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Dear Madam and Sirs

JOINT PARLIAMENTARY PUBLIC HEARINGS - 2025 BUDGET REVIEW

The South African Institute of Chartered Accountants (SAICA) herewith presents its comments and
submissions on the 2025 Budget Review released by Minister Godongwana on the 12" March 2025.

We once again thank the Standing Committee on Finance (SCoF) and the Select Committee on
Finance (Select Committee) for the ongoing opportunity to provide constructive comments in this
regard. SAICA continues to believe that a collaborative approach is best suited in seeking solutions to
complex challenges.

Yours sincerely

Tarryn Atkinson Pieter Faber

Chairperson: National Tax Committee Executive: Tax

Dr Muneer Hassan Lesedi Seforo
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A. FISCAL DILEMMA

1. Abudgetin its crude form is an estimate of income and expenses to prioritise heeds, control spending, save
for future goals and make informed decisions on how to allocate your money effectively.

2. Within the Constitutional framework, budgets must promote transparency, accountability and the effective
financial management of the economy, debt and the public sector!. The Budget, through an Act of Parliament,
must then allocate the revenues equitably as prescribed. Parliament may only enact such a “Budget Act”
after consideration of2:

a) The national interest;
b) any provision that must be made in respect of the national debt and other national obligations;
¢) the needs and interests of the national government, determined by objective criteria;

d) the need to ensure that the provinces and municipalities are able to provide basic services and perform
the functions allocated to them;

e) the fiscal capacity and efficiency of the provinces and municipalities;

f) developmental and other needs of provinces, local government and municipalities;
g) economic disparities within and among the provinces;

h) obligations of the provinces and municipalities in terms of national legislation;

i) the desirability of stable and predictable allocations of revenue shares; and

j) theneed for flexibility in responding to emergencies or other temporary needs, and other factors
based on similar objective criteria

3. Failure by Parliament to properly consider the above criteria before approving the “Budget Act” would be an
abdication of its constitutional responsibility.

4. Importantly, a budget is not a wish list of needs and wants, it is a balance of trade-offs between them. For
each need and want in the Budget, there was something that had to be excluded and the question then is,
in doing that trade off, did Parliament properly apply the constitutional prescripts?

5. The Budget is also an implementation plan. Usually what is not in the budget does not get done and we will
sometimes only know what the scale of a project is and what plans are required to achieve it once it is in the
budget. Excluding known expenses and liabilities from the budget, such as legal liabilities and wage
increases, have in the past had detrimental effects to government being able to implement on projects that
were budgeted for, at the expense of the people.

6. We can only build together if the budget is used as envisaged in the Constitution to hold Parliament and
government accountable for achieving the outcomes of transparency, accountability and the effective
financial management of the economy, debt and the public sector.

1 Section 215 of the Constitution of the Republic of South Africa
2 Section 214 of the Constitution of the Republic of South Africa

REBUILDING

TOGETHER @ SAICA |z

#SABudget_2025




SOUTH AFRICA

BUDGET 2

SPEECH

7. South Africa finds itself as National Treasury has stated before, in a Fiscal Dilemma, much of it due to our
own making. This Fiscal Dilemma creates a circular downward spiral as explained by National Treasury
nearly 7 years ago in 2018 as follows:

Fiscal dilemma in a low growth, high debt environment T

MEDIUM TERM
BUDGET POLICY STATEMENT

LOWER
GROWTH

Increased pressure

on social services Lower private investment

Less tax revenue
Less public employment Exchange rate falls

Interest rate hikes
Falling spending

Capital flight

Falling taxpayer morality Wider budget deficit
Rating downgrade
Rising taxes
Rising debt
MORE MORE
FISCAL CONSOLIDATION BORROWING
LZd national wreasury
8 e @

8. What is clear and obvious from our analysis of Budget2025, is that we have not escaped the Fiscal
Dilemma and Budget2025 seeks to further continue the downwards spiral.

B. BUDGET PROCESS

Process & Timelines

Is the current Budget process conducive to serving the needs of our country and does it reflect the consultative
and consensus principles of our country?

9. In 2025, by mere coincidence of due process, we have had the benefit of being able to study the budget for
a few weeks, rather than the usual 3 business days, to review and provide comments to Parliament. Forums
such as the Parliamentary Budget Office (‘PBQ’) and the Financial Fiscal Commission (‘FFC’) have also
benefited from having earlier access to budget documents. This change reinforced that the current budget
process requires reconsideration as to consultation and consensus, who needs to provide that consultation
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and consensus, and the times that should apply to ensure the budget is critically analysed as required by the
Constitution and not subject to mere formalities.

Summary of the budget process

Policy Review

Departmental Planning and
Budgeting

Parliament

April Review, evaluate and decide on Divisi R Act 4
. . Y
new majer policy proposals vision of Revenue Act passe
May MTEF guidelines are issued to
J MinComBud considers the Depts.
une proposed budget strategy
P.rqp_ose fiscal framework, and Departments submitbudgets, . ton il ;
July dnnspn of reve_nue for the including detailed spending plans ppropriation Bill passe
planning baselines for new proposals
Intergovernmental and technical
August Executive/s considerfiscal forums
framework and division of revenue | Sector and focused budget
elements hearings
September
Table MTBPS Fiscal Framework
and Division of Revenue Table Division of Revenue Act
October amendment Bill and Adjusted
Table Adjusted Estimates of Appropriation Bill
National Expenditure
Cabinet approves MTEF allocations Portfoli it
November for the National sphere of ortialio comml tees prepare
Budget Review &
government i
Recommendations Reports
o 3 (BRRRs), Reports on MTBPS Fiscal
December Departments finalise the_" budgets Framework and Division of Revenue
and budget documentation Adjustments Appropriation Bill
passed
January
National Budget tabled (includes
response to Budget Review &
February Recammendations Reports_ (BRRRs),
MTBPS Fiscal Framewaork and Departments table strategic and
Division of Revenue) annual performance plans
March Pravincial budgets are tabled (14 Adoption of the fiscal framework

days after National budget is tabled)

10. What is clear from the Budget Process is that a lot of time is spent planning, compiling documenting budgets
(i.e. appropriations). What is less clear is how much time is spent on reflection of budget and performance
outcomes and also as to economic and fiscal policy formulation. Furthermore, very little time is spent
consulting and trying to reach consensus at critical junctions within the Budget process on any of these
critical matters.

11. The Minister is not only reliant on departments in execution of economic and fiscal policy to make the budget
work, he requires business, labour and civil society to buy-in to the framework and agree to deliver their part
of the compact. This was always envisaged in our Constitutional democracy and therefore a statutory
platform for this engagement was created at the very start of democracy in National Economic Development
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and Labour Council Act 1994. Seeking not just consultation but consensus amongst partners is a critical
step. Such is recognised by the partners?. This is also clear from the NEDLAC Act | section 5:

Objects, powers and functions of Council (1) The Council shall-

(a) strive to promote the goals of economic growth, participation in economic decision-making and
social equity;

(b) seek to reach consensus and conclude agreements on matters pertaining to social and
economic policy;

(c) consider all proposed labour legislation relating to labour market policy before it is introduced in
Parliament;

(d) consider all significant changes to social and economic policy before it is implemented or
introduced in Parliament;

(e) encourage and promote the formulation of coordinated policy on social and economic matters.

12. Similarly, the Cabinet as set out in section 91 of the Constitution is a critical structure where not only
consultation but consensus on both economic and fiscal policy would be required but on the budget itself. It
seems unfortunate that the Budget Process in its current form does not make provision for consensus
reaching in these 2 critical platforms and begs the question whether the Minister, in formulating the Budget,
is in compliance with at a minimum the NEDLAC Act?

