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1. FOREWORD BY SAICA CEO i MR FREEMAN NOMVALO

As a country still mourning the lives and livelihoods lost to a dreadful
pandemic, the Minister of Finance in his 2021 Budget Speech
reminds us of the brave and fearless people in our society and many
who have come together in an act of human solidarity.

It will take many more of our people to be brave and fearless to
overcome the challenges we face. It requires a brave Minister and
Government to depart from embedded political plans and ideas and
actually hear what stakeholders are telling them.

Budget 2021, sees a drastic departure from the narrative in MTBPS
2020 and seems to enter a new consensus that government will not
just listen but will actually hear what the people have to say.

It acknowledges that the Minister has consulted widely and it seems clear that he has in fact heard

many . From businesses6 calls for infrastructure r .
i ndividual taxpayersé call for no tax increases
rethink the promised R160 billion wage bill reductions.

The proof of the pudding will be in the eating and will require more brave and fearless actions by
government to engage and collaborate with labour, business and civil society to work together in
achieving the very ambitious goals set.

As SAICA we, together with our members, look forward to not only facilitate much needed
consensus but also knuckle down and collaborate with government and stakeholders in changing
the lives of so many that are desperate and despaired. We concur with the Minister that our
beautiful country and people have the possibility of a similar beautiful future. It is, however, up to
those with the power to implement change to rise and be the responsible leaders we need.

2. MBOWENI 6S 2021 BUDGETANGAGRADPIIBBYIDR MIRIAM ALTMAN

The most important conundrum facing Mboweni in his 2021
Budget is whether he can reveal a credible path to stabilising
public finances, while also enabling activities that promote
progression to a decent life. While elements of these can be
sequenced, there will have to be material signs of both in the
near term.

Otherwise, the goals of fiscal sustainability will be scuppered early
on by political demands, which pushes SA into a vicious circle and
locks it into stasis.

Does the 2021 Budget demonstrate hope that a balance has been found? So much of the
discourse on public finance revolves around either cutting spending and/or raising taxes. These
are naturally two elements in the equation, but they are static. A more dynamic approach asks
about -Faet érXo. 1t is well known that there is sign
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both the composition and the quality of spending. It is also well known that there is substantial
opportunity for strengthening revenue collection. Given the size of the public sector, even small
improvements can have important growth inducing, confidence boosting effects. The difference
between static and dynamic effects is that lifting taxes or cutting expenditure offers one-off
improvements and could even have growth dampening effects. Dynamic approaches enable
continuous improvements over time.

I s this an fAausterityodo budget ?

This budget was never going to be an expansionary one. Non-interest spending (not including
remuneration) grows by 0.4% pa in real terms. So, by that definition, it is not austerity.

Mboweni proposes a path to reducing the deficit from 14% in 2020/1 to 6.3% in 2023/24,
stabilising the debt at 88.9% by 2023/4. This is primarily achieved by cutting R265 billion in
spending and lifting revenues. Some big assumptions are made to achieve this i are they valid?

Credibility will be tested by the following in 2021:

9 The public sector three year wage agreement formally ends in March this year. The fiscal
framework depends heavily on savings in the wage bill i R 160 billion over the MTEF to be
precise. This is a big assumption given the hostility wrecked in the final year of the wage
agreement and the seeming lack of readiness for the next three years. More needs to be
revealed about the status of these negotiations. They need to address a sustainable wage
path, the link to performance, the composition of employment i with fewer bureaucrats and
more staff at the coal face of del ilvdroy, tehred jerbs

1 The State-Owned Enterprises are meant to offer government a vehicle for delivery and off-
balance sheet finance. Instead they are weighing heavily on the fiscus and falling short on
delivery. Since 2008, R188.7bn has channelled to Eskom, with a further R77bn expected over
the MTEF. SAA should get almost R37bn between 2017/18 and 2022/3. PRASA received R80
billion in capital spending and an annual R10bn for operating costs, but is a shadow of its
former self. The NPCO w highigbtethet neel forobetiemandcstaliee v i e
appointments on SOE boards and executive management, transparent procurement, and the
introduction of deeper public-private cooperation, most notably in energy procurement and
port and rail lines. In 2021, watch for the appointment of the ESKOM board, the creation of an
ITSMO by ESKOM, progress in energy procurement and the concessioning of rail and port
facilities by Transnet.

