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ACCOUNTING OFFICER’S
OVERVIEW

In his State of the Nation Address at the beginning of 2005, President Thabo Mbeki
asserted that ...our country, as a united nation has never in its history enjoyed such a
confluence of encouraging possibilities. These words were also captured as a central
theme in both the 2005 and 2006 Budget speeches of Minister Trevor Manuel when he
acknowledged the many achievements that South Africans can and should be proud of -
these are not restricted to the fundamentals of our economic policy.

Our leaders constantly present us with several exciting policy, planning and
implementation challenges.

As reported in the 2005 - 2008 strategic plan the National Treasury
committed itself to a set of strategic focus areas aimed at promoting
sustainable growth and development, reducing poverty, enhancing
budgetary transparency and improving intergovernmental fiscal relations

and financial management.

This Annual Report for the 2005/06 fiscal year will
provide a frank description of how the National Treasury
has discharged its mandate. More specifically, the report
provides details of the achievements and ongoing
challenges of the main divisions and programmes of the
department. It does so by providing an account of our
achievements in line with the measurable objectives
and output targets set out in the strategic plan. It shows
through the audited financial statements how resources
appropriated by Parliament for the 2005/06 financial
year have been utilised, and also provide an account

of the challenges that are likely to impact on future

plans and resource allocations.

Some of the highlights of our achievements, which
are detailed in this report, include the following:

The formulation and coordination of growth-
enhancing policies which has been a major focus of

the Economic Planning and Budget Management Lesetja Kganyago

programme. In particular, this programme has

Director-General: National Treasury
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contributed to several joint efforts that were undertaken to inform the economic basis of
the accelerated and shared growth initiative (ASGI-SA).

Through the annual review of the medium-term estimates, several enhancements have
been put in place to bring about greater efficiency in the manner that public funds are
allocated and spent. Priority policies and government programmes are now subject to
greater evaluation and scrutiny. Our Public Finance teams are working more closely with
national departments and intergovernmental forums as a way of improving policy
formulation in different sectors, and making sure that service delivery performance plays
a major role in future budget choices.

The work of our Intergovernmental Fiscal Relations Division is becoming increasingly
important in the coordination of fiscal relations between the three spheres of government.
Some of the key achievements of the programme are the Annual Division of Revenue Act,
the review of provincial and local expenditure and the consolidation of provincial
budgets. The internet-based "Essentials of Budget Formulation" course was run in all nine

provinces, and 258 provincial officials from all sectors completed the course successfully.

On the tax front, the exchange control and tax amnesty unit has completed its adjudication
process. The final audit confirms that 42 178 applications received amnesty, resulting in
levies of over R2 billion being raised. As reported in the 2005 Budget, funds collected
from the amnesty process will be set aside for infrastructure investment to build

sustainable and viable communities.

South Africa's sound monetary, fiscal and debt management policies played a major part
in the decision of all three major rating agencies to upgrade our sovereign credit rating.
In January, Moody's upgraded South Africa from Baa2 to Baal, and in August both
Standard & Poor's and Fitch Ratings upgraded the rating from BBB to BBB+. The Assets
and Liabilities programme continues to ensure that government's asset and liability

portfolio is managed in a prudent and sustainable manner.

The Office of the Accountant-General has focussed intensive attention upon the training
of financial managers. Some 600 internal auditors and 250 risk-management officials
were trained in courses that aim to raise skills levels in risk-management and internal
audit. We can also report this year on progress with the transition to accrual accounting.
A significant development in this regard has been the development of a standardised
financial reporting template that incorporates key policy improvements that are in line
with the GRAP standards issued by the Accounting Standards Board. This template was
used to facilitate the consolidation exercise for the 2005/06 financial year for national
departments and provinces.



Financial accounting and reporting require adequate systems. The Specialist Functions
Division continued to implement the Public Finance Management Act (PFMA) and has
been reporting regularly to the Portfolio Committee on Finance and the Standing
Committee on Public Accounts. Extensive training has been provided on the
implementation of financial reforms. The Integrated Financial Management System
(IFMS) Master Plan was approved by Cabinet and we are busy with the implementation
of Phase II of the project.

We are proud of what we have achieved thus far. Still, we are aware of the high
expectations that the Executive, parliament and the taxpayers have of the National
Treasury. We shall not disappoint.

L Kganyago
Director-General: National Treasury
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THE MINISTRY

This year [2006] Minister Trevor Manuel delivered his tenth budget in Parliament.

Shortly after taking office in 1996, Minister Manuel stated that Government

needed to have a greater say in the structure and the regulation of the

financial services industry - that the industry could not "place itself above the

law by defining its own regulation", and thus set himself on that path. Ten years later the
country is seeing the results and reaping the fruits of those hard decisions made then.

During the period under review the country saw an extraordinary performance in capital
markets, partly driven by robust global growth but also indicative of rising confidence in
South Africa's growth outlook; this under the leadership, and the management of the
Minister of Finance and his Deputy Jabu Moleketi. Together they have ensured that the
country continues on a positive growth trajectory and that South Africa remains a country
"alive with possibility" with a confluence of amazing opportunities. The Absa-Barclays

deal, finalised in July 2005, at around R30-billion was the
largest ever single investment in the country and is

one such example.

At the core of the Ministry is the dedicated staff of
not only the National Treasury but all the bodies

and agencies that report to the Minister of Finance.

It is this high caliber of employees led by the
ably suited National Treasury

Director-General Lesetja
Kganyago that provide both
the technical and operational
expertise needed by the
political principals.

In the period under review

the Minister and his
Deputy continued to
stimulate discourse in
international and
multilateral institutions
such as the IMF, World
Bank, African Development
Bank, Nepad, G-20 etc in a
quest to ensure that South
Africa takes its rightful place in
the global field.

Trevor A Manuel, MP
Minister of Finance



International visits undertaken by the Minister of Finance during the 2005/06

financial year

11 - 20 April 2005

14 - 19 May 2005

10 - 12 June 2005

03 - 06 July 2005

29 - 30 July 2005

31 August - 05 September

21 - 27 September 2005

06 - 07 October 2005

13 - 18 October 2005

21 - 24 November 2005

07 - 08 December 2005

Visit to INSEAD, France, to address an

Africa Day Function, to Washington D.C., USA to
attend the Spring Meetings of the World Bank and the
IMF and to New York, USA to attend an ECOSOC
meeting.

Visit to Abuja, Nigeria to attend the ECA
and ADB Annual Meetings.

Visit to London, UK to attend a pre-G8

breakfast for Ministers of Finance of Brazil,

China, India and South Africa with G8 Ministers of
Finance.