13. This concern has been raised before. The previous Minister of Finance has sought to justify the current
process in 2018 in the MTBPS public comment response as follows:

* The Minister of Finance is solely responsible for introducing tax amendments according to the
sections 73 and 77 of the Constitution and does not generally consult too widely on changes in
tax rates and thresholds before announcement. These are highly market-sensitive and any leaks
could lead to taxpayers taking advantage of that information for their personal gain and to the
detriment of the state.

14. Though the Minister is correct as relates to him being responsible to introduce the bill, just like the same
Constitution limits on who can introduce other legislation, it does not seem to exclude him from the
Constitutional duties in forming policy and legislation, which is how the current process operates.

“Consultation” applies to all levels and types of decision-making or policy formulation, whether of a legislative
or executive nature; and whether at the national, provincial or local government levels*.”

15. The justification not to consult or seek consensus with either the public or those the law mandates the Minister
to reach consensus with, cannot be justified merely on the basis of tax rates and threshold proposals impact
on the market or any leakage. These make up a very small part of the overall Budget (Chapter 2 and Chapter
4 comprises 23 out 92 pages for 2025) and where tax evasion has previous been addressed through
retroactive legislation. The latter would apply whether it was the Budget Speech date or an earlier date.

16. Historically the listed markets and currency have been affected by the Budget but not to a significant extent
as seen below:

2021 - ZAR R14,53 — R14,48
2023 - JSE 0,6% decline
ZAR R18, 29 - 18,20

3 Parliament’s legislative function: What role does Nedlac play? :: People's Assembly
410.pdf
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2024 JSE - 0,2% decline
ZAR 18,92 -19,14

2025 (Mar) JSE 0,2% decline
ZAR 18,40 — 18,43

17. We believe that following a proper consultative and consensus process for the Budget will ensure markets
are not surprised by large announcements that are subject to political instability or lack of social compact
support.

18. It has become clear that South Africa cannot continue with a budget process that does not only consult during
its formation but also does not have critical consensus from forums such as NEDLAC and Cabinet. In a
participative democracy, the exclusion of many voices does not accord with a constructive consultative
approach and has become counterproductive.

Powers to make changes — Legislation by Budget announcement (VAT rate increase)

19. The consequence of the Budget announcements has become a Constitutional conundrum. In both 2016 and
2018, Parliament was notified that providing the Minister with what is, in essence, final legislative powers would
be problematic. The impact of Parliament being unable to ‘unscramble’ a tax rate increase meant Parliament
would lose its legislative authority as to certain tax rate increases.

20. In our 2018 Comments to ScoF on the Rates and Monetary Bill we further noted international comparison
which confirms the legislative requirement of prospective rate changes, and that Parliamentary custom may
have introduced short term “arrangements” the law remains clear>:

New Zealand

In New Zealand, rate changes can as principle only occur prospectively with proposals made for the following
budgeting cycle. Where an immediate change is required such as for anti-avoidance, the amending Bill is
tabled for debate and passing in the house on the date of the announcement.

Australia

Australia in law can only pass rate changes prospectively. However, in practice, rate changes especially for
payroll and sin taxes are done on announcement and implemented in good faith until enacted by Parliament.
This is usually on a few months later.

United Kingdom

In the UK, legislation needs to be implemented by a Ways and Means Resolution. However, in practice
convention exist that rates are adjusted by announcement, but has to tabled before the Exchequer within 4
months.

United States

All taxation rate increases must as a start be tabled in the House Ways and Means Committee and will only
prospectively become law after enactment through Presidential signature. Where rates need to be increased,
a resolution of intent may be issued in March of the year to be tabled in September later the year. No tax rate
increases can be done without prior enactment.

Canada

5 saica.org.za/resources/52154/
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Canada in law can only pass rate changes prospectively. However, in practice rate changes are done on
announcement and implemented in good faith until enacted by Parliament. This time period by practice never
exceeds 3 months.

21. The current conclusion to the state of the law is that Parliament on request of the Minister in 2016 amended
the VAT Act to align it to the employees’ tax and customs regimes to make the announcement of the rate
change law, even when the Constitution prohibits the Minister having plenary legislative powers. This means
the announced VAT rate change will be effective from 1 May 2025 and continue to be effective till 30 April
2026. To address the constitutional concerns, a proviso was added that this announced rate would only
remain law for up to 12 months until Parliament enacted it within those 12 months. The problem with this
provision is that Parliament would now have to pass a law before 1 May 2025 changing the announced rate,
which it did not pass to begin with, should it not want it to apply before the announced effective date.

22. A further problem with the amendment of the VAT rate is the misalignment of the proposed “poverty relief’
by zero rating. Section 7(4) VAT Act only applies to the rate in “this section” which is section 7 and does not
extend to section 11 and Schedule 2. The zero-rate relief will therefore only apply once Parliament enacts
and the President signs the relevant changes in Schedule 2.

23. It seems counterintuitive that the Minister should have powers to undermine a key element of the Constitution
in the separation of powers under the mere fear that in minimal instances as to the budget as a whole, a few
could take advantage of the state. Furthermore, our courts have already condoned retroactive legislation
when dealing with tax evasion in particular, and making the rate change retroactive back to the budget
announcement or before does not impact that principle.

It is submitted that Parliament should reconsider the budget process as relates to both the timing and who
should be legally consulted and where consensus should be had before it is tabled for consideration.
Furthermore, the enactment of plenary legislative powers to the Minister should be wholistically reconsidered
regarding its impact on the rule of law vs the limited harm the Minister seeks to avoid with such extensive
powers.

C. ECONOMIC OUTLOOK

Is the Minister's economic outlook realistic, and given the ongoing overestimations and dire financial position
of the fiscus, should a more conservative estimate not be used?

24. Economic growth continues to elude South Africa, and for another year, the growth forecast has been
adjusted downwards for 2024 from 1.1% to 0.8%. The Minister has forecasted economic growth to more than
double in 2025 to 1,9% and to remain as such through 2027.

25. This positive forecast is based on the following:

e A stable global outlook with declining inflation, notwithstanding geopolitical tensions
e A positive domestic outlook based on anticipated growing consumer confidence, supported by stable
inflation, two pot payouts, and increased government transfers.

26. In contrast, the OECD has cut its global growth outlook by 0.2% (1,6% 2025) and also estimates South
Africa’s growth lower than National Treasury. In this regard, the PBO and FFC agree that a downward
adjustment is more realistic with the latter estimating growth at a mere 1,45%. The FFC has also noted that
the National Treasury did not adjust its initial February 2025 forecasts, notwithstanding material changes in
the global outlook since then.
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27. We agree that the global and domestic economic outlooks are overstated in the Budget and though the
differences may be marginal, we are in times when the Minister increased taxes to recover another R60
billion in a R2,6 trillion (2,3%) budget to balance the books. The global outlook has declined with material
risks to global trade and an increasing cost of trade. South Africa’s exclusion from ALGOA seems a further
foregone conclusion, with South Africa’s second largest trade partner, the USA, potentially seeking to reduce
its US$8,8 billion trade deficit with South Africa, through tariffs of other means.

28. Onthe domestic economy, consumers are under stress. Household debt increased in 2024 to 40,7% of GDP,
and more worrying is that total household debt as % of disposable income which increased to 62,2%.

29. Contrary to the Minister's conclusion that consumers have more spending power, they seem to be more
under pressure and more indebted. This is also reflected by many employees accessing retirement funds in
two pot withdrawals, yet December 2024 spending was muted. The Bureau of Market

30. Researché confirms that many of these withdrawals were used to settle debt and not for retail purchases.

31. The Minister has noted that infrastructure will be key in achieving the medium-term growth forecasts and that
the majority of the planned public sector infrastructure will be rolled out by SoE’s.

