took part in policy debates on sustainable economic development,

and on financing environmental and climate change initiatives.

During the review period a number of state-owned enterprises experienced liquidity

problems and required budgetary support. The unit was involved in:

Funding and governance of the Blyde River Canyon National Park, a declared
national park managed by Mpumalanga province

Measures to resolve the systems, governance and financial issues of the Marine
Living Resource Fund

The land acquisition strategy of the Department of Land Affairs
The large capital injection required and future role of the Land Bank

Significant demands on the fiscus by the Department of Public Enterprises to
recapitalise a number of state-owned enterprises

The feasibility and viability of the Pebble Bed Modular Reactor

Increased budgetary requests from the Department of Science and Technology to
fund initiatives such as the creation of a Space Agency and funding for the Square
Kilometre Array

The cost-benefits of the increased spending undertaken by industrial development
zones

The demands on the fiscus from the National Empowerment Fund

The success of the support measures offered to small businesses and the funding
required.

The Urban Development and Infrastructure unit focuses on budgets and expenditure

trends of national departments that provide infrastructure, and supports improved policy

and programme design to enhance delivery of integrated infrastructure in housing,

transport, water, telecommunications and energy.

The unit's activities in the review period included:

Support to the Department of Communications for its 2010 FIFA World Cup
communications plan, and for digitalisation and broadband infrastructure provision
by Sentech.

Assistance in the restructuring of the electricity distribution industry and in
reviewing future energy generation opportunities in nuclear and renewable energy.

Developing two new conditional grants for bulk infrastructure, sanitation and
electricity to all schools and clinics, and additional funding to eradicate bucket
sanitation.

Guidance to the Department of Water Affairs and Forestry in compiling a money bill
on the waste discharge charge system and a pricing strategy.

Evaluation of municipal transport plans in 2010 FIFA World Cup host cities and
monitoring of the public transport infrastructure and systems grant.

Review of allocations to the South African National Road Agency, the Road Traffic
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Management Corporation and the Road Accident Fund. Additional funding and
budget adjustments were evaluated with respect to the merger of the South African
Rail Commuter Corporation and Metrorail.

*  Support to the review of housing institutions, an assessment of the feasibility of a
housing tax credit and the regulatory impact analysis for housing policies. In support
of the Financial Sector Charter additional funding was made available for credit-
linked subsidies, and risk-sharing mechanisms were reviewed.

With its specific focus on infrastructure, the unit plays a key role in the Capital Budgets
Committee, and supports the PPP unit and Intergovernmental Relations in budget
preparation and expenditure reviews.

The Technical Assistance Unit (TAU), co-funded during 2006/07 by the EU and Canadian
International Development Agency (CIDA), provides technical assistance and project
management and advisory support to a variety of government initiatives and donor-
funded projects to improve performance and the quality of government spending.

During 2006/07 the unit supported 87 projects, mostly in national and provincial
government, made up of 47 new requests and 40 existing projects. The TAU uses the
results-based management approach, which was applied successfully to supporting the
improvement of conditional grants (necessitating a small adjustment in the Division of
Revenue Act), the neighbourhood development partnership grant, and support for the
Financial Intelligence Centre, where the unit helped to identify and recruit appropriate
capacity for the project team.

Other key TAU work included support for:

* The infrastructure delivery and improvement programme, which enhanced the
efficiency and effectiveness of projects in provincial departments

e The IS programme and the Department of Correctional Services

*  The Department of Provincial and Local Government's monitoring and evaluation
system

*  Local economic development projects in KwaZulu Natal, Limpopo and Eastern Cape
* A business planning process for the GCIS multipurpose community centres initiative
e The Department of Water Affairs and Forestry's Masibambane programme

*  Strategic and technical support to the Integrated Coastal Management unit of the
Department of Environmental Affairs and Tourism

*  The Department of Social Development's victim empowerment programme
e The Presidency, for the pro-poor policy development programme
*  The Department of Education for FET business plans.

In addition, a study was commissioned to assess the challenges that government
departments confront in programme and project management. The results will assist the
TAU to make a contribution to SAMDI's review of its training material.

The 2010 FIFA World Cup in South Africa provides opportunities to upgrade sporting
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facilities and to market the country as a destination for investment, sport and leisure.
South Africa will take full advantage of this opportunity to attract new investment in
stadiums, transport, airports, communications, accommodation, broadcasting and
information technology, and financial services.

The National Treasury has adopted a project-based model to capture all 2010-related
projects. Highlights of the planning phase, completed in December 2006, included:

*  Release of R242 million in March 2006 to assist host cities to plan for 2010 within
budget.