Visit to London, UK to participate in NEPAD
pre-G8 event and address Commonwealth Business
Council G8 Business Action for Africa Summit

Visit to Gaborone, Botswana to address a
fundraising dinner for the University of
Botswana Foundation.

Visit to Lake Como, Italy to represent
President Mbeki at the Ambrosetti Forum.

Visit to Washington D.C. to attend the
Annual Meetings of the World Bank and the
IMF.

Visit to Mbabane, Swaziland to attend an
ESAAMLG Ministerial Meeting and a SACU
Council of Ministers meeting.

Visit to Beijing, China, to attend the G20
Finance Ministers' Meeting, and to London,
UK to participate in a Royal African Society
Seminar.

Visit to Tunis, Tunisia, to attend an African
Finance Ministers' meeting.

Visit to Windhoek, Namibia to attend a
SACU Council of Ministers meeting.
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International visits undertaken by the Deputy Minister of Finance during the
2005/06 financial year

09 - 12 February 2006 : G8 Finance Ministers in Moscow

17 - 27 April 2006 . Accompanied the Deputy President to attend JIPSA and
ASGISA meeting, Japan and Indonesia

10 - 14 May 2006 . Attend the South African Sport and Investment
Promotion Conference, London

30 May - 4 June 2006 . Accompanied the Deputy Minister of Foreign Affairs
on a bilateral meeting between SA and China, Beijing,
China

07 - 11 June 2006 . Attended Seminar on strengthening democracy in a new

global order (2004) and next step after Gaza (2005),
Sweden, Stockholm



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.

Annual Report 2005/06



SWa)SAg |eloueulH

Hun diysisuped
a)eAlid alland

1un eouelsIssy

Y [eoluyoa]
S92INIBS uswabeue|y awabeue|y Aalj0d |eoasiH sooINIeg |eba
Bununooo aoueUl{ 21|gNn sl Abajel A A S92IAIBS |BI00
n A I491gnd| | 3SId ® 1ens sisAjeuy 196png dllod Jll0d Xel UOIRUIPI00D INISS [Blo0S e
JIWOUOI80.DIIN
1PNy [BuJdlu| Aoljod suoneladp |elouInOId wswdojanaq S92IAISS| | suoneIUNWWO)D
urey) Addn ejoueU| suohejey euoljeuIaiu aAleJ]SIuIW
1uswanosdwi s b = Buluue|q BulepPOl [eloueulq - e Juswabeue|y
swabeuepy splepuels EmEm\ﬂmmcmS_ 9 >o_%n_ e 9ILIOU0DT] leuoneuss| sonsiels S82INIBS [eloueulH
eloueu| swi.o Iigel uswiuiaAobisiu aoueul{ 21|gn 2lWOU09
|el =] ? N Hiiqert| | ¥ | 14 9lgnd ! =l Juswabeuep
SJUNO22Y Juswabeue 1uswabeue JUBWIUISA0D) Kaljod Aaijod Buluue|d SERIVETS $982JN0SaY
|euoneN joBe5uU0D 19SSy [e007| | O1WoUO280I0B | | 10108S |EloUBUIS ainyjipuadx3 uo139930.d uewnH
I I I I I I I I
O|EAWON Uewddiq 19bn1y| usao)n agapeH luewexeyd| | sjizn4 esibun- plemaoT Jaydojsuys | | JeIUOwWwop [rews| epuodey zej uospjeuoq saup3-al| |y yemleN
[es8usD) MOIDUY
SOIWOU09]
-JUEUNOOOY suofoun4 uswabeuey suonejey [euoneuaU| S92|AIBS
8y} Jo 9910 1siieioads Aunger 9 1essy | | /eewuwenobisy) | | A2l10d dIWIOU0dT | | b a5ueur xey | | @010 10BpNg | | eoueul oland 8)elodio)
pesH peaH pesH pesH PESH pesH pesH Bunoy pesH peaH
T T T T T T | I |
f f f f f f f f |
Bunoday Swa)sAs juswabeuepy SIBJSUEBIL NOY [ED0T B AOId juswabeuely 1obpng Slgjsuell |easid juswabeue|y 196png juswabeue|y 196png Sl AN VR (1)

pue Bununoooy [eloueuly
:g sawweuiboid

pue juswabeuely [eloueul4
: awweibouid

Ayngery pue jessy
:¢ awweiboid

:9 awweiboid
uey\ 196png ¥ ue|d uoog

:Z awwesboid

pue Buluue|d olwouod]
:Z awweiboid

:g awweiboid
uey\ 196png ¥ ue|d uoogy
:Z awwesboid

pue Bujuue|d o1wouod3
:Z awweiboig

pue Buluueld oiwouodg
:Z swweliboid

1, awweiboid
uojessiuiwpy
1} swweiboid

3oYaoN nger

aoueul jo Jasiuly AindaQ B

obeAuehy] efjosan
|BJoUa5)-10}08.Ig

[onue\ J0A3IL
aoueUIl{ JO JB)SIUIN

National Treasury



MINISTER’S STATEMENT ON POLICY AND
COMMITMENT

"United in our diversity," the National Treasury strives to achieve a better life for all our
citizens. As the custodians of the public finances, the National Treasury seeks to imbue
government policy with a sense of purpose and vision of society and with an
understanding of a common history.

The cornerstone of those policies is to nurture economic growth to create employment and
income and to sustain them far into the future. Poverty reduction and an end to
marginalization are critical elements of a sustainable growth path. Environmental
sustainability and its link to economic development and growth is also vitally important,
and will play a larger role in the work of the National Treasury in coming years.

Meeting the aspirations of all South Africans requires the matching of public monies with
appropriately designed policies and institutions, in some cases via national, provincial and
municipal budgets and some cases through the creation of active partnerships with the
private sector. The Financial Sector Charter, for instance, is expected to play a major role
in coming years in the development of social and economic infrastructure and housing.
Departmental spending plans and the programmes that implement policies to provide
health care, water, electrification, local infrastructure and other components of the social
wage continue to be the focus of much of the work of the National Treasury. They give
deeper meaning to the achievements attained in the macroeconomic sphere to reduce
inflation and the cost of capital.

Macroeconomic and financial sector policy nonetheless remains a key area of concern,
reflecting the importance of the global economic environment, capital flows and trade to
our economic future. On the strength of a reasonably benign global environment and the
prudence of our policies over the last ten years, the fiscal stance has allowed strong real
growth in public spending even as the cost of public debt and the burden of taxation has
been reduced. A moderate fiscal deficit has been the outcome, and maintaining that stance
in a pro-growth manner will remain a key focus area for the National Treasury in coming
years. Further improvements depend in large part on addressing a series of regulatory,
programmatic and microeconomic challenges in the economy. A broad approach to
raising the rate of economic growth in the economy helps us to more closely align
government policies and spending plans and to achieve greater intra-governmental

coordination.