Figure 1.3 Public-sector infrastructure expenditure, 2025/26 — 2027/28

State-owned companies*
Provincial departments
Local government
Public entities*

National departments

Public-private partnerships

0 60 120 180 240 300 360 420
R billion

*Public entities are financed by capital transfers from the fiscus and state-owned companies are financed by a
combination of own revenue and borrowing
Source: National Treasury

32. Though Eskom'’s finances are recovering, due mainly to very punitive price increases, not sales increases,
the Eskom powerplant fleet continues to be plagued by challenges, and the return of load shedding is
becoming a more regular event.

6 HOW DID CONSUMERS USE THEIR TWO-POT WITHDRAWALS? — Bureau of Market Research (Pty) Ltd
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Sales volumes and revenue

R billion +14% Revenue TWh
350 -3% Sales volumes | 210
300 | 205
250 200
|95
200
|20
|50
|85
0 |80
20 175
| 70
2020 2021 2022 2023 2024
B Revenue — 5ales volumes

33. As reported in the National Treasury’s own report on 2024 Eskom?, the performance of the powerplants may
well improve in the short term due to increased focus on “actual maintenance”, but that will not stop
breakdowns from increasing, given the age and general condition of the fleet, which requires major overhaul
with extended downtime. Furthermore, repairing or replacing current infrastructure is not akin to new
infrastructure as it means we are not really expanding economic capacity, merely maintaining it. The gradual
increase in unplanned maintenance seems to reflect this concern as well, with generation still below pre-
pandemic levels.

Figure 2: Eskom Unplanned Maintenance (outages) & Planned Maintenance

Megawatts
20,000
8,223
6,373
15,000

10,000
9 6 9
5,000

Jan-24 Feb-24 Mar-24 Apr-24 May-24 Jun-24 Jul-24 Aug-24 Sep-24 Oct-24 Nov-24 Dec-24 Jan-25

W Unplanned maintenance Planned maintenance

7 OPERA REPORT
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34. It appears that the reduction in load-shedding and the mitigation of further economic damage are not
attributable to the recovery of Eskom's power plants. Instead, these improvements are primarily due to the
increase in solar power capacity, with over 8000 MW being added within the past two years”

The supply and demand of electricity is depicted below.

Source, GWh 2024 2023 2022
Coal-fired stations 166 606 171 13 |84 568
Muclear power 8172 9 803 12 355
Pumped storage stations 4 386 4 08l 4 743
Hydro stations | 448 3 060 | 943
Open-cycle gas turbines (OCGTs) 3 634 3018 | 826
Wind 329 214 253
Eskom generation 184 576 191 307 | 205 688
Pumping by pumped storage stations (5 710) (5 504) (& 434)
Net sent out by Eskom 178 866 185 803 199 254
Independent power producers (IPPs) | 20 183 |7 957 |5 973
Imports 9 150 8 654 8 500
Wheeling 2 449 2 904 2 499
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Figure 2.2 Registered and installed
photovoltaic capacity
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35. Transnet is in a similar dire position as Eskom and noted that it requires a capital injection of R120 billion.
Our ports are rated as some of the worst in the world8 and it is reported that only 20% of goods and 10% of
commuters are transported by rail® even when the former was more than 70% a few decades ago10. Given

this low usage, it is unfortunate that the White Paper on Rail does not state how much of the more than 22
000 km of the rail network is, in fact, in an operational condition.

36. Many other SoEs are in financial distress, and some, like the Post Office, are near liquidation. SoEs also
have historically found it challenging to spend effectively or efficiently, resulting in diluted returns for the
money spent on capital. Treasury reflected this in its gross capital formation graphs.

37. As noted in our previous submissions to ScoF since 2017, “watershedding” has now realised and become a
reality for many across the country, even with dams at 100% capacity. We again note that this challenge is
much more complex than electricity and will have a much more profound effect on all aspects of the economy.
The 2025 Budget notes that a recent report stated that R256 billion per annum is required between 2023-

8 https://documents.worldbank.org/en/publication/documents-
reports/documentdetail/099060324114539683/p17583313892300871be641a5ea7b90e0e6
9 https://www.gov.za/sites/default/files/gcis_document/202205/46356gon2077.pdf

10 SA Rail Infrastructure
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2050 to achieve water security, far in excess what we are budgeting to spend which is a mere R45billion in
2025. Even such estimates seem low given that City of Johannesburg alone estimates it needs more
R116bhillion to repair and replace its current failing water and sanitation infrastructure. The impact of
watershedding is felt throughout the economy with even courts now closing due to it.

38. The proposed extent of investment in infrastructure to achieve economic growth should also be placed in
context as to whether the current allocation will, in fact, realise such outcomes.

39. The Budget proposes R1 frillion over the medium term with 70% by SoE’s. To achieve the NDP 2030
targets, R740 billion per annum in current GDP has to be invested by the public sector. This
underscores just how far behind the NDP South Africa is, with a mere 5 years to go. The medium-term outlook
further does not even explain how it seeks to achieve the NDP target, if at all. This is also confirmed by the
PBO inits 2025 Budget analysis as it concludes, “Current increases in infrastructure spending are inadequate
to address the backlog over the past decade”.

Gross fixed capital formation, a driver of growth, is slow

Investment by organisation

110.0 * Investment (GFCF) contracted for the
third consecutive quarter, down by 1.8%
q/q in 1Q2024, with the private sector
leading the downturn.

* Private sector capital spending fell by
3.3%, driven by a challenging operating
environment, power shortages and high
input costs.

Index (402019 = 100)
©
]
o

* Public corporations' capital expenditure
increased but slowed to 1.3%,
influenced by Transnet's recovery plan

00 and Eskom's maintenance activity, while
A&fﬁ@&@m@&f’&ﬁ&&@y *&&@#@é‘”&&ﬂmf&”&&#@“’&é”’sgmb”@ government spending rose by 2.4%

after a three-quarter decline.

= = = General government s Public corporations  « =+« Private business enterprises s Total

Source: Stats SA

40. The Minister's Budget 2025 and the NDP in general heavily rely on the private sector spending more and
building to the NDP 2030 goals of 20% of GDP private infrastructure spend and 10% public. This is clearly
not happening, and in fact, both the NT Induction presentation to ScoF and the Budget 2025 indicate that the
private sector is, in fact, on a capital spending reduction curve.

41. Municipalities are also seen as adding R200 billion over the medium term. The State of Local Government

report, however, clearly indicates that it is highly unlikely that local government will achieve any significant
targets in this respect, and the AG 2023 report on the MFMA raises questions on execution, as seen below.
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Findings on infrastructure projects (per basic service delivery area)

Not
Original budget Poor build commissioned
Projects delayed exceeded quality on time
N
B D (s
(13%) [0%)
ELECTRICITY average delay
8 projects audited 30 months
y y
1 1
(9%) (9%)
HOUSING average delay
11 projects audited 29 months
ny
1 3 0
(9%) (27%) (0%)
ROADS average delay
11 projects audited 15 months
w [ iy
1 2 2
(6%) (13%) (13%)
SANITATION average delay
16 projects audited 29 months
w \ w
05 2 7 2
5 (7%) (24%) (7%)
WATER average delay
29 projects audited 16 months
y \ w
TOTAL 7 18 5

75 projects audited (9% (24%) (7%)

average delay

22 months

42. The Budget in its Economic Outlook also plans for South Africa to be removed from the FATF grey list by

15

October 2025. This seems overly optimistic as the last 2 outstanding effectiveness measures are the lack
of or low rate of criminal investigations and prosecutions for money laundering and terror financing (107
and 109.4). This includes money laundering through corruption. Progress has been slow, with cases in
fact declining since 2019 and nearly no large corruption cases having been finalised in the last 5 years.
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2019/20 2020/21 2021/22 2022/23 2023/24

Actual Actual Actual Actual Actual
Strategic objective performance performance performance performance performance
Number of government
officials convicted for offences
related to corruption 184 86 130 125 135
Number of cases finalised
with verdicts involving
money laundering
*2023/24 = number of new
prosecutions instituted 72 65 90 89 98

43. The state of the whole criminal justice system, and its inability to address this, further compounds the matter.
There were 37 838 “backlog” cases by June 2024 and these seem to be growing11.