*  Completion of business cases for stadium funding, and analysis of these cases by a
joint team from the Local Organising Committee, the Development Bank of South
Africa and government.

*  Presentation of priority statements by host cities to the Department of Transport to
enable funding of transport projects.

*  Compilation of government's funding contribution to the 2010 project as a key
component of the 2007 Budget. Government has set aside a R17,4 billion direct
investment for the 2010 FIFA World Cup, which is integrated into a much larger
capital spending programme between 2006 and 2010.

Economic Policy and International Financial Relations

Economic Policy and International Financial Relations covers the functions of two
divisions in the National Treasury that were formed during the course of the 2006/07
fiscal year. These are the Economic Policy division and the Tax, Financial Relations and
International Economics division. The work of the two divisions includes
macroeconomic and microeconomic analysis and policy advice, economic forecasting,
the management of international financial relations, tax policy analysis, and financial
sector policy advice. These divisions also coordinate activities with the Reserve Bank on
the framework and conduct of macroeconomic policy, supervision and regulation of
banking and exchange control, the Financial Services Board in relation to non-banking
financial services, and the Financial Intelligence Centre in relation to anti-money-
laundering measures and combating the financing of terrorism.

The 2006/07 fiscal year saw a continuation of work on key policy objectives in all areas
of responsibility and the initiation of a range of new projects. For both divisions,
restructuring, conceptualisation of strategic focus, outputs and products and the
necessary competencies, structure and staff were a large element of management time.

The Economic Policy division engaged in the ongoing research work, advice and
coordination of growth-enhancing policies, including in the Asgisa task team and the
economic cluster. Important areas of work over the past year have included:

*  Providing analysis and advice on proposed industrial policies

¢ Public spending on infrastructure

*  Review of the development finance institutions

*  Economic modelling of Asgisa scenarios

*  World Cup and the Gautrain.
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The section also worked in conjunction with the Public Finance and Asset and Liabilities
divisions to assess and advise on departmental policy proposals and initiatives of state-
owned enterprises. The division continued to work with the International Panel of
economists that is conducting research into constraints to economic growth in the South
African economy.

The Head of the division co-chairs the Reserve Bank and National Treasury's
Macroeconomic Standing Committee, which oversees fiscal and monetary policy, the
inflation targeting framework, and international economic policy issues related to the
Common Monetary Area and SADC. The division conducts policy analysis for the
committee and prepares recommendations for the bilateral meetings of the Minister of
Finance and Governor of the Reserve Bank.

Macroeconomic modelling and partial equilibrium analyses of wage subsidies were
conducted in support of the ongoing National Treasury work on a new social security
dispensation. The section has also worked over the past year on, and is currently
finalising, an economic analysis of options for a social health insurance system for the
country. As part of those efforts, the division has worked with the World Bank on the
development of a new component of its computable general equilibrium model, a
microsimulation model that will add analytical depth to the model outputs.

A key output of the division remains its work with the Budget Office on the national
budget. Economic Policy creates the economic forecast for the medium term expenditure
framework and writes the macroeconomic chapter of the MTBPS and Budget Review. In
the process, the division focuses on the monitoring of various sectors of the economy and
efforts are ongoing to improve that work. In support of fiscal policy, the division works
closely with the Asset and Liability Management division to provide advice on the reserve
accumulation strategy, in line with ongoing assessment of global and domestic economic
conditions.

Government's regulatory impact assessment framework has been a critical focus area for
the division in the past year. Staff have been instrumental in finalising the proposals,
shepherding them through Cabinet, and developing a work programme, institutional
structure and work process proposal between the National Treasury, the Presidency and
the Cabinet Office, and other government departments. These will be finalised in the
fiscal year. The divisional structure has been amended to provide for scaling up of
analysis in this area.

The Tax Policy unit met most of its 2007/08 objectives as planned. The unit proposed
significant tax proposals for the 2007 Budget, including a shift from the secondary tax on
companies to a withholding tax on dividends. It also took over responsibility for the
drafting of tax legislation, working closely with the SA Revenue Service (SARS) on the
Revenue Laws Amendment Bill. 7ax Policy also accelerated the legislative amendment
process through early release of the Taxation Laws Amendment Bill in February 2007
(normally this bill is released in May).

