Foreword

The Medium Term Expenditure Framework and the proposed budget for the coming
financial year reflect the Government's drive to achieve the national development
objectives and improve the socio-economic conditions of the people of Namibia. This
document outlines how we are planning to address the challenges faced by our country.
The major emphasis is thereby on education, health, infrastructure development, rural
development and on the sectors and sub-sectors identified as the driving forces for
Vision 2030.

This year's MTEF is presented against a background of buoyant growth in the global
and domestic economies. The outlook for the MTEF points to continued growth, which
has allowed the budget to increase markedly following an upward revision in expected
revenue. The strong revenue growth is partly due to improved collection procedures, but
also to the expected positive performance of the economy. Furthermore, windfalls from
MTC share sales and SACU revenue have also had a positive effect. As this is a one-off
occurrence in the current financial year and 2007/08 respectively, cautious planning is
paramount to ensure the sustainability of government’s expenditure. The windfalls have
been used for capital projects and a reduction in the debt stock, which allows supporting
the budget through borrowing in 2008/09 and 2009/10 without compromising fiscal
prudence.

Nonetheless, it has been possible to continue and strengthen the budget's orientation
towards a pro-poor and pro-growth direction. On the issue of poverty reduction, low
income earners will benefit directly from an increase in the threshold for income tax.
From 2007/08 onwards, individuals earning below N$36,000 (currently N$24,000) will be
exempted from paying income tax. This will go a long way in helping poorer families to
provide for their basic needs. Regarding economic growth, Government has stepped up
financing for capital projects throughout the MTEF period. The development budget for
2007/08 alone has been revised upwards by over N$500 million. Other reforms and
measures aimed at poverty reduction and the stimulation of economic growth can be
found in this document.

Significant progress has been made towards achieving our fiscal targets. The budget
balance and public debt stock for the MTEF period are well within the target range. In
particular the debt stock will see a sharp reduction following the positive fiscal positions
in 2006/07 and 2007/08. Total expenditure as a percentage of GDP is showing a
positive trend towards achieving the target in the near future.

| do believe that this budget is a great leap forward in addressing the challenges in our
country. | invite all Parliamentarians to analyse the programmes and projects set out in
this MTEF. | would further like to encourage the general public to read this document so
that they are well informed on the MTEF plan. Scrutiny and public debate are hallmarks
of a modern democracy and contribute to the functioning of Government.

Saara Kuugongelwa-Amadhila
Minister of Finance






1 Introduction

This year's MTEF is presented against a background of buoyant growth in the
global and domestic economy. The outlook for the next three financial years
points to continued growth, which has allowed the budget to increase markedly
following an upward revision in expected revenue. In this document, the reader
will find the prospective revenues available, expenditure plans for the next three
financial years, the resulting fiscal stance and public debt position. The higher
overall ceiling of available funds is translated into improved spending on the
Government’s priority areas, as outlined further on. Each of the Ministries
produces a Medium Term Plan (MTP) setting out the total resources allocated to
each programme, the main activities to be undertaken and how those will help
meet the Government’'s objectives and targets against which progress can be
measured. This book thereby contributed to greater transparency and
accountability by demonstrating what the Government seeks to achieve, and the
financial means available for it.

Chapter 2 outlines the global economic situation as a backdrop to the domestic
economic developments, also discussed in this chapter. Recent events in the
economy are cited as well as estimates for growth of GDP, followed by a look at
the medium term prospects for the three sectors.

The fiscal development is reviewed in Chapter 3. Firstly, we take a look at the
components of government revenue over the past four years, after which an
analysis of the revenue outturn for 2005/06 is presented in more detail. This is
followed by an update on measures introduced to improve revenue collection.
Next up past expenditure trends are being discussed, including the rate of
budget implementation for 2005/06. The progress on the implementation of our
Integrated Financial Management Strategy (IFMS) is also reported here. The
section then outlines recent developments regarding the budget balance and
government debt. Finally, a preliminary outturn of the 2006/07 budget is given.

The fiscal outlook for the MTEF period 2007/08 to 2009/10 is presented in
Chapter 4, consisting of the estimates of Income, Revenue and Expenditure,
together with the resulting budget balance and the effects on public debt. In
addition, the resulting impact on the achievement of Government'’s fiscal targets
is stated.