We cannot support an over-optimistic estimate of the global and economic outlook as too much has changed
even in the last month to justify such an outlook and where the margins of success and failure are so small. South
Africa faces a particularly challenging medium term as relates to both global and economic outlook. We support
the plan of returning to the economic fundamentals of infrastructure and a capable state. However, South Africa
is still a way off on both, and neither seems plausible in the medium term to support the Treasury’s estimates of
growth.

11 Justice Portfolio Audit Outcomes; DoJ&CD & SIU 2023/24 Annual Reports and 2024 /25 APP; with Deputy Minister
| PMG
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D. REVENUE ESTIMATES

Are the Budget 2025 revenue estimates realistic and should we apply “optimistic & hopeful” estimates in a time
of fiscal challenges?

44. The overestimation of revenue seems to be a natural concomitant of the overestimation of economic
growth. Budget 2025 and 2024 continued a trend of downward adjustments that already preceded COVID
as seen below:

Revenue Shortfall
in R billions
60

50
40
30
20

10

0 i =

2014 2015 2016 2017 2018 2019

We, therefore, concur with the FFC that revenue estimations are overstated and would only be achievable through
unanticipated revenue windfalls. In this regard, revenue shortfalls for personal employees’ tax was still under
budget notwithstanding the additional windfall of Two Pot withdrawals and without any inflationary adjustments to
the personal income tax brackets i.e. tax increases. They also note that the 2024 shortfalls were even larger than
their 2024 estimates, which were also significantly lower than National Treasury’s estimates. The Commission
estimates revenue growth of only 6,7% compared to Treasury’s 9,6%.
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Figure 11: FFC’s Long-Run Potential Revenue
3000 30,0%

25,0%

R billion

2500

20,0%
2000
15,0%
1500 10,0%
| 6,7%
5,0%
1000
0,0%
500
-5,0%
0 -10,0%

2001/02 2005/06 2009/10 2013/14 2017/18 2021/22 2025/26 2029/30

NT Total Revenue I | ong-Run Potential Revenue

—— NT Revenue Growth (right axis) Long-Run Revenue Growth (right axis)
Sonreer Natinnal Treasurv Rudoet Review 2075

45. In 2018, MTBPS National Treasury responded to public comments on this same issue, concluding that its
forecast has been as accurate as others. However, from the below, it is clear that there seems to be a
general over-optimism in forecasting and that the forecasting is therefore not “equally good” but
“equally bad” as the trend always errs on overestimations rather than under and overs.

Throughout the decade, market forecasts have been revised
down over time

Market consensus forecasts, 2009 — 2018
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46. Given this habitual overestimation at the cost of credible budgeting, it would be prudent to reformulate the
methodology to ensure that there are more accurate estimates over a time-period as reflected in over and
under-estimations. As acknowledged by National Treasury before, there is a very strong corelation between
economic growth/ revenue estimations and the long-term path of the deficit and subsequent increases in
debt.

We submit that given the rising uncertainty in the domestic and global economic outlook for the medium term and
the impact of any targeted punitive trade measures against South Africa, the Budget 2025 should be taking a
more prudent and responsible approach to revenue estimation. The 10-year revenue data does not support the
fundamentals that exist for such optimism. Furthermore, the downside consequence of this optimism not realising
is that South Africa finds itself just deeper into the cycle of increasing debt and taxes from which it cannot spend
itself out.

We agree with FFC and submit that Parliament should similarly follow a cautious approach by adopting a more
realistic revenue growth estimate.

While the SARS Commissioner has noted the availability of an estimated R800 billion in tax collections if SARS
was adequately funded. We question some of these assumptions below.

E. EXPENDITURE ESTIMATES

Are our expenditure estimates credible, and is the National Treasury performing its constitutional duties of
enforcement as required by section 216(2) of the Constitution?

Treasury Control

S216 (2) The national treasury must enforce compliance with the measures established in
terms of subsection (1), and may stop the transfer of funds to an organ of state if that organ
of state commits a serious or persistent material breach of those measures.

47. Spending control has remained the largest impediment to reducing the budget deficit and reducing debt. The
lack of Constitutional mandated treasury control by withholding transfers until compliance with financial
compliance with the PFMA and MFMA still remains well below desired levels, yet the Treasury is not applying
enforcement measures to the same extent as the non-compliance.

48. The value of spending is also low, as per the Auditor General 2024 PFMA report:

In total, 54 (59%) of the 91 auditees with material findings on their 2023-24 performance reports were high-
impact auditees. In the basic education, health and human settlements sectors, 80% or more of departments
had material findings on their performance reports.... Material reliability findings were reported at 67 auditees
(21%) in 2023-24. Material findings were reported at 35% of the high-impact auditees. Findings were reported
at: = 80% of departments in the health sector « 70% of departments in the basic education sector « 70% of
departments in the human settlements sector « 30% of departments in the public works sector « 20% of
departments in the transport sector”.

49. Similarly, 60% of auditees are materially not complying with key legislation. As to spending compliance a
similar trend exists of rampant non-compliance. “More departments (79%) than public entities (52%) had
findings on procurement and contract management. We reported material findings at 42 (24%) of the high-
impact auditees”.
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50. Treasury's lack of enforcement contributes to the culture of lack of consequence management identified by
the AG as she states, “In every year of the 6th administration, we reported that a culture of no accountability
and consequences was a root cause of continued transgressions and non-performance. In 2023-24, we
assessed this to be one of the main root causes of poor audit outcomes at 40% of auditees.”.... “The number
of auditees that failed to comply with legislation on consequence management increased from 101 (27%)
last year to 120 (32%) in 2023-24, but decreased slightly from 124 auditees (35%) in 2018-19. Findings in
this area were more prevalent at high-impact auditees, 35% of which failed to comply with the legislation”.

51. It has been raised by some commentators that the Constitutional enforcement measure of transfer
withholding will impact service delivery. However, in the trial of 11 municipalities by the Department of Water
and Sanitation in October 2024, the mere threat of withholding transfers has seemingly “inspired” these
municipalities to more action in 2 months which was lacking for years. This demonstrates that the fear is
unfounded and that the positive impact of treasury control on service delivery far exceeds any downsides.

Unbudgeted expenditure

52. The year-on-year addition of unbudgeted expenditure continues to undermine expenditure control efforts and
undermine the credibility of the budget itself.

53. Below is a summary of South Africa's budget expenditure estimates versus actuals from 2015 to 2028:

2015-2018
Estimate of national expenditure 1222 345 1247 317 1318 338 1421701 1540 035
Percentage change from previous year 5.7% 7.8% 8.3%
2015 Budget estimate of expenditure 1222 345 1309 944 1 420 862
Increase / decrease (-) 24973 8394 838
2019-2022
Estimate of national expenditure 1512 200 1509 858 1658 707 1769 566 1900 485
Percentage change from previous year 9.9% 6.7% 7.4%
2018 Budget estimate of expenditure 1512 200 1632571 1757 452
Increase / decrease (-) -2343 26137 12114
2025-2028
Estimate of national expenditure 2135 967 2 150 287 2324 354 2431464 2542997
Percentage change from previous year 8.1% 4.6% 4.6%
2024 Budget estimate of expenditure 2135 967 2255576 2373222
Increase / decrease |- 14321 68778 58 242

54. It has become habitual for the budget estimate on national expenditure to be understated. This increase in
unbudgeted expenditure is seldom, if ever, unknown or unanticipated expenditure, which we have raised in
various previous submissions. At various levels of government, these include:

- Public Sector Wage increases
The public sector wage increase has become a structural unbudgeted item which was supposed to be
resolved after the 2022 Constitutional Court judgement’? on this process. The wage agreement was

12 6media.pdf
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concluded on 20 January 2025 for a period from 1 April 2025 for 3 years'3Hopefully, this will be the last
year the Budget estimate is increased. Ensuring that the PSA negotiates the next wage agreement before
the relevant budgets are tabled will be critical.

