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Over the next three years, the team will focus on implementing the proposals set out in
this year’s Budget. Key among these is the review of the tax treatment of retirement
savings. This year a second detailed discussion document on the retirement tax reform
proposals and the underlying policy considerations will be released. The process will
encourage open consultation with various stakeholders so that the final legislation
represents a fully deliberated product. Mindful of a range of stakeholder concerns and
drawing on the findings of the responsible task team, the 2003 tax proposals suggested
that the retirement fund tax rate should be reduced from 25 per cent to 18 per cent.

Internationally accepted taxation principles and administrative concerns inform the
proposed package of domestic investment stimuli. Key among these are the retention of
the accelerated depreciation arrangements for manufacturing assets, previously
introduced as a temporary measure and a double deduction for the first R20 000 of costs
incurred in the start-up of new businesses.

Many urban areas in South Africa suffer from inadequate infrastructure maintenance and
environmental decay. Urban renewal requires greater business investment in the
regeneration of inner-city areas. With this in mind, the 2003 Budget proposes that
investment in the refurbishment or the construction of buildings in certain urban areas
receives special accelerated depreciation treatment. A complementary proposal extends
tax advantages to public benefit organisations that provide affordable housing to
low-income households in underdeveloped urban areas, as part of a more comprehensive
broadening of the list of activities for tax-deductible donations.

The current system of taxing foreign dividends has the unintended effect of discouraging
dividend inflows. In order to eliminate this disincentive, the tax on foreign dividends will
be removed where a South African taxpayer has a meaningful interest in the foreign
subsidiary paying the dividend.

On the indirect tax side, there is a temporary elimination of the general fuel levy between
leaded and unleaded petrol to allow the industry scope to increase its clean fuel
production capacity. And mindful of the effect that increases in the dollar-denominated
international crude oil price has on domestic fuel prices, the 2003 Budget recommends
that the fuel taxes be adjusted by less than inflation.

A key proposal this year is the introduction of an “environmental levy” on plastic bags,
in support of the “polluter pays” principle. Some of the revenues collected will be
earmarked for the recycling of plastic bags. The team intends to release a discussion
document on Environmental Fiscal Reform (Environmental Taxes) in South Africa in
July 2003. Complementary research will review the VAT treatment of appropriations or
grants to public entities and public enterprises by June 2003, ready for incorporation in
the second Taxation Amendment Bill by the end of October 2003.

The tax trump card in the 2003 Budget most certainly is the joint foreign amnesty, in
relation to both exchange controls and the Income Tax Act. The window period for filing
for amnesty relief will run from 1 June 2003 to 30 November 2003. The purpose of the
amnesty is not to raise revenue. It is, instead, to allow past transgressions of the law to be
dealt with, while improving disclosure of foreign assets and income. It will permit the
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repatriation of capital by those persons who desire to bring funds back into South Africa,
but who fear the consequences of past illegal acts.

The Tax Policy unit is working hard on the draft Mineral Royalty Bill that the Minister of
Finance will introduce in the Parliamentary Portfolio Committee on Finance and the
Portfolio Committee on Minerals and Energy Affairs this year. Presentations and hearings
with stakeholders in the minerals industry will accompany the process.

The drafting of the Mineral Royalty Bill was preceded by a comprehensive international
comparative analysis on the introduction of a mineral and hydrocarbon royalty regime in
support of the Mineral and Petroleum Resources Development Act.

Finally, the Tax Policy unit, as Chair of the Southern African Development Community
(SADC) Tax Subcommittee, will continue to play a leading role in delivering on regional
tax coordination. A key driver for this process is the implementation of the
“SADC Memorandum of Understanding on Taxation and Related Matters”, which was
signed in August 2002. This initiative will be reinforced by the incorporation of the
memorandum of understanding in a binding SADC Finance and Investment Protocol that
is due to be signed later this year. The coordination programme aims to identify and
develop areas for cooperation in tax administration and policy and to build stable and
efficient tax systems that will facilitate trade and investment, while securing regional tax
bases. This work is being carried out in parallel with the macroeconomic convergence
programme being undertaken by the International Economics unit.

The Financial Sector Policy unit (formerly the Financial Regulation unit) advises the
Minister of Finance on the financial regulatory and supervisory policy issues and the
regulatory architecture of the domestic financial system. The unit is also responsible for
formulating the Government’s financial sector policy; providing the legislative and
regulatory framework required for its implementation; and influencing the international
financial sector policy agenda in the areas of financial regulatory policy; banking
development; financial services; financial markets and anti-money laundering.