Chapter 3 gives an overview of expenditure priorities pursued by Government in
the MTEF period, which are reflected in more detail in the MTP.

Chapter 6 outlines the measures taken or about to be taken by Government to
develop Public Finance Management. This includes policies to improve control
over expenditure and revenue collection as well as management of risk and
assets.



The way forward in terms of programme budgeting is illustrated in Chapter 7.

The Medium Term Plans (MTPs) for each vote can be found in Chapter 8. This
section also contains an introduction to MTPs and a brief guide to their structure.
Vote by Vote, the MTPs set out the total resources allocated to each programme,
the main activities to be carried out under each of the programme and how the
programmes will help to achieve the Ministry's objectives, which contribute to the
overall National Development Objectives. The expenditure plans are linked to the
impact that the programmes will have on the socio-economic variables recorded
in the Performance and Effectiveness Measurement Programme (PEMP).

Finally, the Appendix contains the summary table for the medium term. Further
information regarding the operational expenditure by subdivision can be found in
the accompanying book “Detailed Estimates of Revenue and Expenditure”. For
further information on the projects to be financed through the development
budget, the reader is referred to the “Development Budget 2007/08 — 2009/10".

The full set of budget documents is a set of five publications, namely (i) the
Budget Statement, (ii) the Medium Term Expenditure Framework (this book), (iii)
the Development Budget, (iv) the Detailed Estimates of Income, Revenue and
Expenditure and (v) the Macroeconomic Framework. This book, “the MTEF”", is
the main policy document and serves as the basis of discussion in Parliament,
while the accompanying books, the Development Budget and the Detailed
Estimates of Income, Revenue and Expenditure are presented mainly for
information and accounting purposes.

Most budget documents can be accessed electronically through the website of
the Ministry of Finance (www.mof.gov.na). The Development Budget can be
obtained from the National Planning  Commission  Secretariat.
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2 Economic Outlook

2.1 Global Economic Developments and Medium Term Prospects

Despite the fact that the world economy experienced upheavals during the
period under review — namely the geopolitical crisis in the Middle East, as well as
threats to oil production in Nigeria and natural disasters — output performance in
2005 exceeded expectations as it recorded a growth rate of 4.9 percent. Global
expansion remained buoyant during 2006, for which growth is estimated at 5.1
percent. Amongst the factors that contributed to world economic growth were the
favourable strong performance of the Asian economies, financial market
conditions and continued accommodating macroeconomic policies. At the same
time, sustained strong demand and bottlenecks in supply have pushed up prices
for oil and non-fuel commodities to new heights. However, inflationary concerns
have been on the rise in many parts and global imbalances, most notably the
vast US trade deficit, remain large. Potential tightening of monetary policy to curb
inflation or a disorderly unwinding of said imbalances pose a (limited) threat to
global economic performance, but growth is anticipated to remain strong at 4.9
percent for 2007.

Table 1: Real GDP growth in selected countries and regions

Annual % change (real GDP) 2003 2004 2005 2006 E | 2007 F
World 4.0 5.3 4.9 5.1 4.9
World (market exchange rates) 25 3.9 34 3.8 3.5
High income economies 1.9 3.2 2.6 3.1 2.7
Euro area 0.7 21 1.3 24 2.0
Japan 1.4 2.3 2.6 2.7 2.1
United States 2.7 3.9 3.2 34 2.9
China 10.0 10.1 10.2 10.0 10.0
Developing countries 6.7 7.7 7.4 7.3 7.2
Central and East Europe 4.7 6.5 5.4 5.3 5.0
Commonwealth of Independent States 7.9 8.4 6.5 6.8 6.5
Latin America and Carribean 2.2 57 4.3 4.8 4.2
Middle East and N. Africa 6.3 5.4 5.5 6.1 5.5
Developing Asia (excl. China, India) 5.8 6.4 6.1 5.5 6.0
Sub-Saharan Africa 4.1 5.6 5.8 5.2 5.3

Source: World Economic Outlook, September 2006

Notes: “E” denotes estimate and “F” denotes forecast.