- Addition of additional spending plans without additional revenue
It has become habitual to add material spending like the Social Relief Grant, which was anticipated, without
corresponding additional revenue. This principle may require entrenchment into the budget process to
ensure the credibility and sustainability of the budget.

- Uncosted legislation enacted
The enactment of legislation such as the NHIA that has a cost impact but is not included in the budget
has raised questions about the validity of the actual legislation. Though the Constitution does not seem to
directly require costing as a precursor to legislation being enacted, section 215(3) of the Constitution does
require that:

(3) Budgets in each sphere of government must contain— (a) estimates of revenue and expenditure,
differentiating between capital and current expenditure; (b) proposals for financing any anticipated deficit
for the period to which they apply; and (c) an indication of intentions regarding borrowing and other forms
of public liability that will increase public debt during the ensuing year.

In addition:

(2) National legislation must prescribe— (a) the form of national, provincial and municipal budgets; (b)
when national and provincial budgets must be tabled; and (c) that budgets in each sphere of government
must show the sources of revenue and the way in which proposed expenditure will comply with national

legislation.

55. In this regard, it seems that though legislation can be tabled without cost, the relevant sphere of
government is compelled to budget for such legislation's impact on revenue, expenditure and any impact
on public debt. The NHIA, for example, has not complied with any of these requirements.

- Unpaid/Unprovided accrued expenses
We have made numerous submissions on the findings of the AG on the limitations of Modified Cas
Basis (MCB) accounting and how the government is accruing expenses but not paying for them, in
order to defer them out of relevant budgets to other cycles. We have also made submissions on these
limitations of MCB and why accrual accounting will resolve many of the challenges!4. Though unfunded
budgets at local government have improved, pre-spending still occurs, resulting in delayed payments.
Furthermore, liabilities such as legal claims continue to be unfunded such as the Police's R65 billion and
R75 billion in Health which do have a budget impact irrespective of whether the amount may be
overclaimed?®.

A further anomaly is the continual rise in intergovernmental debt. Municipalities owe Eskom R78 billion,
and government departments owe Municipalities R22 billion. Departments owe R22 billion for water and
even owe the AG R1 billion. It is proposed that a comprehensive report on intergovernmental debt be
maintained and that a mechanism be proposed to set off debts via transfer allocations every year.

- Foreseen bailouts

56. The Minister has noted that SoE bailouts of R520 billion since 2008 have contributed significantly to the
budget deficit and state debt over the last decade and that he has taken a firm stance against such bailouts.

SoE debt has become unsustainable, and their revenues are declining16. However, unless the government

13 Government and Labour Conclude 3-Year Wage Agreement | The Public Servant Online

14 hitps://www.saica.org.za/resources/122997

15 status of the medico-legal claims and service delivery implications (with Minister & Deputy Minister) | PMG
16 Bad news for state companies in South Africa — BusinessTech
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changes its formal policy on SoEs, it is foreseen that SoEs will receive bailouts again, which means the
Minister will adjust his budget again.

- The contingency reserve

Have we made sufficient provision for unforeseen events?|

57. Although the Contingency Reserve is meant to provide and be utilised for unforeseen emergencies such as
natural disasters or pandemics, a worrying trend has developed where it is used as a “suspense account” for
expenditures that could have been foreseen.

58. It could be argued that all the items for which additional funds were allocated, as shown in Table 3.4 below,
were foreseeable events. The South African fiscal calendar includes the public sector wage agreement. It is
not an unforeseeable event. Neither is the annual increase to the social grants.

Table 3.4 Changes to main budget non-interest expenditure over MTEF period

_ 2025/26 | 2026/27 | 2027/28 | WTEF total

Non-interest expenditure (2024 Budget) 1840913 1932982 2030 266 5804 161
Additions to baselines and provisional allocations’ 102 438 68179 61981 232598
Infrastructure projects* 14 104 15833 16 741 46 678
2025 public-service wage agreement and carry- 7317 7842 8211 23371
through costs
Early retirement costs 4 400 6 600 - 11000
COVID-19 social relief of distress grant 35169 - - 35 169
Social grants above-inflation increases 1594 3265 3344 8203
Provisional allocations for frontline services 22234 23504 24 978 70716
Other spending additions ! 17619 11135 8 707 37 460
Reductions to provisional allocations? -40 817 -9098 -16 741 -66 656
Changes in contingency reserve -2 600 -9 000 9708 -21307
Technical adjustments3 -448 -784 -1412 -2 645
Revised non-interest expenditure (2025 Budget) 1899 485 1982279 2 064 386 5946 150

59. Another cause for concern is the recent downward revision of the contingency reserve over the past year,
as also highlighted by the PBO’ in its 18 March 2025 presentation!” to ScoF. In the 2024 MTBPS, the
contingency reserve was estimated to be R20.8 billion for 2027/28. However, in Budget 2025, the
contingency reserve is now estimated to be approximately half that amount (R11.1 billion) for 2027/28.

60. We commend this Committee for highlighting National Treasury’s over-reliance on contingency funds and
how it indicates underlying challenges in budget predictability and control.18

Budget 2025 notes that the contingency reserve for 2025/2026 is R5 billion. Is Parliament satisfied that if a real
unforeseen emergency occurs, we will have financial resources to address it?

17 Slide #33 of the presentation.
18 Page 105 of the 2025 Budget Review
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F. DEBT

Is debt sustainable and realistically on path to stabilise in the medium term?

61. In the 2018 MTBPS National Treasury noted as follows:

= Debt projections are highly
sensitive to assumptions about
economic growth, interest rates,
exchange rates and the long-term
path of the deficit

= Arule cannot solve underlying
problems in the composition of
spending (e.g. a growing wage bill
and SOC bailouts)

Wl# national treasury

F 1 Depanment
% Matona Trl;elsugl
- REPUBLIC OF SOUTH AFRICA

62. National Treasury were and remain correct that assumptions have a large impact on debt, and we have
continued to make the wrong assumptions in Budget 2025 as set out in our submission. We also agree that
solving the underlying problems with the Budget requires more than rules but actual resolve to fix the
fundamentals that are wrong with the Budget. Budget 2025 has again noted that it will continue to seek to
stabilise debt. Currently Debt to GDP is used as the metric for this. In addition, the Minister notes that the
plan to keep a primary budget surplus will help this process.
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Figure 1.2 Gross debt-to-GDP outlook**
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63. Budget 2025 however continues the trend of adding debt since Budget 2024 just 12 months ago:
» economic growth revised downwards from 1,6% to 0,8%
» collections revised downwards from R1 863 billion to R1 843 billion
« debt service costs revised upwards by R7.4 billion

* debt repayments reduced to R73.8 billion through refinancing short-term debt with longer term debt (bond
switch)

* budget deficit increased by R34 billion from 2024 Budget estimate
* spending revised upwards with R58.5 billion

64. What is clear is that gross loan debt is not stabilising but just increasing and that the ratio becomes misleading
when GDP is overestimated, as it is just a ratio.
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Table 7.7 Total national government debt’

End of period 2023/24 2024/25 2025/26 2026/27 2027/28
R billion m Medium-term estimates