The unit has lead responsibility for liaison between the Treasury and the South African
Reserve Bank on matters related to bank supervision, exchange control, financial stability
and the national payments system. It is also responsible for liaison between the Treasury
and the Financial Services Board, which supervises the non-banking financial services
sector under the policy direction of the Minister of Finance. The unit is therefore is
charged with ensuring that various financial services legislation prepared by the South
African Reserve Bank and Financial Services Board is in accordance with the policy
objectives of the Minister of Finance.

Accordingly, the Financial Sector Policy unit fulfils its mandate through liaison with
various supervisory authorities and organisations. It liaises with the South African
Reserve Bank on matters relating to bank supervision, exchange control, financial
stability and the National Payments System. It engages the Financial Services Board in
its supervision of the non-banking financial services sector under the policy direction of
the Minister of Finance. It addresses the Micro Finance Regulatory Council on micro-
lending matters, and interacts with various financial-sector industry representative
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groups, such as the Banking Council of South Africa and the Life Offices Association.
The unit also actively engages international organisations on anti-money laundering and
the combating of terrorist financing. It also engages with regional organisations, such as
the Common Monetary Area and the Committee of Insurance, Securities and
Non-banking Financial Authorities, a subcommittee of SADC.

The Financial Sector Policy team represents the National Treasury on numerous
committees. These include, the Policy Board for Financial Services and Regulation — in
terms of the Policy Board for Financial Services and Regulation Act (41 of 1993) — which
is a statutory advisory body that furnishes advice to the Minister on the financial services
industry and the regulatory framework of the financial system; the Financial Markets
Advisory Board — in terms of the Financial Markets Control Act (97 of 1989) — a statutory
advisory board that furnishes advice to the Minister on issues that affect the financial
markets; the Standing Committee for the Revision of the Banks Act (94 of 1990),
a statutory advisory committee that furnishes advice to the Minister on amendments to
the Banks Act (94 of 1990).

The National Treasury has recognised the importance of maintaining a high level of
financial regulation and supervision to ensure that our financial system remains sound,
robust and generally well regulated, and is not prone to major vulnerabilities that could
endanger macroeconomic and financial stability.

The International Economics unit undertakes policy research and analysis, providing
advice and support to key decision-makers, notably the Minister of Finance, on issues that
contribute towards deepening and extending economic linkages between African
economies, strengthening South Africa’s capital account, reforming the international
financial architecture and shaping the international development policy agenda.

Ongoing analysis is taking place in the areas of financial market development and capital
account policies. The unit is responsible for advising on exchange control policy and
capital account liberalisation, and is actively involved in the development and
implementation of the exchange control reforms announced in the 2003 Budget.

Over the next three years, the unit will focus on developing and implementing proposals
for regional financial sector strengthening and integration, assessing policies to manage
capital account shocks, and managing the transition from exchange controls to prudential
regulation of foreign investment by institutional investors.

International Economics continues to engage actively with multilateral institutions,
including the International Monetary Fund, the World Bank, the G20, and the G24. Over
the next three years, the team will strengthen its engagement, focusing on shaping the
global development policy agenda to improve development policies for African
economies, increase the level of aid flows, provide policy reform ideas for the
international financial architecture, and shift the operations of the World Bank toward
achievement of the Millennium Development Goals (MDGs). The latter is facilitated
through Minister of Finance, Trevor Manuel’s role as chair of the World Bank’s
Development Committee. In 2002, the Development Committee agreed to the elaboration
of an implementation and monitoring framework for the achivement of the MDGs.
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This will be developed further and made operational in the nexst three years, facilitating
a much tighter link between the activities and major programmes of the Bretton Woods
Institutions and the MDGs.

The capital account of the balance of payments is a key focus of the International
Economics unit, with major projects being initiated in the areas of exchange control
policy, prudential regulation of capital account risk, and the linkages between the capital
account and monetary policy.

International Economics plays an important role in South Africa’s relationship with other
African countries. Key initiatives in the next three years include efforts to develop and
implement the Nepad capital flows initiative, incorporating debt and development
assistance issues, conceptualising the establishment of an African Central Bank, the
ongoing reform of SADC institutions, and strengthening the Common Monetary Area.
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Medium-term output targets

Programme 2 Economic Planning and Budget Management
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