2.1.1 Advanced Economies

Advanced economies are expected to have grown at a rate of 3.1 percent in
2006 and experience a slight slowdown to 2.7 percent in 2007. The United
States as the largest economy was a main driver of world economic growth,
despite a decelerated growth rate of 3.2 percent in 2005 compared to 3.9
percent in 2004. This was attributed to high oil prices and the aftermath of
Hurricane Katrina, amongst others. Growth picked up in the first half of 2006
amidst thriving private consumption, but the cooling down of the housing market
towards the end of the year led consumers to cut back on their spending spree.
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Nonetheless, the rest of the world is still financing US consumption, as illustrated
by the large and increasing current account deficit. Overall, the US economy is
projected to expand at 3.4 percent in 2006 and 2.9 percent in 2007.

The Euro zone, which has been the slowest growing region of the world in
recent years, finally registered a marked recovery. It is estimated to have
expanded by 2.4 percent in 2006, almost double the rate of 1.3 percent the year
before, and 2.0 percent in 2007. Structural reforms appear to show first positive
effects in ailing Germany, while the continent’s largest economy also received a
boost in consumption during the football World Cup.

In Japan, the period of zero growth and deflation seems to be a thing of the
past; GDP expanded by 2.6 percent in 2005 and is expected to grow at 2.7 and
2.1 percent in 2006 and 2007 respectively. The resurgence of private domestic
demand is the main driver behind this growth, which is further aided by robust
private fixed investment. This in turn is underpinned by healthy profits and a
turnaround in bank credit. Challenges ahead include consolidating the large
fiscal deficit and the normalisation of monetary policy, which has seen interest
rates of zero percent since 2001. This may cause upheavals in the international
financial markets that have borrowed heavily in Yen.

2.1.2 Developing Countries

As depicted in Table 1, growth in developing countries remains solid with an
average of 7.4 percent in 2005 and only a marginal slowdown estimated for 2006
and 2007, which equals a substantial upward revision of previous estimates This
robust performance is mainly due to the economic expansion in China, India and
Russia, but virtually all regions in this category registered growth rates above the
world average.

China is the locomotive of East Asian growth, and its performance will impact on
all other economies in the region given the strengthening interregional trade
linkages. While growth is projected to remain buoyant at about 10 percent p.a. in
the People’s Republic, risks include a potential investment boom-bust cycle and
its regional impact. There is further external vulnerability to a slowdown in US or
Japanese demand or a disorderly depreciation of the US dollar.

2.1.3 Africa

African economies performed well over the past two years, with Sub-Sahara
Africa recording a growth rate of 5.8 percent in 2005 and 5.2 percent (est.) in
2006. Oil exporting countries in the region are leading the growth table thanks to
buoyant fuel prices, but also the economic performance of oil importers has been
surprisingly robust. This growth comes in defiance of high fuel prices and the
phasing out of international textile trade quotas, which has adversely affected a
number of African countries. African Oil importers have been helped by a strong
world economy and the rise in non-fuel commodity prices. In particular, South
Africa, Zambia, and Mozambique benefited from high metal prices, while some
Central and East African countries saw their terms of trade improve on the back
of surging coffee prices. On the downside, low prices for food and many
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agricultural products, weather-related food production shortfalls as well as weak
cotton and cocoa markets adversely affected growth in some parts of the
continent. For 2007, economic growth for sub-Saharan Africa is forecasted at 6.3
percent, mainly driven by fuel exporters as new oil fields become operational.

2.2 Domestic Economy

The Namibian economy has been characterised by positive growth and
moderate inflation in recent years. During the period of NDP2, it grew at an
average rate of 4.7 percent, whereby 2002 and 2004 recorded the highest
growth rates of 6.7 and 6.6 percent respectively, while there was a slight
slowdown to 4.2 percent in 2005. After a slow start into 2006, performance
improved in the second quarter of the year, not least due to high world market
prices for uranium and diamonds. Moreover, Namibia’s main trade partners (EU,
South Africa, USA) registered solid, or in the case of most EU countries at least
improving, growth trends. However, the economy remained vulnerable to
external shocks, mainly unstable oil and commodity prices. Table 2 presents
recent economic growth rates as well as forecasts for the MTEF period.

Table 2: Real GDP growth in Namibia, annual percentage change

2001 | 2002 | 2003 | 2004 | 2005 | 2006 E | 2007 F | 2008 F | 2009 F | 2010 F

Real GDP growth 2.4 6.7 3.5 6.6 4.2 4.6 4.9 4.2 3.0

4.0

Source: NPC
Notes: “E” denotes estimate, “F” denotes forecast.