1 COVID expenditures are meaningful in the budget and it was good to see an expansion in the
contingency fund. R9 hillion is allocated to vaccines, some to cover risk where there are
adverse reactions, funds to COVID relief grants and the Presidential youth employment
programme. Strangely, the health budget falls by R2 billion, mostly focused on personnel
spending, in a context where there are staff shortages and greater stress on the system.

1 Onthe revenue side, it was good to see R3bn allocated to SARS over the MTSF to strengthen
digital systems and revenue collection capacity. This is not a massive allocation, but should
offer one of the few locations in government with a direct return on investment. The fiscal
framework depends heavily on SARS® capability toc
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It is worth remembering that this budget is buffered by an expectation that the global economy
will recover faster than anticipated, and that is especially so for China and India. Already
commodity prices have elevated. No matter what happens domestically, SA is lifted by the global
wave. Will this bolster commitment to a fiscal framework, or will it be used to buffer politicians?
Minerals economies like SA tend to ride the wave and avoid hard reforms. Policy makers will
have to resist the tendency to slow down structural reforms and public sector efficiency initiatives
in response to this buffer. Il nstead, they shoul d

We will need to see considerable Presidential and cabinet level commitment to what is proposed
in this Budget. The Minister of Finance is never a popular figure in any country, for obvious
reasons. Securing a fiscal framework and sticking to it requires discipline. Having said that, a
credible path to fiscal health will require one that is politically plausible, even if it takes longer to
implement.

3. TRUST AND CONSENSUS TO REFUEL THE TANK

Budget 2021 has seen the Minister of Finance affirm government& desire for sustainable public

finances and the supremacy of the Constitution. He also emphasises that much resolve or
Aipolitical willod is required in overcoming the <c¢ch
economy. His words echo what many are thinking and saying when he states:

AWe will not rest wuntil we uctua of thisdécenanty dynosveringa | | vy al
barriers to entry, raising productivity and | owe

ABusiness friendlyo and Aopen to businesso become
society and that of our government will be tested in the implementation of these promises to the
world and the people of South Africa.

Every year for at thisyadd diadyat was labelted ab e nyost anpastanti
How fickle those statements were is very obvious in this year& budget. Every year we all wait in
anticipation for the Minister of Finance to conclude 6 months of number crunching from
government departments and relate to us the financial plan, as approved by cabinet, and aligned
t o Edomomid Plano .

This year is different, because many more actual lives and the livelihoods that pay for keeping

those | ives althiewkndo dcddhelduwidetoon What was gl aringly o
COVID-19 is that both #fAthe Pland and fAthe Baudget o
guestions need answers. COVID-19 did not create the hole we are in, it just dug it deeper but also

shone a spotlight of where we are failing as a society and as a government. It is especially

processes attempting to ensure accountability, efficiency and transparency, that have been

treated with disdain over the years, as now all too familiar soap opera-l i ke ficommi ssi on
inquiryo continue to reveal. I n addition, we get
expressed judgment on the failures of those who have abdicated their constitutional and legal
obligations of oversight anduenbbeéd fThesm dednagiue
a new level of recognition when a recent High Court judgment not only affirmed the constitutional

delinquency of the Kgetlengrivier Local Municipality, but found it& delinquency so great that the

people could legally take over its constitutional mandate to render sewage treatment services.
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What we are witnessing is the breakdown of trust in governments, not just in South Africa, and
its ability to meet its constitutional mandate. This point is aptly demonstrated by the Edelman
Trust 6rsh. r esea

21st ANNUAL
EDELMAN TRUST
BAROMETER

Methodology

l_

Online survey in 28 countries*
33,000+ respondents

2021 Edelman Trust Barometer fieldwork
conducted from October 19 to November 18, 2020
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. . . . Distrust Meutral Trust
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Globally, the pandemic has eroded even further the trust society has in others, but particularly
that trust which society has in Government& ability; the same applies to South Africa. It is
specifically the lack of trust in governments to do the right thing that has waned, notwithstanding
that before the pandemic they led this trust index.
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SOCIETAL LEADERS NOT TRUSTED
TO DO WHAT IS RIGHT

Percent trust . e 0 O
Distrust Neutral Trust Change, 202010 2021

Trust in societal leaders declines further More likely to trust what is local 73

62 63
48
@ 42 45
I -3 -7 -7
G t lead Religi lead J lists CEO: People in my local My employer Scientists
overnment leaders eligious leaders ournalis s community CEO cientis

Increasingly, society and communities are looking to take back their power and become less
reliant on government and even big business to save them, as demontrasted by the Kgetlengrivier
community and so many others across the country. However, society still has an expectation on
business to also fill the void left by government and be a lot more vocal on government failures,
lack of accountability and leadership.