A key element of coordination lies in the area of development finance where the National
Treasury seeks to improve the alignment of the public development finance institutions.
Government's procurement and supply chain management policies also remain a central
focus, alongside the establishment of a revised Integrated Financial Management System.
Implementation of the Public Finance Management and Municipal Finance Management
Acts continues apace. The 2010 Soccer World Cup presents a major opportunity to build
important infrastructure systems, improve public facilities and underpin economic growth
generally.
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Our international agenda to develop global public goods, to strengthen the international
financial architecture and to reduce poverty in developing regions remains integral to the
challenge of growth and poverty reduction at home. We remain engaged on a multilateral
basis with the international community in a range of institutions and key meetings,
including the IMF, the World Bank, the G20, and the WTO. Regionally and continentally,
the National Treasury is helping to establish more empowered and capable institutions,
including the African Development Bank, SADC, SACU and the African Union.

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, 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
1s 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 co-operative 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;
e Members of Parliament;

e Parliamentary Committees;

e Parliamentary Administrative Staff;

*  Civil society institutions; and

e 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

cagorised 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 2005/2006 financial

year to date:

Appropriation Act, 2005 (Act No. 4 of 2005)

Bill enacted: Appropriation Bill [B7 - 2005]

English text signed by the President. Assented to 18 June 2005
Published in Government Gazette No. 27703 dated 22 June 2005

Taxation Laws Amendment Act, 2005 (Act No. 9 of 2005)
Bill enacted: Taxation Laws Amendment Bill [B19 - 2005]
English text signed by the President. Assented to 14 July 2005
Published in Government Gazette No. 27815 dated 19 June 2005

Taxation Laws Second Amendment Act, 2005 (Act No. 10 of 2005)
Bill enacted: Taxation Laws Amendment Bill [B20 - 2005]

English text signed by the President. Assented to 10 July 2005
Published in Government Gazette No. 27786 dated 13 July 2005

Adjustments Appropriation Bill Act, 2005 (Act No. 21 of 2005)

Bill enacted: Adjustments Appropriation Bill [B37 - 2005]

English text signed by the President. Assented to 28 November 2005
Published in Government Gazette No. 28284 dated 30 November 2005

Auditing Profession Act, 2005 (Act No. 26 of 2005)

Bill enacted: Auditing Profession Bill [B31B - 2005]

English text signed by the President: Assented to 12 January 2006
Published in Government Gazette No. 28406 dated 16 January 2006

Special Pensions Amendment Act, 2005 (Act No. 27 of 2005)

Bill enacted: Special Pensions Amendment Bill [B28B - 2005]
English text signed by the President: Assented to 12 January 2006
Published in Government Gazette No. 28407 dated 16 January 2006



7.

10.

Revenue Laws Amendment Act, 2005 (Act No. 31 of 2005)

Bill enacted: Revenue Laws Amendment Bill [B40 - 2005]

English text signed by the President: Assented to 27 January 2006
Published in Government Gazette No. 28450 dated 1 February 2006

Revenue Laws Second Amendment Act, 2005 (Act No. 32 of 2005)
Bill enacted: Revenue Laws Second Amendment Bill [B41 - 2005]
English text signed by the President: Assented to 27 January 2006
Published in Government Gazette No. 28451 dated 1 February 2006

Additional Adjustments Appropriation Act (2006/06 Financial Year),
2006 (Act No. 1 of 2006)

Bill enacted: Additional Adjustments Appropriation Bill (2005/06 Financial Year)
[B 4 -2006]

English text signed by the President: Assented to 30 March 2006

Published in Government Gazette No. 28694 dated 30 March 2006

Division of Revenue Act, 2006 (Act No. 2 of 2006)

Bill enacted: Division of Revenue Bill [B 3B - 2006]

English text signed by the President: Assented to 31 March 2006
Published in Government Gazette No. 28700 dated 31 March 2006
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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, to ensure 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 provides for the funding of the Office of the
Director-General and related support services; and

*  Corporate Services supports the administration and smooth running of the
department.

Service Delivery Objectives and Indicators

Recent outputs

The Corporate Services division is responsible for the Administration programme. The
division is responsible for developing, maintaining and implementing the department's
governance framework, and aims to create a productive and creative working
environment that enhances departmental effectiveness. A critical intervention to improve
its service to the department was the development of a client charter. Performance in
relation to the charter objectives is measured through client surveys. The results of the
surveys have been used to inform service improvement initiatives.

The Corporate Services division consists of six units: Internal Audit, Human Resources
Management, Financial Management, Security Management, Facilities Management,
and Information Technology.

Corporate Services has launched a pilot project to enhance the management of records
and documents. The first stage of the 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
further into the operational environment with a view to creating a records management
blueprint for the rest of the National Treasury.



Programme 1: Administration

With multiple projects and initiatives planned or taking place in Corporate Services,
additional capacity to assist with the planning, managing and reporting has been recruited
in the form of a project management coach. Project management principles and
techniques have been adopted to enhance service delivery.

The Financial Management unit focuses on compliance with all relevant financial statutes
and regulations, the most important of which is the Public Finance Management Act
(PFMA). This unit also performs secretariat duties for the Audit Committee and the Risk
Management Committee, as well as implementing recommendations and decisions
emanating from these committees.

The Supply Chain Management unit (formerly Procurement Management) has introduced
a phased implementation of supply chain management practices to reinforce compliance
with National Treasury regulations. The accounting officer approved this policy and
delegations. To ensure proper administration and reporting on bids adjudicated and
awarded, the unit has purchased an electronic procurement system, and training on the
new system will take place in August 2006.

For the period under review, 57 contracts were awarded, of which 42 went to companies
owned by historically disadvantaged individuals, 29 to companies with majority BEE
ownership and 19 to companies owned by women.

The National Treasury has shifted its approach from a fully outsourced Internal Audit
function to its current co-sourcing approach. The intention is to migrate to a full in-house
function over the next three years. A chief directorate: internal audit has been established
and the vacant position has been filled. The newly appointed chief director will drive the
department's internal audit function.

This approach will ensure that ample time is allowed to develop an effective internal audit
structure, to employ competent staff and to transfer skills from the co-sourced service
provider to the in-house function. The department went through a bidding process and a
service provider has been identified. Negotiations are under way and a service level
agreement is being developed.

The outsourced service provider successfully concluded the audit work outlined by the
annual internal audit plan and issued follow-up reports. All such reports have been tabled
with the Audit Committee.

The Information Technology unit has successfully implemented a central service desk
ahead of schedule, and internal customer service can now be accurately measured against
agreed service levels.