Primary Industries recorded an average growth of 3.8 percent during the NDP2
period, which is below the projected target of 6.3 percent. The marked drop from
13.2 percent in 2004 to 1.7 percent in 2005 is symptomatic for the volatility of
output in the respective sectors. Recent developments have seen improved
output, particularly in mining and quarrying.

Secondary industries, which recorded an average growth rate between 2001
and 2005, were stimulated by the construction and manufacturing sectors on
account of the low interest rate environment. During 2005, growth slowed to 1.3
percent compared to 2.8 percent observed in the previous year, largely as a
result of contractions in the manufacturing and fish processing industries.

As the fastest growing sector of the economy, tertiary industries expanded at a
rate of 5.4 percent during the NDP2 period. Major contributors to this growth
were transport and telecommunications, as well as the financial intermediation
industry, which registered steadily increasing demand for their services. In 2005,
the industries grew by 6.5 percent compared to 7.0 percent recorded in 2004.

2.2.1 Medium term prospects

Namibia's economy is estimated to have grown by 4.6 percent in 2006. Growth is
expected to remain solid throughout the MTEF period, with an average rate of
just above 4.0 percent projected for 2007-2010, peaking at 4.9 percent during
2007. The annual growth rates are illustrated in Table 2 above, whereby the
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main domestic assumptions on which the forecasts are based include the
following:

Table 3: Assumptions on the Namibian Economic Outlook

= Diamond production is projected to grow by 8.0 percent and 4.5 percent in 2007 and
2008 respectively;

= Prices for other mining commodities such as zinc and uranium are favourable in the
medium term;

= Good performance of transport and communication — completion of railway
extension to the north and arrival of locomotives and other railways equipment from
China

= Tourism infrastructure — African Cup of Nations 2008 in Angola and World Cup in
RSA 2010

. Construction of Caprivi Link (Power Project), Northern railway extension and other
infrastructures (Kudu Gas) to proceed as planned

Source: Bank of Namibia and Macroeconomic Working Group
Primary industries

Output of primary industries is expected to contract by 0.5 percent on average
between 2007 and 2010. This contraction is mainly driven by substantial declines
in diamond output, projected at 28.7 percent and 12.4 percent in 2009 and 2010
respectively, while during 2007 and 2008 the sector is expected to register
positive overall growth. This will be supported by other mining and quarrying,
which is expected to grow on average by 6.2 percent during that period. The
expected growth in the non-diamond mining sector is due to favourable
commodity prices forecasted in the medium term. The agricultural sector is
expected to recover from an estimated decline of 2.8 percent in 2006 to positive
growth of 3.2 percent and 3.7 percent in 2007 and 2008, respectively. This
results from the end of the restocking cycle, as well as higher demand for beef
and other agricultural products in export markets.

Secondary Industries

The secondary industries are expected to grow by 6.0 percent on average
between 2007 and 2010. Electricity and Water is the top-performer in this
category, with growth reaching 15 percent in 2010 due to the anticipated launch
of Kudu gas. However, the upbeat projections for this sector are vulnerable to
increased input costs following high oil prices as well as the low level of river
water at Ruacana. Two other sectors that are contributing largely to the strong
performance of secondary industries are Manufacturing and Construction.

Tertiary Industries

Tertiary industries are expected to grow by 4.7 percent on average between
2007 and 2010. Strong performers in this group are Transport and
Communications, driven mainly by the Post and Telecommunications sub-sector;
financial intermediation is also expected to show strong and steady growth of
around 7 percent, similar to forecasts for the Wholesale and Retail sector, which
is particularly important due to its economic size. Following central government's
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commitment to service delivery and the sustained expansion of Local and
Regional Authorities, this sector is expected to grow at a constant 1.0 percent
during the 2007-2010 period. Nonetheless, this rate is significantly lower than the
growth of the overall economy.

In conclusion, the macroeconomic performance and the outlook for the future
are overall positive. But while the expansion of real GDP has been satisfactory, it
has to be noted that the effects on reducing unemployment and poverty have
been limited. In addition, a cause for concern is the recent rise in inflation from
2.2 percent in 2005 to 5.1 percent in 2006, due to persistent high and volatile oil
prices and the depreciation of the Namibia Dollar. Monetary policy tightening by
the Bank of Namibia has curbed further inflationary pressures, and price
increases are expected to stabilise at an average of around 6 percent in 2007,
but external risks remain prominent.