Domestic loans® 4 667.8 5095.3 5440.4 5754.9 6 026.5
Short-term 511.2 549.5 587.6 623.5 671.5
Long-term 4 156.6 4 545.8 4 852.8 51314 5355.0
Fixed-rate 3010.7 3274.6 3408.4 3525.1 3719.7
Inflation-linked 1027.5 1091.0 12286 1364.3 1438.7
Floating rate note 118.3 180.2 215.8 242.1 196.6
Foreign loans’ 591.6 598.3 653.9 708.9 788.4
Gross loan debt 52594 5693.6 6094.2 6463.8 6814.9
Less: National Revenue Fund -195.7 -224.8 -128.4 -133.3 -114.0
Net loan debt 5063.7 5468.8 5965.8 6330.5 6700.9
As percentage of GDP:
Gross loan debt 74.1 76.1 76.2 75.9 75.1
Net loan debt 71.4 73.1 74.6 74.4 73.9

1. A longer time series is given in Table 10 of the statistical annexure at the back of the Budget Review
2. Estimates include revaluation based on National Treasury's projections of inflation and exchange rates
Source: National Treasury

65. The Minister has again promised stabilisation of debt, now deferred another year to 2025/2026 at 76.2% of
GDP. Debt service costs will now be R389 billion in 2025, the largest expenditure item, at 22%. However,
what do the numbers say? Gross loan debt has increased from R5 522 billion to R5 693 billion. In the medium
term, it will increase by another R740 billion if the Minister maintains a budget surplus, not just a primary
budget surplus, and if economic growth and debt costs remain stable.

66. Further, this is based on the government keeping to its “no SoE funding policy”, which seems unlikely given
the state of SoEs and municipalities. Therefore, nominal debt is not on a declining or stabilising trend, but
merely as relates to its ratio with GDP, if GDP does triple in the medium term as planned from 0,6% to 1,8%.
South Africa’s exposure to foreign debt has also grown from R96 billion in 2008 to R598 billion, growing
further by R190 billion in the medium term, even if the foreign debt to GDP ratio stabilises. By 2028, debt
service cost will amount to R478 billion, and the budget deficit is estimated to be R314 billion, which again
would have to be financed from the debt itself (i.e. we are borrowing money to pay our interest).

67. The government will also “continue to refinance high redemptions coming due over the next three years
through the bond-switch programme” and “over the medium term, some projects will be financed through
dedicated, innovative infrastructure instruments that will not increase the gross borrowing requirement. The
government is also preparing a credit guarantee vehicle to mobilise private capital by derisking critical
projects in the energy, transport and water sectors.”

68. This means a lot more debt exposure through “structuring”, similar to when Treasury moved the
appropriations from “above the line” to Eskom to public debt below the line” where it’'s outside of the primary
deficit. Like with the structural deficit, South Africa has become “addicted” to structural borrowing to fund its
infrastructure needs and use it for operating running costs, including debt service costs. To effectively grow
the economy, we can no longer rely on recurring debt. Essential spend needs to be financed from resources
other than debt — i.e. getting a firmer grasp on the country’s non-debt spending habits by minimising and
even eliminating fruitless and wasteful expenditure — will free up the necessary funds required to invest in
projects such as infrastructure rebuilding and enhancement.
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Table 1.6 Projected state debt and debt-service costs

R billion/percentage of GDP| 2024/25 2026/27 2027/28

Gross loan debt 5693.6 6094.2 6 463.8 6 814.9
76.1% 76.2% 75.9% 75.1%

Debt-service costs 389.6 424.9 449.2 478.6
5.2% 5.3% 5.3% 5.3%

Source: National Treasury

It is difficult to share the Minister's optimism of debt stabilization as none of the underlying drivers of missing
debt targets have been resolved. Focussing on the “primary surplus” rather than the actual surplus, when debt
costs are the largest and fastest growing expense, is counterproductive in addressing the challenge of debt.

Furthermore, nominal debt and debt costs will continue to grow as we spend more than we earn. Worryingly, it
seems we have now started “smoothing” our annual debt repayment obligations to increase spending and
deferring bailouts like Eskom to debt (below the Minister's line) and not in appropriations where it should be to
properly reflect the budget outcomes.

G. DETAILED ANNEXURE

SARS funding and collections
Will the additional R3.5 billion result in the efficient collection of the “R800 billion” owing to SARS?

69. The Budget 2025 in Annexure A notes that there is an estimated R1 trillion “gross tax gap” and R800 billion
“net tax gap”. No information is provided to explain how this amount was arrived at. Analysing the SARS
Commissioner’s statements on the matter, we rather conclude that this R800 billion, half is attributable to
SARS’ uncontested debt book, while the other half is attributable to the tax gap and the “net” after reckoning
the R108 billion owed to taxpayers and amounts under dispute. In respect of the latter it must also be noted
that from the SARS 2023/2024 report that SARS conceded 59% of objections and 57% of appeals.

The SARS debt book

70. SARS’ large debt book has been a cause for concern for a number of years. In a bid to address it some years
ago, SARS appointed 21 external third-party debt collectors to help recover outstanding tax debts. It is
unknown how much these collectors recovered. Still, that number would provide some insights into how
reasonable it is to expect SARS to collect R400 billion of the assessed taxes currently owed to it.

71. SARS’ Annual Report 2024 shows that taxpayers owe R416 billion in taxes. R90 billion of this debt is older
than 5 years. It is a well-known fact of business that once debt is over 3 years old, the chances of it being
recovered drop significantly. In light of this, how much of this R90 billion can SARS really expect to collect?

72. Additionally, of the R416 billion debt to SARS, R136 billion is less than 12 months old. This begs another
question.

73. Given SARS’ extensive powers as provided for in the tax law, which also includes the ability to take money
directly from a person’s bank account, how did the debt grow to this point? With regards to this ‘new’ debt
(less than 12 months old), it therefore seems to be a simple exercise to immediately collect a large
percentage of that amount.
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74. Even with regard to undisputed tax debt, will the businesses that owe be able to pay it?

75. If SARS were to attempt to enforce the collection of this debt, it may be the case that many of these
companies would be bankrupted (as their liabilities would exceed their assets), forcing them to close down.
The individuals who would consequently be out of work would not be able to pay income tax, further eroding
the tax base. Therefore what is the quality of the SARS debt book as relates to actual recoverability probability
and what portion of the debt book is owed by insolvent persons, liquidated companies and taxpayers who
have no assets or cash to pay the owed liabilities?

The additional R3.5 billion allocation to SARS is welcomed and will likely provide a very good return for the fiscus
regarding tax collections. Nevertheless, we propose that expectations are tempered regarding the R800 billion
tax gap.. We do however propose that Parliament request SARS to explain the quality of its debt book as to
probability of recovery

The tax gap

76. To look at the tax gap in South Africa, we have to look at both the formal and informal economy. The former
amounts to R7 trillion, and the latter is unclear but is estimated by some at R750 billion?°.

77. In a parliamentary question to the Minister of Finance on 14 November 2024 on the tax gap, it was noted
that SARS estimates this to be about R465 billion.

78. There does not seem to be any real research on the tax gap in South Africa. However, a paper by Jansen et
al?%, in 2020, for Un-WIDER looking at data between 2015-2017, estimated the corporate income tax gap
to be an average of 2% of GDP, which equates to R140 billion in today’s monetary value. An additional R67
billion can then be estimated to be the tax gap relating specifically to VAT, if not already included.

79. This data, therefore, suggests that over R250 billion of the tax gap lies outside of corporate South Africa, in
personal income tax and individual’'s VAT, both in the formal and informal economy. As the SARS
Commissioner noted, they are aware of approximately 100 000 unregistered individuals who earn more than
R1 million per annum who do not pay tax?™.

If more than half of the tax gap does not relate to formally registered companies, are we doing enough to collect
taxes from individual businesses in the formal and informal sector?

SARS’ ongoing technological improvements are expected to deal with the tax gap attributable to personal income
tax, but is enough being done to collect taxes from non-compliant individuals outside of the formal economy or
the tax register?