Further enhancements have been made to the existing electronic communications medium
by upgrading e-mail and network operating systems. This has enabled the organisation to
collaborate more effectively with integration into portal technologies. In conjunction with
the State Information Technology Agency, end-user mobility by means of remote access
to e-mail facilities has contributed to improved productivity. This service will be
enhanced in the upcoming year as new wireless technologies become available.
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The Security Management unit made considerable progress in 2005/06 in creating a
secure and enabling working environment. Recognisable achievements were reached in
meeting the prescripts and standards set by national institutions.

The National Treasury has made considerable progress in complying with the Minimum
Information Security Standards policy. All National Treasury employees are screened
before they can assume employment or occupy new positions. In addition, at least 145
employees have been issued with clearance certificates.

Procedures have been put in place to provide a secure working environment in the various
buildings occupied by staff. During 2005/06, Security Management prepared six
policies/procedures/plans. Two of these have been approved and are being implemented;
the others are in final draft phase.

The Human Resources Management unit continued to focus on enabling the National
Treasury to become an employer of choice. A number of strategic interventions were
implemented to make significant progress toward this goal, including a talent
management strategy, which includes:

*  The development of a National Treasury-specific competency framework
* A career development and succession planning model
* A leadership and management development model and system

« Initiatives for attracting talent into the National Treasury.

The National Treasury's vacancy rate was reduced from 25 per cent to 21 per cent. This
entailed aggressive advertising and marketing of the National Treasury at various
institutions, resulting in the appointment of a number of highly skilled candidates in
critical areas.

The Human Resources Management unit also began a process of repositioning itself for
better service delivery. All HR processes were reviewed and streamlined, and a new
structure for the unit was implemented.

Twenty-four of the 27 HR policies that were to be finalised by 31 March 2005, as
indicated in the 2004/05 Annual Report, were finalised. The remaining three policies -
labour relations, probation management and working conditions of security officials - will
be completed in the current financial year. In addition, all HR policies were reviewed and
will be communicated to all staff during 2006/07.

A number of competency-enhancement and capacity-building interventions were
implemented. Among the successful ones were interventions focusing on self-
management, and improving leadership and management skills.

To improve staff morale and job satisfaction, the Human Resources Management unit
facilitated programmes and interventions resulting from the 2004 Culture and Climate
Survey project.

Facilities Management continues to support the core business of the department through
the provision of well-maintained facilities and effective services.

One of the projects that was completed successfully in 2005/06 was the refurbishment of
the SITA site in Centurion. This site houses about 400 National Treasury employees and



Programme 1: Administration

consultants. In addition, the refurbishment of the final four floors in the Vermeulen Street
Building was successfully competed.

The unit has also been in the forefront of cost-reduction initiatives implemented within
Corporate Services (e.g., measures related to telephones, postage, printing and copying).

The Communications unit rendered a professional and efficient media management,
liaison and monitoring service to both the Ministry and the department. The Minister,
Deputy Minister, Director-General, and senior officials featured prominently in the media
through coverage managed by the unit. The Communications unit managed the layout and
design, and oversaw the printing and distribution, of publications such as budget
documents, the annual report, the strategic plan and other publications. During the period
under review the unit managed four successful Budget and Medium-Term Budget Policy
Statement lock-ups with more than 100 journalists in attendance in both Cape Town and
Pretoria. The unit also managed a series of events, workshops and conferences, including
the Growth Conference attended by international delegates and speakers. Through
initiatives such as the town hall meetings with high school learners, workshops hosted at
National Treasury and the "Bring a Girl Child to Work Day," the unit played a key role in
fulfilling its outreach objective. The unit also manages and oversees various public
queries on a daily basis; most of these are related to the nature and scope of work done
the National Treasury and departments under the Ministry of Finance.

The Legal Services unit dealt with various aspects of law, including reviewing and
drafting of contracts, drafting of legislation and various matters of a litigious nature.
During the year under review the unit became involved in the successful passage of the
Division of Revenue Act (2 of 2005), Special Pensions Amendment Act 2005 (27 of 2005)
and Additional Adjustments Appropriation Act (2005/06 financial year) (2 of 2006), and
in addition commented on a number of bills and regulations.

The Legal Services unit advised on domestic and global bond issuances; the introduction
of a prospectus directive in Europe that necessitated changes in the content of Euro
Medium Term Note Programme documentation; the Absa/Barclays merger and transfer of
business of Absa to Barclays; and the policy on indemnities contained in contracts
concluded by government departments and public entities. The unit also drafted and
negotiated several guarantees.

Over the past year, several litigious matters were dealt with successfully. These included
a constitutional challenge to the Inspections of Financial Institutions Act (80 of 1998) by
a financial institution that alleged that the act infringed its right to privacy; a constitutional
challenge to the Public Accountants and Auditors Act (80 of 1991) by the Institute of
Certified Public Accountants that alleged that the act infringed their right to equality,
freedom of association and right to choose trade; a damages claim against the Minster of
Finance for acts committed by the Financial Services Board (FSB) which was
successfully opposed on the basis that the Minister is not vicariously liable for actions of
the FSB; and a constitutional challenge to the Customs and Excise Act (91 of 1964).
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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 ensure sound economic, fiscal, financial

and tax policies; an equitable division of revenue between the national, provincial and

local spheres of government; and coherent and well-balanced departmental plans and

budgets.

These functions are organised into four separate subprogrammes:

Public Finance is responsible for economic and financial advice on social, economic,
administrative and protection services, and for the National Treasury's relations with
other national departments. A Technical Assistance unit, co-funded by the European
Union, supplements these activities through project management and capacity-
building support for reconstruction and development projects.

The Budget Office provides fiscal policy advice, oversees the national budget
process, coordinates international technical assistance and donor finance, supports
public-private partnerships (PPPs), and compiles the 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 analysis and policy advice, 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.
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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, including support for the new Government Employees Medical Scheme and pay
progression. It also looked at capital-spending plans of government departments,
provinces and public entities; and improved budgeting and planning processes for
infrastructure investment and maintenance with a renewed focus on mega projects. Fiscal
sustainability, debt finance and budget deficit trends were analysed in detail with a view
to position the budget in support of economic growth and development.

The Fiscal Policy unit 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 issues, 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 is involved in ongoing
activities 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.

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

*  Administering 14 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 2nd Budget Reform Seminar held in Maputo.

The [International Development Cooperation (IDC) 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.

In the past financial year, the unit achieved the following:

* Implemented a policy framework and procedural guidelines for management of ODA
flows into SA.

*  Enhanced coordination through ODA coordinators' fora.

Annual Report 2005/06
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*  Hosted an SA Development Counsellors' Forum for strategic management of donor
interventions.