13
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3 Fiscal Developments

3.1 Revenue

Table 4 below provides an overview of Government revenue for the period
2003/04 to 2006/07 by main revenue categories. Total revenue has been
increasing steadily and substantially over that time, both in terms of value and as
a percentage of GDPL. The increase from 2004/05 to 2005/06 was mainly due to
increased collections of domestic taxes on goods and services as well as income
and profit. Furthermore, the year-on-year increase in total revenue estimated for
2006/07 is estimated at an impressive 23.6 percent, which is mainly attributed to
a windfall from the SACU Common Revenue Pool amounting to N$6.5 billion as
opposed to N$3.9 billion in 2005/06. Total revenue is thus estimated at N$16.2
billion for 2006/07.

Table 4: Total Revenue, Grants and Loans Earmarked for On-lending, 2003/04 — 2006/07

(N$ Million) 03/04 04/05 05/06 06/07
Actual Actual Actual Est.
Taxes on income and profit 3,618.5 4,024.2 4,575.7| 4,689.0
Taxes on property 75.2 85.9 110.1 122.0
Domestic taxes on Goods and Services 1,950.8 2,057.3 3,272.4| 3,186.1
Taxes on international trade 3,035.6 4,206.8 3,8919| 6,471.4
Other taxes 82.8 94.1 113.4 123.0
Total tax revenue (A) 8,762.9 | 10,468.3 | 11,963.4 | 14,591.5
Entrepreneurial and property Income 488.8 490.0 542.9 | 1,048.9
Fines and forfeitures 18.9 17.0 17.6 23.5
Administration fees and charges 449.3 342.0 5124 407.1
Return on capital from lending and equity
participation 13.5 36.8 32.4 66.0
Total non tax revenue (B) 970.5 885.8 1,105.3 | 1,545.6
Total revenue (A + B) = (C) 9,733.4 | 11,354.1| 13,068.7 | 16,137.1
Grants (D) 34.2 70.4 39.0 72.0
Loans earmarked for on lending (E) 0.0 0.0 0.0 0.0
Total revenue, grants and loans (C + D + E) 9,767.6 | 11,4245| 13,107.7 | 16,209.1
As percentage of GDP 28.2% 30.6% 33.1% 36.8%

Source: Ministry of Finance

3.1.1 Overall Revenue Outturn 2005/06

Compared to the main budget estimates, Government revenue turned out better
than anticipated for the financial year 2005/06, with performance surpassing
forecasts by 6.1 percent. Improvements were recorded in both Tax revenue and
Non-tax revenue, registering an increase of 5.4 and 30.5 percent respectively.

! Throughout the MTEF document, the following GDP figures are used:

N$ million 03/04 04/05 05/06 06/07 07/08 08/09 09/10
GDP 34,607 37,385 39,562 | 44,002 50,583| 54,973| 59,049

14



Fiscal Developments

implemented during the previous fiscal years. Amongst the measures
implemented were forensic tax audits and the automatic auditing of tax refunds
above the base of N$15,000.

Table 5: Rate of revenue collection for FY 2005/06 (N$ million)

Main Budget | Actual Deviation
Normal tax on individuals 3,165.7 2,905.3 -8.2%
Corporate Tax 1,117.3 1,573.1 40.8%
Other Tax Revenue on income and profits 102.9 97.2 -5.5%
Taxes on properties 100.1 110.1 10.0%
Domestic taxes on goods and Services 3,041.9 | 3,2724 7.6%
Tax on International trade 3,728.8 3,891.9 4.4%
Other Taxes 98.1 1134 15.6%
Total Tax Revenue 11,354.8 | 11,963.4 5.4%
Entrepreneurial and Property Income 396.6 542.9 36.9%
Fines and Forfeitures 22.0 17.6 -19.9%
Administrative fees and charges 397.9 511.2 28.5%
Return of capital from lending and equity participation 29.9 324 8.5%
Total Non-tax Revenue 846.4 | 1,104.1 30.5%
Grants 153.2 39.0 -74.5%
Total Revenue and Grants 12,354.3 | 13,106.5 6.1%

Source: Ministry of Finance

On tax revenue development, most of the components of tax revenue
performed above projections in 2005/06, with the exception of “Tax on
individuals” and “Mining companies other than diamonds”. The factors behind the
performance of each component are as follows:

Tax on individuals suffered from a rather late start of the forensic tax audit,
mainly in Windhoek. Another factor was the outstanding taxes owed by
individuals that are still under dispute following the forensic tax audit in the
Northern Regions.