The unit also oversaw the task team advising the Minister of Finance on the merits of
introducing a windfall tax on the liquid fuels industry. The task team's report was
published in February 2007.
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The Financial Sector Policy unit spent a considerable amount of time on long-term
insurance and retirement fund industry issues during the review period. It prepared the
National Treasury paper entitled "Social Security and Retirement Reform: Second
Discussion Paper," released on 23 February 2007 for public comment. With regard to
long-term insurance, regulations giving effect to the statement of intent between the
Minister of Finance and the life industry were promulgated in December 2006, and
regulations to limit churning through restricting commission on replacement policies
were promulgated in March 2007. A technical paper on regulating commissions and
minimum early termination values was finalised at the beginning of 2007 and published
shortly after the end of the financial year.

Efforts to maintain and strengthen financial stability included work on the Banks
Amendment Bill to implement the Basel II international standards of risk management.
The unit completed supporting research on the economic impact of Basel 11 in mid-2006,
and a draft bill was approved by Cabinet in March 2007.

Initiatives to increase consumer protection included preparation of the Pension Funds
Amendment Bill, which was approved by Cabinet in March 2007. The bill strengthens
the enforcement powers of the pension funds regulator and closes legal gaps in the
protection of member interest in pension fund surplus.

To improve access to finance and banking development, a draft Cooperative Banks Bill
was finalised and prepared for submission to Cabinet in April 2007. The bill will be
supported by a number of initiatives to strengthen financial management and to build
capacity in financial services cooperatives.

The International Financial Relations unit is responsible for servicing South Africa's
relationship with the World Bank and International Monetary Fund (IMF). Dondo
Mogajane and Goolam Aboobaker were seconded as senior advisors at the World Bank
and IMF respectively, improving government's voice within these institutions.

South Africa has also fully committed to the Multilateral Debt Relief Initiative by
making a once-off, upfront payment contribution.

South Africa continued to play a key role at promoting regional integration through the
Southern African Development Community (SADC) and the South African Customs
Union (SACU).

Economic Policy and International Financial Relations also facilitated highly
specialised research on shared growth, commissioning international and local academics
to publish numerous papers. During 2006/07 the division arranged two study visits to
South Africa by international researchers, resulting in the publication of research papers
relating to the binding constraints South Africa faces as it strives for higher growth.
South Africa also took over as chair of the G-20 in 2007.

Intergovernmental Relations

The Intergovernmental Relations division coordinates fiscal relations between the
national, provincial and local spheres of government. This is an important function
given the design of intergovernmental funding arrangements, in which provinces and
municipalities were allocated R204 billion, or 49 per cent of non-interest expenditure.
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The bulk of these resources are expended on core programmes such as school education,
public health care and provision of the free basic municipal services (e.g., water,
sanitation and electricity).

During the review period Intergovernmental Relations played a central role in compiling
consolidated provincial budgets and quarterly expenditure reports required in terms of
section 32 of the PFMA, providing Parliament and provincial legislatures with valuable
data for exercising more effective oversight. For the first time, quarterly reports on several
municipal budgets were published.

An internet-based course on the essentials of budget formulation was run in all nine
provinces for officials from the three spheres of government, and 370 participants, or
77 per cent of those who enrolled, successfully completed the course. The course provides
graduate-level training for professional staff and managers in finance and budget sections
of departments.

Intergovernmental Relations also worked to ensure effective use of financial resources
through the infrastructure delivery improvement programme, monitoring and reporting on
provincial infrastructure delivery trends, and recommending a delay of transfers where
provinces failed to comply with the conditions of national grants. The aim was to ensure
that remedial steps were taken to improve the pace of delivery and the quality of
infrastructure.

The division provided hands-on support to 25 municipalities and nine provincial
treasuries to implement the MFMA. A total of 22 international advisors with expertise in
financial management were deployed to 25 municipalities to support the preparation of
budgets, improve reporting and build local skills. In addition, five roving advisers were
made available to provinces to assist with the monitoring of municipal financial
management reforms.

Building on the work of previous years, a total of 469 financial management interns were
part of the programme to build capacity in municipalities. Municipal capacity has been
further strengthened by the financial management grant, training of officials and
councillors, the issuance of guidelines and policy support. Together these initiatives have
enabled the National Treasury to publish revenue and expenditure reports required in
terms of section 71 of the MFMA.

As part of raising awareness and facilitating compliance with the provisions of the
MFMA, nine circulars and guides were produced, distributed to all municipalities and
published on the internet to assist municipal officials and political office bearers. The
MFMA implementation website registered 26 000 hits over the past two financial years.

The division was responsible for monitoring all provincial and local government budgets,
and continued to compile a database of all such information. Working with other divisions
of the National Treasury, it also coordinated the preparation of the Local Government
Budgets and Expenditure Review 2001/02 - 2007/08 and Provincial Budgets and
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