*  Worked with the Department of Foreign Affairs to access additional resources to take
forward trilateral cooperation into Africa.

*  Organised and participated in 11 annual consultations with partner countries and
multilateral bodies to review progress of implementation and future programming.

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

*  Built capacity for ODA management at all spheres of government in terms of formal
training and strategic engagement.

*  Enhanced ODA information management through maintenance and refinement of a
central information system.

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).

During 2005/06 the team focused mainly on consolidating reforms introduced during the
previous financial years, including:

*  Further enhancements to the standard chart of accounts to cater for infrastructure
reporting and further rollout of the training programme to another 2 500 practitioners.
The team was also involved in the design and implementation of the chart of accounts
and reporting formats designed for the South African Social Security Agency, and for
the trading entity established by the Department of Public Works for managing
government property.

*  The introduction of consolidated economic accounts in the Budget Review that extend
the coverage of the general government account to include more public entities into
the main consolidation.

*  Enhancements to and management of the national database, which is critical for
compiling the Estimates of National Expenditure and the Government Finance
Statistics accounts of national government.

» Improvement of existing databases used for provincial reporting and consolidation to
provide better-quality statistics to users. These improvements were supported by
extensive capacity-building programmes at the provincial level.

The focus over the next few years will be on ensuring that the coverage of the
consolidated budgets is extended to include all entities of general government. This will
be done by refining the proposals on consolidated budgeting and by designing appropriate
reporting procedures and formats to capture and verify the data for such institutions.
Further enhancement of existing statistics is planned via the implementation of several
key projects, including the development of a comprehensive database, using a different
database platform that will ensure interoperability with the transversal systems.

The Public-Private Partnership unit regulates PPPs in terms of Treasury Regulation 16 to
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the PFMA, and in terms of PPP regulations to the Municipal Finance Management Act
(MFMA). The municipal PPP regulations were introduced in 2004/05, giving rise to a
new set of responsibilities for the unit.

The 2005/06 financial year saw the unit expand by establishing a municipal desk and
assuming responsibility for the projects previously undertaken by the Municipal
Infrastructure Investment Unit (MIIU), in addition to the projects registered with the
National Treasury in terms of the MFMA. In so doing, the unit assumed funding
responsibility for technical assistance grants to municipalities. The unit recruited staff
from the MIIU and provided technical assistance in kind to municipalities.
Comprehensive sector-specific guidelines, similar to those available for provincial and
national departments, will be prepared for local authorities in 2006/07.

Provincial and national government PPPs showed steady progress as they proceeded from
inception and feasibility study stages to procurement. At the end of 2005/06 there were 51
PPP projects registered with the unit as being in feasibility or procurement stages, and 12
projects were in implementation.

Initial steps were taken in restructuring the unit's regulatory and technical assistance
functions with the introduction of a review committee made up of members from outside
the unit for the approval of PPP feasibility studies.

The project development facility, which was established as a National Treasury trading
account to support national and provincial departments in procuring expert transaction
advisor support, had disbursed R6,5 million in support of PPP procurement to provincial
and national departments by the end of 2005/06.

Foundation training in PPPs continued, and over 220 officials and private sector
participants received comprehensive training in PPPs in 2005/06.

The PPP Toolkit for Tourism was issued in 2005/06 to facilitate the procurement of value-
for-money PPPs in the tourism sector.

The Public Entities Governance unit was set up as a new chief directorate in the Budget
Office during the past financial year. The unit has been designed to implement the
recommendations of the 2004/05 public entities governance framework review. The
overall 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
2005/06: 7 entities were de-listed, 10 entities were listed, and 1 entity was reclassified.
Ntsika Enterprises and NAMAC merged to form the Small Enterprise Development
Agency.
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Public Finance

Work of the Public Finance division continues to focus on analysis of budgets and
expenditure trends of national departments, and improved policy and programme
design to enhance public service delivery.

The Justice and Protection Services unit is responsible for the criminal justice system
votes (i.e., the Departments of Safety and Security, Justice and Constitutional
Development, and Corrections, as well as the Independent Complaints Directorate) and
the Defence vote. Associated are three constitutional institutions (the SA Human Rights
Commission, Commission on Gender Equality and Public Protector) and four public
entities (the Legal Aid Board, Special Investigating Unit, Castle Control Board and
Armscor). The team has been instrumental in guiding and providing technical assis-

tance and expertise related to several key projects over the past year:

An investigation of all departments in respect of official housing accommodation
provision practices.

Support to all departments and the Independent Complaints Directorate in the
devolution of funds from the Department of Public Works.

Support to all criminal justice system departments for human resource management,
including career-pathing and scarce skills.

Initiating technical assistance support for the implementation of a new business and
governance model for the integrated justice system (IJS) modernisation project, as
well as the implementation of a rehabilitation job realignment project for
Correctional Services.

Support to the Department of Justice and Constitutional Development concerning the
establishment of a PPP arrangement for Monies in Trust, the costing of the Child
Justice Bill and the allocation of funds from the Criminal Asset Recovery Account.

Facilitation of the finalisation of the SAPS/IDECO Pty (Ltd)/Industrial Development
Corporation agreement in respect of the automated fingerprint identification system.

Monitoring the implementation of the Department of Safety and Security's protection
and security pilot projects, and facilitating negotiations regarding the transfer of
excess Defence Force personnel to the Protection and Security Services Division.

Support to the Department of Defence in reviewing South Africa's participation in
international peace missions.

An evaluation of Department of Defence infrastructure spending.

Research concerning electronic monitoring of offenders, awaiting-trial and awaiting-
sentence detainees, and overcrowding of correctional facilities.

The team also leads a justice crime prevention system (JCPS) cluster initiative build-
ing a common database and a model to predict detainee numbers, identify practical
steps to reduce prison overcrowding and eliminate the IJS blockages. A report of the
trends in this quarterly output data was finalised. The team also leads a JCPS initiative
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to quantify human resource needs and organisational implications for other depart-
ments of the continued increase in police officer intake. A research report will be issued
during 2006/07.

The Social Services unit contributes to appropriate sectoral financing, primarily
through the central and provincial government budgets, but also through other mecha-
nisms such as dedicated taxes in the case of the Unemployment Insurance Fund (UIF),

PPPs and the generation of own, direct revenue.

The unit also plays a role in provincial budget analysis with the Intergovernmental
Relations division through active participation in provincial visits, provincial budget
processes, and in the compilation of chapters on education, social development and
health for the Intergovernmental Fiscal Review publication. Other key crosscutting pol-
icy initiatives included the expanded public works programme for the social sector and
the child labour action programme.