Corporate tax performed above projections due to good prices for diamonds
that occurred during this period and the outstanding performance by non-mining
companies, mostly financial institutions and a few trading companies. On the
other hand, other mining companies recorded losses or less profit than expected
as a result of large capital and development expenditure.

Other Taxes on income and profits turned out 5.5 percent below the estimated
N$102.9 million. This development was attributed to fewer dividends declared to
foreign shareholders during the year. Although “Tax on royalty”, which was
derived mainly from electronics, music and video businesses, and “Annual
gambling income” performed above the projections, this could not offset these
negative effects.

15
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Tax on property recorded an increase of 10 percent above projections. This
was due to a rise of activity in the property market that resulted from the low
interest rate environment.

Domestic taxes on goods and services: This category comprises mainly
“Value Added Tax” and turned out 7.6 percent higher than budget estimates for
2005/06. Resultant of the forensic tax audit in the Northern Regions, this is
largely attributed to a general increase in compliance on the part of tax payers.
Furthermore, the refund control measures introduced during this financial year,
for example the requirement that all VAT claims above certain amounts must be
audited before refunds are paid out, contributed significantly to this higher
outturn.

Other taxes: The good performance of this component was attributed to an
increase in activity in the property market, which triggered an increase of bond
registrations.

Taxes on international trade exceeded the estimates slightly.

Non-tax Revenue performed above projections by recording an increase of 30.5
percent. The positive performance was boosted in the form of “Interest received
on loans extended”, as well as by “Administrative fees” charged by government
institutions.

3.1.2 Revenue Policy Update

As reported in the last MTEF period- 2006/07 -2008/09, a series of changes in
revenue management had been undertaken with view to enhancing the
efficiency of revenue collection and broadening the revenue base.

After observing the positive results in terms of tax compliance and collections
following the forensic tax audits, the Ministry of Finance, with the support of ten
auditing firms, extended forensic tax audits to the Khomas Region in April 2006.
This exercise resulted in a number of key cases being successfully resolved.

Through a measure targeting the lowest income groups, and thus aimed at
poverty alleviation, the existing income tax exemption threshold will be raised
from N$24,000 to N$36,000. To boost national savings and augment local
investment, the Ministry is also investigating the possibility of increasing the
existing deductibility of contributions to retirement funds from N$30,000 to
N$40,000.

With respect to proposed tax amendments announced in the previous financial
year, and targeting the attainment of certain fiscal targets, the following
amendments are in the process of being finalised and have already been or shall
be submitted during the first half of 2007 to Parliament.

Amendments to the Income Tax Act and the Value-Added Tax
make provisions for the appointment of private debt collectors who
would assist with the collection of outstanding debts.
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A second amendment to the Income Tax Act will introduce a
withholding tax on interest.

An amendment to the Value-Added Tax Act will make provision for
anti-abuse measures to discourage taxpayers from claiming
excessive returns.

An amendment to the Transfer Duty Act will seek to ensure the
payment of transfer duty when shares or membership interests
relating to immovable property are alienated in a company or close
corporation

Regarding the extension of the Receiver of Revenue’s physical presence,
Regional Offices for at Otjiwarongo and Keetmanshoop are under construction.
Both sites have seen the completion of the first phases, while the second and
final phase of the projects will be finished in April and September 2007,
respectively. Furthermore, the Ministry entered into an agreement for technical
assistance in the area of tax administration with the US Treasury Department.
Under this agreement, workshops and symposiums in strategic planning and
other related fields will be conducted for the Directorate Inland Revenue.
Assistance is also to be extended to areas of tax legislation, audit and collections
procedures.

On the subject of contributions of State Owned Entities (SOEs) through
dividends paid to Government, there has been a recovery from the low takings in
2004/05. The record spike estimated for 2006/07 is of a one-off nature, however,
with N$648.0 million attributed to MTC share sales under the umbrella of
Namibia Post & Telecommunications Holdings Ltd. Table 6 below lists the
dividends received over the past four years.