19 South Africa’s hidden R750 billion economy has one reigning king — BusinessTech
20 UNU-WIDER : Working Paper : The corporate income tax gap in South Africa
21 Edward Kieswetter reveals 100,000 high earners are evading tax in SA
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Infrastructure

Is the Budget 2025 allocation over the medium term enough to address our infrastructural challenges? Is the right
type of infrastructure being prioritised in Budget 2025?

80. SONA 2025 promised R940 billion over 3 years in infrastructure spending. This has filtered through into
Budget 2025 as follows.

Table D.1 Public-sector infrastructure expenditure and estimates

m

Revised
estimate Medium-term estimates Total

Energy 355 38.7 46.1 50.7 66.2 73.4 79.6 219.2
Water and sanitation 30.6 354 27.5 453 49.9 50.1 56.3 156.3
Transport and logistics 65.9 86.4 75.1 118.3 133.1 137.7 131.1 402.0
Other economic services 21.8 18.9 48.1 23.0 22.1 19.5 20.0 61.5
Health 16.4 11.9 13.1 14.5 15.6 14.8 15.0 455
Education 14.5 21.1 14.5 20.8 19.4 19.3 18.3 57.0
Human settlements’ 134 14.3 21.3 17.8 17.3 15.6 16.3 49.2
Other social services 2.2 3.3 0.5 2.9 2.6 2.5 2.5 7.6
Administration services’ 12.0 9.0 10.7 10.1 11.3 9.8 10.1 31.2
Total 212.3 238.8 256.9 303.5 337.5 342.8 349.3 | 1029.5
National departments 12.5 13.2 14.2 15.0 15.0 12.6 12.6 40.1
Provincial departments 57.7 60.1 73.2 77.1 75.5 69.6 70.8 215.9
Local government 62.1 64.7 56.8 69.7 67.7 65.1 68.0 200.8
Public entities’ 20.2 26.8 26.4 334 45.3 47.4 44.1 136.8
Public-private partnerships 6.5 6.0 6.8 7.1 7.9 8.4 8.7 25.0
State-owned companies3 53.4 67.9 79.4 101.2 126.0 139.8 145.1 410.9
Total 212.3 238.8 256.9 303.5 337.5 342.8 349.3 | 1029.5

81. An increase in effective spend in Transport, Logistics, and Energy will undoubtedly make an impact,
especially given that the collapse of our rail system, and load-shedding, have significantly constrained
economic growth and job creation. More than 75% of the spending will however be funded not from the
Budget 2025 but from the budget and revenue of these SoE’s. Historical infrastructure spend by these SoE’s
has also been ineffective and inefficient.

82. However, even with this allocation, the PBO noted in its 18 March 2025 presentation?2 to ScoF on the 2025
Budget that ‘current increases in infrastructure spending are inadequate to address the backlog over the past
decade’.

83. We strongly echo these sentiments.

Water Infrastructure

84. Another observation from the above table is how the budget allocation for Water and Sanitation is significantly
less than for Energy and Transport.

2z Slide #35 of the presentation.
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85. Alook at the 2019 National Water Masterplan reveals the inadequacy of these budgeted amounts by showing
that South Africa needs at least R89 billion annually for 10 years to fund water infrastructure alone:

Funding Gap over the next decade

* R 808 billion | * R 565 billion * R 333 billion (37%])

86. In an 11 March 2025 briefing to Parliament’s Portfolio Committee on Water and Sanitation, the Minister of
Water and Sanitation noted that while water has been elevated to priority nhumber one, she expressed
concerns about resource allocation.

87. She also highlighted the fact that 100 municipalities are in critical condition.

88. We consider this issue to be of greater importance than load-shedding because access to safe drinking water
is crucial to our survival.

89. The City of Johannesburg alone requires an estimated R221 billion to fix its infrastructure?® and R120 billion?*
to repair and upgrade current water & sanitation infrastructure with R27 billion required for critical water
infrastructure25. This backlog pertains only to maintenance and not the additional water and sanitation
infrastructure so desperately needed. The metro losses 46% of its water to non-revenue water at an annual
loss of R2,4 billion28.

90. Table 6.3 of Annexure D to the 2025 Budget Review details a list of ongoing and upcoming water and
sanitation construction projects.

91. While this is a positive, it would be counterproductive to successfully build this water infrastructure, only for
the water made available to be lost through leaks. Water lost through leaks is a national challenge, with some
municipalities losing up to 72% of their water. Pipe replacement is critical to reducing water loss. Many
municipalities have ageing asbestos pipes that need to be replaced, and this requires significant funding??
and a comprehensive plan.

Is Parliament satisfied that the National Treasury is doing enough to allocate the appropriate funding towards
maintaining our ailing water infrastructure and also compelling municipalities to prudently manage infrastructure
to ensure financial sustainability?

23 south Africa: Johannesburg, Continent’s Richest City, Needs Billions of Dollars - Bloomberg
24 Another blow to Joburg — R120 billion needed — BusinessTech

25 Joburg Water needs R27bn for infrastructure upgrades, says CEO

26 gouth Africa’s economic hub desperately needs R27 billion — BusinessTech

27 11 March 2025 Portfolio Committee meeting on Water and Sanitation — SONA Impact on Water sector; DWS Q2 & 3 2024/25
Performance; with Ministry
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From Budget allocation to service delivery

92. The 2024 Medium Term Budget Policy Statement showed that six months into the 2024/2025 financial year,
the Department of Water and Sanitation was nowhere near achieving its own targets:
e no mega-regional bulk infrastructure project phases were completed (the target for the year was 4).
e only 1 large regional bulk infrastructure project phase was completed (the target for the year was 6).

e only 30 small projects funded through the water services infrastructure grant were completed (the target
for the year was 112).

93. As far as infrastructure projects are concerned, this is unfortunately very common amongst most government
departments. In November 2024, the Public Works and Infrastructure Minister mentioned in Parliament that
the delay rate for infrastructure projects was at that time 79%: “...Of the 206 infrastructure projects overseen
by the Department of Public Works and Infrastructure this financial year, 164 projects are experiencing
delays”.

94. The below graph provides additional context to the Minister’s statement:

Number of Construction Projects Completed within Agreed Timelines

100 1 s Target

. Achieved

80 4

60

40

Number of Projects Completed

204

2023 2024

95. An extract from a report following the 17 September 2024 meeting of the Portfolio Committee on Water and
Sanitation noted the concerns of one Member of Parliament.

96. “Highlighting infrastructure delays, Mr (X) pointed to the Regional Bulk Infrastructure Grant (RBIG) and the
water services infrastructure grant, noting that more than 50% of these projects were delayed, and fewer
than 20% were completed on schedule. He cited the critical Umkhomazi Water Project in KwaZulu-Natal,
originally set for completion in April 2025 and extended to March 2032. He called this delay
“unacceptable” and flagged it as a major challenge. Regarding maintenance concerns, Mr (X) criticised the
water trading entity for achieving only 39% of its planned maintenance, despite having the budget to
address these issues.”

97. Obtaining the required financial resources is just the beginning. The prompt provision of goods and services
is the ultimate goal.
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Recommendation: To ensure that the water crisis is addressed with the urgency it deserves, we recommend more
collaboration between the Portfolio Committees on (a) Finance, (b) Water and Sanitation, (c) Public Works and
Infrastructure and (d) Cooperative Governance and Traditional Affairs.

Municipalities — debt to water boards and Eskom

98. The 2025 Budget Review provides the following disappointing update on the Municipal Debt-Relief
Programme recently instituted by the National Treasury:

“Many of the 71 municipalities in the municipal debt-relief programme are failing to meet the required conditions
for national government to write off their arrear debt to Eskom in equal tranches over three years. Key issues
include persistent non-payment of monthly electricity accounts and an inability to collect the mandated 85 per cent
of revenue. Forty seven municipalities have consistently defaulted and already accumulated substantial debt.”