The main areas of focus for the team were:

Support for the finalisation of the conditional grant for the recapitalisation of Further
Education and Training colleges, co-chairing of the Higher Education Funding
Review, and research on a baseline study for the National School Nutrition
Programme with the Department of Education.

In the area of health services, the team assisted with the reviewing of conditional
grant funding, evaluated proposals for social health insurance and finalised the
transfer of forensic pathology services to provincial health departments via a
conditional grant.

Work in the area of social development concentrated on the finalisation of the
funding mechanism for the social assistance function and getting the South African
Social Security Agency operational. An additional focus, through a joint initiative
with the Departments of Social Development and Health (the disability management
initiative), was on understanding the trends in disability grants better, and supporting
efforts to improve administration of these grants. The unit also participated in
extensive processes around the finalisation of the Children's Bill and the Older
Persons Bill and, supported efforts to develop frameworks for the provision and
funding of welfare services.

On labour issues, focus was on supporting the completion of the review of the
National Skills Strategy and support for the development of a business model for
restructuring the UIF, which included assessing adequate levels of reserves to be held
by the fund as well as support for the start of the restructuring process for all the
compensation funds.

Key activities dealt with by the sport and recreation team revolved around the
finalisation of the incorporation of the South African Sports Commission into the
national department, and the completion of the guarantees for the 2010 FIFA Soccer
World Cup.

Administrative Services consists of three units that are responsible for central govern-
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ment departments (including Home Affairs and Foreign Affairs), financial and admin-
istrative departments (including the National Treasury, Public Service and
Administration and Statistics SA) and the Departments of Public Works, Provincial and
Local Government, and the South African Management Development Institute

(SAMDI).

In 2005/06 the team:

Assisted the Department of Foreign Affairs in conducting a feasibility study for the
acquisition of a new head office and supported the department's role in Africa through
the recapitalisation of the African Renaissance Fund.

Supported the Department of Home Affairs in the review of tariffs charged for
services rendered by the department and in the development of a new activity-based
costing tariff model.

Provided guidance to the Department of Provincial and Local Government for budget
planning in the implementation of Project Consolidate.

For the DPSA, reviewed State Information Technology Agency (SITA) tariffs, further
financing of provincial interventions, and support for the establishment of the
Government Employees Medical Scheme.

Assisted the Department of Public Works in the devolution of funds to client
departments and the establishment of a property management account through which
accommodation services will be financed as from 1 April 2006.

Provided technical support to Statistics SA relating to a community survey in 2007

and planning for Census 2011.

The unit has focused its efforts over the past year on improving the monitoring and
reporting on expenditure trends, and supporting the introduction of the new chart of
accounts. Assistance has also been provided to departments with trading accounts, or
to those intending to introduce trading accounts as part of their financial management
systems.

The Administrative Services unit is represented on the Immigration Advisory Board;
the Disaster Management Committee; the Urban Renewal and Integrated Sustainable
Development Programme; the Community Survey Steering Committee; and various

interdepartmental task teams.

The Economic Services unit provided significant input into a number of funding mod-
els proposed for entities such as national parks, the South African Biodiversity
Institute, the Road Traffic Management Corporation, and new Department of Science
and Technology initiatives, often involving foreign investors contributing to the proj-
ects and off-budget charges. New policy developments and legislative changes also
required support in a number of areas. For example, the Department of Water Affairs
and Forestry worked closely with this team on its restructuring and to develop a new
legislative framework. This included a national water resource infrastructure strategy,

reviews of other institutional arrangements on various spheres of government, revised
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policies on water pricing and the strategy on water services delivery. A number of off-
budget infrastructure proposals for funding were considered, including the new De

Hoop dam in Limpopo province.

Policy advice and direct participation in the transport sector included the Public
Transport Infrastructure and Systems Fund and the Roads Coordinating Body. In the
housing and community development sector the unit provided support to the Ministry
of Housing for discussions with the banking sector on the implementation of the
Financial Services Charter; and advice to the Public Entities unit on the restructuring
of the housing public entities. The unit provided analysis of requests for additional
funding for new housing subsidy instruments. It also participated in the development
of the neighbourhood partnership development grant concept, as well as the preparato-
ry organisational and technical work around this.

The Department of Trade and Industry has drawn on National Treasury advice in regard
to a number of incentive schemes, possible improvements in the regulatory environ-
ment for small businesses, and the design of an Apex Fund to provide small loans to
small and medium-sized enterprises. Policies and legislation relating to BEE, the pro-
grammes and capital requirements of the National Empowerment Fund, and consumer
and credit law reform projects have required attention. The Economic Services unit also
participated in the critical infrastructure programme adjudication board's development
of related guidelines. A number of public entities have experienced going concern prob-
lems during the year and Economic Services developed budgetary support proposals
with the relevant departments. Economic Services also worked with the Department of
Minerals and Energy on legislation aimed at promoting the diamond and precious metal
industries. The Limpopo Minerals Trust was dissolved and the National Treasury
advised on the distribution of the proceeds.

The Technical Assistance unit, co-funded by the European Union (EU) and Canadian
International Development Aid, provides technical assistance and project management
and advisory support to a variety of government initiatives and donor-funded pro-
grammes.

During the year under review the unit supported 51 projects, mostly in national and
provincial government, comprising 26 new requests received and 25 ongoing projects.

Its work included support for:

*  Development of models for feeding for the primary-school nutrition programme of

the Department of Education.
*  The higher education AIDS programme funded by the EU.

*  The social housing support programme supported by the EU.

* Design and formulation of a municipal infrastructure delivery management
improvement programme to strengthen overall infrastructure investment and

maintenance projects in local government.
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*  The victim empowerment programme in the Department of Social Development
supported by the EU.

»  Tendering processes and project coordination for the implementation of the DNA
laboratory of the South African Police Service (SAPS) to improve forensic services,
supported by the EU.

* EU-funded local economic development programmes in the KwaZulu-Natal
Department of Economic Affairs and Tourism and the provincial treasury in the
Eastern Cape.

*  The National Prosecuting Authority's human trafficking programme funded by the
EU.

*  The Eastern Cape Department of Housing, Local Government and Traditional Affairs
for Project Consolidate.

* The urban renewal programme of the Department of Provincial and Local
Government, supported by the EU.

*  SAPS, Eastern Cape, crime against women and children, supported by the EU.

*  The multipurpose community centres initiative of the Government Communication
and Information System (GCIS).

*  The National Treasury's neighbourhood development partnership grant programme.
*  Improving processes in relation to conditional grants for the National Treasury.

*  Review of the National Environmental Management Act and subsequent training on
environmental awareness in relation to sustainable development.