Table 6: Dividends paid by State Owned Entities, 2003/04 — 2006/07 (N$ ‘000)

03/04 04/05 05/06 06/07

Actual Actual Actual Est.
Afreximbank 615 228 0 280
Bank of Namibia 41,771 0 20,000 0
National Petroleum Corporation of Namibia (Namcor) 0 0 0 2,000
Namdeb 22,652 0 0 0
Namibia Airports Company 0 2,500 0 3,800
Namibia Post & Telecommunications Ltd 7,207 5,000 15,000 | 686,952
Namport 0 2,200 3,500 2,500
Nampower 6,500 4,000 5,000 0
Namibia Re-insurance Corporation 0 600 1,150 0
Total 78,745 14,528 44,650 | 695,533

Note: Only those SOEs are listed that have paid dividends in the past four years. Source:
MoF

For the MTEF period, steady growth of dividends at more moderate levels is
anticipated, with total dividends projected at N$ 66.2 million, N$ 67.2 million and
N$ 85.4 million for 2007/08 to 2009/10 respectively. Detailed policy measures
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that are being introduced to improve the management of SOEs are outlined in
Chapter 3.

3.2 Expenditure

Total expenditure has been increasing steadily in terms of absolute value over
the past four years, as outlined in Table 7. In 2005/06, only a marginal increase
from N$12.8 billion to N$13.2 billion occurred, which — due to solid economic
growth - translates into a reduction of the expenditure share in GDP from 34.2 to
33.3 percent. Personnel expenditure has been increasing year-on-year, as have
subsidies and other current transfers. Overall expenditure is estimated to rise by
more than N$2 billion in 2006/07 to N$15.3 billion. This leap must, however, be
regarded in light of a revenue increase above N$3.0 billion.

Table 7: Expenditure items, 2003/04 — 2006/07 (N$ Million)

03/04 04/05 05/06 06/07

Actual Actual Actual Est.
Total current expenditure 10,448 10,786 11,542 12,539
Total capital expenditure 1,797 1,985 1,651 2,749
Total Expenditure 12,245 12,771 13,193 15,288
As a percentage of GDP 35.4% 34.2% 33.3% 34.8%

Source: MoF

3.2.1 Rate of Budget Implementation during FY 2005/06

Government’s overall actual expenditure exceeded the budgeted amount by an
amount of about N$420.5 million during the financial year 2005/06, largely as a
result of higher operational expenditure. The rate of implementation at a
disaggregated level can be found in Table 8 below.

Table 8: Rate of budget implementation for FY 2005/06 (N$ million)

Main Budget Actual Deviation
Personnel expenditure total 5,534 5,888 6.40%
Total goods and other services 1,833 1,922 4.90%
Subsidies and other current transfers 2,480 2,545 2.60%
Interest and related Charges 1,111 1,162 4.70%
Acquisition of capital expenditure 94 83 -11.70%
Capital Transfer 42 34 -18.80%
Total Other Statutory 36 24 -33.80%
Total Lending and Equity participation 208 208 0.00%
Total Development expenditure 1,435 1,327 -7.60%
Total Expenditure 12,772 13,193 3.30%

Source: MoF

While we have moved to programme budgeting in the public sector, for purposes
of analysis it is still interesting to look at expenditure per item as presented
above. The increase of Personnel Expenditure is attributed to the increase of
government services in terms of personnel and the improvement in conditions of
service for public servants. The increase in Subsidies and Other Current Transfer
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is largely attributed to a rise in social grants to vulnerable groups and subsidies
to parastatals and non-profit institutions. The rise in Expenditure on Goods and
Services is ascribed to the improvement in service delivery by government and
the increase in government's departments, namely the introduction of the
Minister of Presidential Affairs and the Office of the Former President.

Thirteen votes surpassed their budget: they were the Electoral Commission
(55.8% above Main Budget estimates), Environment and Tourism (15.5%),
Education (14.2%), Safety and Security (11.0%), Foreign Affairs (10.5%), Police
(4.4%), Home Affair (4.0%), Information and Broadcasting (3.9%), Defence
(3.2%), Health and Social Services (2.0%), Labour and Social welfare (1.3%),
National Assembly (1.2%) and Ministry of Finance (0.8%).