99. The knock-on effect of municipalities’ failure to collect the water and electricity debt owed to them has been
devastating; depriving the water boards and Eskom of the funds needed to maintain and expand
infrastructure. This has exacerbated the water crisis and required more debt to bail out Eskom.

100. Unlike Eskom, water boards do not receive funding from the National Treasury and cannot receive direct
government bailouts to save them from collapse.

101. Notwithstanding the government’s ongoing plans to develop a better funding model for local government or
provide other forms of relief for municipalities, section 216(2) of the Constitution has always been available
to the National Treasury to take the necessary drastic steps in times of crisis.

102. The provision states that the National Treasury must enforce compliance with the measures established in
terms of subsection 216(1) of the Constitution — which includes the implementation of GRAP and enforcing
sound treasury control measures — and may stop the transfer of funds to an organ of state if that organ of
State commits a serious or persistent material breach of those measures.

103. SAICA suggested the use of this mechanism five years ago in its submission to the 2020 Budget. However,
National Treasury seems to have been reluctant to use this ‘tool’.

104. Unfortunately, the water and electricity crisis is now of such a magnitude that Section 216 should be used
immediately.

105. After the extensive meetings held between August and October 2024, the Portfolio Committee on Water and
Sanitation requested that the National Treasury invoke section 216(2) to withhold equitable share grants from
five municipalities that owe large amounts of money to water boards for bulk services.

106. The National Treasury would only release the grants to said municipalities - which can run into hundreds of
millions of rands — to five municipalities once they settled their current accounts, a move allowed under
section 38 of the Municipal Finance Management Act.

107. By February 2025, News24 reported that the Department of Water and Sanitation (‘DWS’) stated that the
withholding of block grants from heavily indebted municipalities to force them to pay their water bills is
"definitely working", and it plans to expand the policy in the coming months28. Four of the five municipalities,
which had a long-running trend of non- or underpayment, and paid what they owed for December 2024. After
they settled their current accounts, their equitable share grants were released.

28 hitps://www.news24.com/fin24/economy/definitely-working-govt-will-halt-grants-for-more-municipalities-to-force-water-payments-
20250205
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108. The DWS Director-General further added that the department wants to roll out the policy to another 11
municipalities this year.

Recommendation: In light of the success of the section 216 mechanism and the urgent need to immediately fix
and maintain our ailing infrastructure, it is submitted that the National Treasury extend its use to more
municipalities and for electricity debt owed to Eskom as well.

Expenditure cuts: low-hanging fruit

Is Parliament satisfied with the work done regarding spending reviews by National Treasury in ensuring that the
budgets submitted by departments are realistic and also efficient and who is being held accountable?

109. Budget Speech 2025 notes that National Treasury has over 12 years completed 240 number of spending
reviews, though the success of these reviews remain questionable as National Treasury state it was hard to
quantity the potential savings and whether the savings were ongoing or once off. The outcomes also don’t
seem to be publicly available and National Treasury have undertaken to take them to Cabinet next month.
The Presidency has also according to the Minister undertaken to establish a committee to identify waste,
inefficient and underperforming programmes.

110. The Minister undertook that National Treasury will:

e Undertake an audit of ghost workers, starting with national and provincial departments. *

e Use the ongoing, detailed review of labour market activation programmes and public employment
programmes to consolidate and rationalise the entire public employment ecosystem. The aim of the
review is to reduce duplication and improve operational efficiencies across the more than 100 active
labour market programmes in over 20 public institutions. The recommendations of this review will be
presented to Cabinet in due course. «

e The Treasury will implement significant changes to the budget process by reassessing the initial
assumptions informing budget allocations, with a view to creating room for improved spending.

111. These measures are welcomed though it is unclear why these would succeed given National Treasury
previous challenges regarding its other 240 spending reviews since 2013 and inability to quantify savings? It
is also concerning that action is only taken now such as relates ghost employees given it has been reported
in the media for more than two decades?®3°. How this has been neglected and allowed to just happen is a
guestion posed before by Parliament itself in 2015 as well3?,

112. It also remains concerning that the media and civil society when provided with access to information have
not found it challenging to do spending reviews and find blatant wastage and corruption as seen this month
with the R335 million City Power indiscretions in tenders32. Public servants owe a duty of care and
accountability to its citizens and we should not anymore be tolerating the “due process swindle” where
process is used as cover to justify what is clearly largesse or wasteful expenditure, purely because the right
process was followed.

Ghost workers

113.0On 19 March 2025, the Government Technical Advisory Centre (GTAC) appeared before the Standing
Committee on Appropriations (SCoA) to present on a review of government spending from the period 2020
to 202433, with suggestions for Parliament on a plan of action.

29'Ghosts' get education money | News24

30 A Motshekga on Education department problems | South African Government

31 RNW3757-151130.docx

32 POWER CONNECTIONS | Air fresheners, BIC pens, mops: Inside 6-month R335m 'fraud’ at City Power | News24
33 https://static.pmg.org.za/250319Spending_Reviews SCOA presentation _.pdf
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114. Concerning the public sector wage bill, the GTAC made the following statement:

“Rising compensation spending is the most potent driver of rising costs in government, growing more quickly
than nominal GDP & impacting on fiscal planning

e Between 2006 and 2020, above-inflation increases in_ compensation, meant that 4:1 spent on increased
salaries rather than increased personnel numbers”
...There is a need for discourse around productivity in the public sector and how to measure it”

115. SAICA and other stakeholders have made the same point for a number of years.

116. To contain public service wage costs, the National Treasury proposed reactivating early retirement without
penalties, with 30,000 government workers expected to accept the offer.

117. The GTAC, in its presentation to SCoA, made other suggestions which we fully agree with: an audit of ghost
workers, starting with national and provincial departments.

118. The government’s implementation of recommendations arising from spending reviews will understandably
take some years. However, an audit of ghost workers may not take a long time to conduct, requiring only a
physical headcount which is then reconciled to the numbers on the payroll.

119. In 2021, the Msunduzi municipality in KwaZulu-Natal discovered as many as 120 ghost employees who failed
to appear for a headcount. In 2020, the City of Tshwane had managed to identify as many as 1,400 ghost
workers on its payroll system. In June 2022, the Mpumalanga provincial government announced a major
process to verify all 83,000 of its employees.

120. PRASA also conducted a similar investigation after suspicions of 3,000 ghost employees within the
organisation. The investigation revealed that 1,480 could not be physically verified. 1,159 ‘workers’ then
‘resigned’ at the start of the investigation3+.

Annual audits of ghost employees should be mandatory for all government departments, with the relevant reports
presented to the appropriate Parliamentary portfolio committee.

Police VIP Protection Unit

Is Parliament satisfied that the budget could continue to allocate enormous resources to this luxury expense, and
will Parliamentarians be willing to give up this benefit in the interest of the country?

121. Civil society and labour have over numerous years lamented the fact to Parliament that the extent of the
Police VIP protection cost is unconscionable in a society so unequal and underfunded like South Africa.

122.1n 2021, Parliament approved a significant budget increase for the estimate of R1,7 billion that goes towards
this unit. Parliament would in the same budget cut the NPA budget by R400 million and only allocate R4,5
billion. This has occurred notwithstanding that we live in one of the most crime riddled countries in the world.

123. The below graph indicates that the Budget 2025 funding for the protection afforded to a handful of politicians
is only marginally lower than the budget of an organ of state that has to ensure justice for 60 million people
(the NPA).

34 https://businesstech.co.za/news/government/648269/over-1000-ghost-workers-in-government-get-spooked-

and-resign/
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124. This situation ought to be the reverse.
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125. Ironically, not only does the VIP unit receive a budget close to 66% of what the NPA receives, its budget is
larger than Parliament itself, despite the fact that it only benefits certain members of Parliament and the
Executive.
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