Services provided to the above departments ranged from programme design and for-
mulation, to work plan and business plan development, the latter especially in the con-
text of improvement to the implementation and spending of conditional grants. A
major focal area in most of the above-mentioned programmes has been assistance with
procurement processes, including drafting terms of reference, compiling tender

dossiers and assisting with the evaluation process.

The unit also hosted project management interest group meetings, together with GCIS
and the DPSA, to enhance the capacity of government officials to deliver on implemen-

tation through shared experiences and good practice.

Economic Policy and International Financial Relations

The Economic Policy and International Financial Relations division focused its
economic policy work on the need to put South Africa on a higher growth path, and its
international work on multilateral debt relief for low-income countries. This was in
addition to performing its continuing annual responsibilities related to macroeconomic
and financial stability, tax policy proposals for the budget, accessibility and transparency,
implementation of the Financial Sector Charter, and drafting and tabling of legislation.

The Macroeconomic Policy unit played a key role in the formulation and coordination of
appropriate growth-enhancing policies for the country, working to deepen understanding
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of bottlenecks in the economy and to identify constraints that hamper growth. During
2005, the unit coordinated the development of a growth diagnostic for South Africa,
holding two workshops to facilitate this effort. The unit assisted in developing a key paper
titled "A partnership for growth and empowerment: accelerating economic development
2005 - 2014," which was presented to Cabinet at its lekgotla in July 2005, and which
forms the basis for the accelerated and shared growth initiative (ASGISA).

The team continues to strengthen its role in policy advice through economic modelling
and monitoring. Strides have been made to strengthen the sectoral modelling capabilities
within the unit. Monitoring of economic activities is reported in Chapter 2 of the Budget
Review, which covers economic developments and outlook over the medium-term
expenditure framework period.

The Macroeconomic Policy unit represents the National Treasury in the ASGISA task
team and in the economic cluster. Various modelling projects have been undertaken as
part of this initiative. Much of the work in this area is focused on advising departments
about the economic implications of proposals.

Key activities undertaken in 2005/6 included:
*  Quarterly macroeconomic forecasts.

« Investigating the potential macroeconomic impact of the 2010 FIFA Soccer World
Cup.

*  Ajoint study with the Presidency on the possibility of introducing regulatory impact
assessment (RIA) in South Africa. The study was completed at the end of 2005.
Consultation is under way with other government departments to inform proposals to
be made to Cabinet at the end of 2006.

*  Cooperation with the Reserve Bank on a number of issues that entailed the
management of inflation expectations, options around inflation targeting and reserve
management.

* Continuing research is being carried out in various other areas, including
investigating the potential macroeconomic impact of public infrastructure
investment, drivers of total factor productivity and benchmarking rand volatility.

The Tax Policy unit is responsible for advising the Minister of Finance on tax policy
issues that arise at all three spheres of government. The unit designs tax instruments that
take into account the principles of good taxes - such as equity, efficiency, certainty and
simplicity. It is important that the tax system raises sufficient revenue for the fiscus,
supports economic growth and social policy objectives. To ensure an effective interface
between tax policy objectives and administration of the tax system, the National Treasury
has partnered closely with the South African Revenue Service (SARS), resulting in ever-
improving efficiency in tax policy design and collection of revenue.

An important part of the unit's programme is the formulation of tax proposals and drafting
the tax chapters of the Budget Review and the MTBPS, and together with SARS preparing
and tabling the necessary legislation. Proposals on retirement fund tax reform and the
taxation of medical aid contributions were completed during the fiscal year for the 2005
Budget. Work also continued on the tax proposals to support the 2010 FIFA Soccer World
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Cup to give effect to the tax-related guarantees that government signed as part of the
conditions to host the event. Continuing consultation took place with the Departments of
Minerals and Energy, Environmental Affairs and Tourism, and Trade and Industry on
mining royalties, environmental taxes and incentives, respectively.

The unit also contributed to tax research for the Southern Africa Development
Community, and to the Organisation for Economic Cooperation and Development as an
observer to its Fiscal Affairs Committee.

The Tax Policy unit completed its proposals on phasing out the RSC levy. It also
considered provincial tax proposals related to the fuel levy.

The Financial Sector Policy unit is responsible for advising the Minister of Finance on
policies aimed at promoting the growth, development and stability of the financial sector.
This is achieved through interaction and dialogue between the National Treasury,
regulatory bodies, consumer groups and the industry at large.

During the year under review, the Financial Sector Policy team represented the National
Treasury at various committees, including the Policy Board for Financial Services and
Regulation — a statutory body that advises the Minister on the financial services industry
and regulatory framework; the Financial and Regulatory Issues Standing Committee — a
bilateral body with the Reserve Bank that coordinates common financial regulatory
issues; the Standing Committee for the Revision of the Banks Act; the Standing
Committee for the Revision of the Payment Systems Act; and the Basle II Steering
Committee tasked with implementing new risk management measures in the banking
sector.

The unit continued to participate in the work of the Financial Sector Charter Council
towards implementing the charter's objectives of broadening access to financial services
to low-income individuals and small, medium and micro enterprises.

After receiving comments on the Cooperative Banks and Dedicated Banks Bills, the unit
focused on revising the bills to take such comments into account. This process has proved
to be more complex than anticipated, and the unit has had to postpone the publication of
the revised versions of these bills to the 2006 financial year. The unit has also launched a
national working committee for the reform of the cooperative banks. The committee
serves as an advisory body for the National Treasury. The committee's outputs include
recommendations on the most appropriate prudential regulations for the cooperative
banks, and the skills requited by its management teams and board members. The
committee includes representatives from several national and provincial governments
departments, the Reserve Bank, the South African Savings and Credit Union League, and
community and trade union representatives.

Research is under way in various other areas, such as drafting a policy and legal position
on a South African Deposit Insurance Scheme, and review of the Pension Funds Act
(24 of 1956). Regarding the latter, comments were received from stakeholders on the
discussion document on retirement fund reform, published in December 2004. Further
consultation and work has taken place with a view to issuing a second discussion
document during the latter half of 2006.

The unit was also heavily involved in the review of commission regulations and the
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brokering of the statement of intent between the Life Offices Association and the Minister
of Finance. The statement seeks to implement minima on certain retirement annuities and
endowments, helping to ensure that consumers of such products receive a better deal than
in the past. Work on commission regulation culminated in the release of a broader
discussion document on contractual savings in the life insurance industry, which includes
a wider ambit of issues that need to be addressed beyond merely reviewing commission
regulations in the terms of the Long Term Insurance Act (52 of 1998).

The unit continues to advise the Minister of Finance on exchange control policy and other
related policies. One of the unit's major tasks was overseeing the processes and
completion of the exchange control and tax amnesty unit. The unit completed its
adjudication process, with 42 679 applications received and adjudicated. A final audit
confirms that 42 178 applications received amnesty, and only 20 applications were
declined amnesty. The amnesty process raised levies well in excess of R2 billion.