Regarding under-spending, the highest deviations were recorded by the National
Planning Commission (20 %), Office of the Prime Minister (13.0 %), Transport
(13.7%), Fisheries and Marine Resources (8.7%), Lands and Resettlement
(6.6%), Agriculture, Water and Forestry (7.4%), Mines and Energy (7.8%), Trade
and Industries (5.8%), Justice (4.8%), Youth, National Services Sport and
Culture (4.7%), National Council (3.5%), and Gender Equality and Child Welfare
(2.3 %).

The key factors contributing to the overall excess of budgeted expenditure were
current expenditure components such as personnel expenditure, goods and
services, subsidies and other current transfers, and interest payment and related
charges. Current expenditure stood at more than 80 percent of the total; it
increased by 5.1 percent, driven by increased personnel expenditure, which
made up more than half of total current expenditure and exceeded estimates by
6.4 percent. Remuneration expenditure turned out 9.2 percent higher than the
budget estimates, thereby pushing up total personnel expenditure, albeit most of
the other components in this category remained below budget estimates.

3.2.2 Expenditure Policy Update: IFMS

One of the reasons the Ministry of Finance decided to implement the IFMS was
to eliminate overspending and to enforce spending discipline. In order to achieve
that, the system allows only spending on items that have been identified and to
which money has been allocated. If funds were not allocated, the systems will
indicate a fund check failure and the process is aborted until arrangements have
been made to allocate the requested funds. That means no payment will be
issued for any item when money for this item is not available. The IFMS is thus
designed to prevent discretionary overspending, which gives O/M/As incentives
to efficiently manage public expenditure.

The implementation of IFMS has been a significant step forward, since the
system contains data that can be presented in a variety of ways. It will thereby
help government to make informed decisions. From an accounting and control
point of view, the system provides timely and reliable information, which is useful
for monitoring and evaluating the patterns of public expenditure. Moreover, it has
security features that make it difficult for staff members to manipulate the data.
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Fiscal Developments

and N$1.9 billion for development expenditure. Late in 2006, a revised Budget
was tabled mainly for the re-allocation of resources for the improvement of
conditions of service for civil servants. The revision also considered some critical
needs that could not wait until the next financial year. Overall, the Additional
Appropriation Act comprised redistributions among Votes of N$209.4 million
and additional allocations for the operational budget amounting to N$132.6
million. This brings the total revised budget to N$15.3 billion®>. The additional
expenditure is to be covered by improvements in revenue collection, as outlined
below.

Revenue

Total revenue projections for the FY were significantly raised in the revised
budget, from N$15.3 billion to N$16.2 billion. The main driver of this increase in
revenue collections are receipts from SACU, which increased from N$6,149
million to N$6,471 million, and the one-off proceeds from MTC shares sale of
N$648 million, which caused an increase non-tax revenue. The preliminary
outturn of tax collections suggests the following: Inland tax revenue after ten
months of the financial year (as of end-January 2007) stood at N$6.9 billion. This
represents 88 percent of the projected N$7.8 billion in domestic tax revenue for
the full financial year. Given the two outstanding months February and March
perform according to expectation, inland tax revenue will exceed the annual
estimate by above N$ 1 billion. The individual components of inland tax revenue
are performing as follows:

By January 2007, the amount of individual income tax collected stood
with N$2.6 billion right on target Even more so since experience shows
that collections in this category tend to pick up towards the end of the
financial year. Value added tax collections, which were estimated at
N$2.9 billion for the full financial year, stood exactly on target at
N$2.5 billion at the end of January 2007. At the same time, Corporate tax
collections from mining companies, particularly in the diamond industry,
already exceeded the annual estimates manifold. The weakening of the
currency may have boosted export revenue in this sector. Most other tax
categories collected by the receiver of revenue were also above target to
meet their annual projections, but at more moderate levels.

Non-tax revenue was estimated at N$1.5 billion in the revised budget. A large
portion of this amount was expected to come from the one-off sale of MTC
shares amounting to N$648 million, which was already effected in September
2006. Smaller components such as administrative fees and charges collected by
the votes appear to fall short of the estimates, but their impact is arguably
insignificant for the overall outturn.

Due to higher-than-expected SACU receipts and the fact that inland tax revenue
is broadly on target, overall revenue collection is expected to meet the target as
set out in the revised budget.

% The discrepancy between the Revised Budget estimate and the sum of Main Budget estimate and pure
additional allocation is due to adownward revision in statutory expenditure by N$8.9 million.
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