The Financial Sector Policy unit prepared further exchange control relaxations as
announced in the 2005 MTBPS and the 2006 Budget. These relate to increases in the
investment allowance for individuals, and allowing SA companies to become global
players, particularly in Africa.

Together with the Financial Intelligence Centre, the unit continues to work on policy
issues to combat money laundering and the financing of terrorism.

The International Economics unit provides advice and support on issues that contribute
to shaping the international development policy agenda, reforming the international
financial architecture, and deepening and extending economic linkages among African
economies.

Global development policy remained a priority for International Economics during the
period under review. The unit provided policy support to the Minister of Finance as chair
of the Development Committee, a joint World Bank-IMF committee that is the ultimate
decision-making body of the two institutions on development issues. The Minister's term
as chair of the Development Committee ended at the 2005 Annual Meetings of the World
Bank and IMF, and the Minister now represents the Africa group constituency on the
Development Committee. Policy advice focused on sustainable debt relief, enhanced aid
flows and growth-enhancing strategies that reduce poverty. A framework for monitoring
the implementation of the Monterrey Consensus and the Millennium Development Goals
was implemented. A principal theme during the Minister's chairmanship of the
Development Committee was the voice and representation of developing countries in the
Bretton Woods institutions. The unit also supported the Minister of Finance in his
participation in the Commission for Africa report (March 2005), which detailed a plan to
reduce poverty and attain sustainable development in Africa.

The unit supported the Minister in the effort to commit the G8 to increasing its aid to
Africa, which it agreed to do by US$25 billion per year. While the focus has been on
increasing the quantity of aid, improving aid effectiveness is equally important. The unit
participated in a meeting of Eastern and Southern African countries to examine the Paris
Declaration and its implications and will continue to stress the need for improved aid
efficiency and harmonisation, and the provision of sustained, long-term Official
Development Assistance (ODA) consistent with country priorities.
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South Africa was also an active participant in the G20 in 2005/06. The G20 is a grouping
of larger developed and emerging market countries at the level of finance ministers and
central bank governors, which meets to discuss issues related to the global economy and
world financial markets. One of the key priorities of the G20 was its focus on the reform
of the IMF and World Bank. All G20 member countries committed to ensuring the
continued role of the Bretton Woods Institutions in the global economy, while agreeing
that these institutions need to be reformed to meet the changing needs of their members,
including allowing developing countries a greater say in their operations. South Africa
was successful in its bid to chair the G20 in 2007, which will require the establishment of
a G20 Secretariat at the National Treasury.

In January 2006, South Africa increased its shareholding in the African Development
Bank (ADB) by 0,4 per cent, taking it to a total of 4,5 per cent. South Africa continues to
contribute to the replenishment of the African Development Fund (ADF), and
compensated ADF in a lump sum payment for foregone reflows under the Multilateral
Debt Relief Initiative. This has been a significant year of reform of Africa's key
institutions, with new leadership at the ADB (July 2005) and United Nations Economic
Commission for Africa (October 2005), both of which detailed ambitious reform

programmes at their 2005 annual meetings.

The International Economics unit continues to engage with the Southern African
Development Community (SADC) region in order to achieve its development goals as
appearing in the regional indicative strategic development plan. A Draft Finance and
Investment Protocol has been completed and will be presented to the summit of heads of
state and government. One of the MOUs to be implemented is on macroeconomic
convergence. A macroeconomic policy surveillance unit has been established in the
SADC Secretariat. Important to note also is that South Africa currently meets all the
current macroeconomic convergence criteria in terms of inflation rate, current account
balance, debt and fiscal deficits.

The scope of engagement with the Southern African Customs Union (SACU) covers the
implementation of the SACU agreement that was signed in 2002 and entered into force in
July 2004. The new agreement has implications for the management of the common
revenue pool, and the distribution of the pool by means of a new revenue-sharing formula.

The unit also ensured that R14,1 billion was transferred in the last financial year to SACU
countries other than South Africa.

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 nature and design of South Africa's intergovernmental funding arrangements, in which
provinces and municipalities were allocated R227,2 billion, or 62,4 per cent of nationally
raised revenue, for 2005/06.

In the past financial year Intergovernmental Relations played a critical role in putting
together consolidated provincial budgets and quarterly expenditure reports that are
required in terms of Section 32 of the PFMA, providing Parliament and provincial
legislatures with data for exercising oversight more effectively. For the first time, the
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2005/06 reports included non-financial performance data, focusing initially on
beneficiaries of social security grants. Also for the first time, quarterly reports on a few
selected municipal budgets were published during the financial year.

The division's internet-based "Essentials of Budget Formulation" course was run in all
nine provinces, and 258 provincial officials from all sectors completed the course
successfully.

The division also prepared the annual Division of Revenue Act, including detailed grant
frameworks and three-year allocations for each provincial and local government grant, by
province and municipality. This assisted in providing sharper definitions of the purpose
and intended outputs for each grant and, in clearly spelling out the roles and
responsibilities of transferring and receiving officers, these frameworks ensure improved
accountability in relation to conditional grant-funded programmes.

Intergovernmental Relations played a significant role in ensuring optimal utilisation of
financial resources through the Infrastructure Delivery Improvement Programme (IDIP).
The division continuously monitored and reported on provincial infrastructure delivery
trends, and took determined action in recommending the halt of transfers to provinces
where under-spending was anticipated.

During 2005/06 the division stepped up its targeted support initiatives to municipalities
for the implementation of the MFMA. Twenty-two advisors with expertise in financial
management were deployed to 25 municipalities to support them with the preparation of
budgets and reports. In addition, five roving advisers were made available to provinces to
assist them with the monitoring of municipal financial management reforms. A further
500 financial management interns were placed in municipalities, ensuring a cadre of new
skilled graduates. Municipal capacity has been further bolstered by the National
Treasury's financial management grant, training of officials and councillors, guidelines
and policy support.

As part of raising awareness and facilitating compliance with the prescripts of the MFMA,
23 circulars and guides were produced and published on the internet, to assist both
municipal officials and political office bearers. The MFMA implementation website
registered 26 000 hits during the financial year.

The division was responsible for monitoring all provincial and local government budgets,
and continued to compile and update a database of all such information. It also
coordinated the preparation of the Provincial Budgets and Expenditure Review
2001/02 - 2007/08. This publication went beyond simply providing a comprehensive set
of data on provincial budgets and expenditure, to providing analyses of trends in service
delivery. A separate publication on local government finances and service delivery trends
will be released in 2006.
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