BUSINESS EXPECTED TO FILL VOID
LEFT BY GOVERNMENT

Percent who agree

CEOs should hold

CEOs should step in
when the government does not fix
societal problems

CEOs should take the lead
on change rather than waiting

for government to impose change
on them

themselves accountable to

the public and not just to the
board of directors or stockholders

68.

66.
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CEOs MUST LEAD
ON SOCIETAL ISSUES

Percent who agree

"l expect CEOs to publicly
speak out on one or more
of these societal
challenges: pandemic
impact, job automation,
societal issues, local

community issues”

“CEOs should step in
when government does
not fix societal
problems”

Following on from trusting each other is lack of consensus.

In the 2017 MTBPS the Parliamentary Standing Committee on Finance challenged civil society
to give input on how to grow the economy. SAICA, through its National Tax Committee took up
this challenge and identified that the lack of consensus and accountability underpinned growing

the economy and wundermined interventions planned

Review presentations to Parliament, the SAICA 7 was submitted and presented as critical
consensus items to rebuild the economy. This was again reiterated in 2020 at the height of the
pandemic with South Africa ranking amongst the worst in the world in many of these areas. We
would pose a critical question: Where is NEDLAC, the body created to get consensus pertinent
to the economy and societal order, in this discussion?

In February 2021, the Thabo Mbeki Foundation would release a paper demonstrating exactly this
challenge in a lot more detail as it played out in 2020. Consensus and collaboration would be
called upon by government, but as demonstrated, government would, notwithstanding claims to
the contrary, proceed to ignore the contributions of business and labour and produce the
Economic Reconstruction and Recovery seRttdahby
Business4SA) and Organised Labour would thereafter proceed to issue their own plans
contradicting some of what government has prioritised, but also in many instances having better
workable plans, again contrary to the suggestion that all parties had sought and found consensus
at NEDLAC.

Budget 2021 makes significant promises on a macro scale, especially as to returning South Africa
to a surplus budget by 2025 and curbing debt to under 90% of GDP. However, we need to be
brutally honest with each other to find consensus and trust. Unlike 2006/2007, the Minister is not
talking about an actual main budget surplus, but one without considering debt costs, the fastest

(

inERR

growing expense that nears R400bn by 2024/ 2025.
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unemployment rate released this month where it is continually stated as 32,5% and not the real
number of 42,6%.

Refueling the tank of the South African economy will have to start with rebuilding trust between
government and societal partners and reaching actual consensus on the principles of how this
rebuild task will be carried out. Without this crucial foundation, no plan, no matter how good it is,
will succeed. This trust and consensus between government, business, labour and civil society
will have to be built, not on speeches and structures, but on actions that deliver the results and
changes society needs so desperately. Collaboration and coordination will be natural bedfellows
to follow such consensus, but the question remains: can we regain the trust of society and start
trusting those to whom they look to before they lose all hope and stop looking outward and only
inward?

This brings us to consider 3 of the SAICA 7 in more detail, namely: accountability, education and
crime.

4. SAICA 7 FOR ECONOMIC GROWTH
4.1 FOCUSING ON THE ELEMENT OF ACCOUNTABILITY

Every February the Minister of Finance presents his budget speech in Parliament for the

upcoming fiscal year. This is not the final budget but a proposal that has to be scrutinised and
approved by Parliament. The budget presents an overal/l synopsi
economy, amendments to tax, distribution of revenue across spheres of government and

distribution of expenditure across national departments.

As far back as August 2010, Parliament questioned the credibility of the budgets presented by
the government departments and the planning that went into these budget preparations. It was
conceded in this meeting that government needed to see how cost overruns could be better
managed, and to investigate the actual practices of budgeting.

What is really happening?

Fast forward twelve years, and it seems that budgeting practices have not improved. A simple
example of this is contained in the ongoing legal matter between government and the public sector
trade unions. The national budget submitted to Parliament did not reflect what is actually being
paid to public sector employees. Due to this, adjustments were continually made in the Medium
Term Budget Policy Statement, despite National Treasury knowing full well that higher wages had
been agreed with the unions notwithstanding Regulation 79 requiring National Treasury to
approve these agreements as they exceeded budgets. The Labour Appeal Court judgement in
this regard reinforces budgeting controls.

Numerous other instances of bad budgeting and lack of financial controls are contained in the
Auditor General Reports issued over the last ten years. A summary of the audit outcomes for the
PFMA entities is shown below:
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2018-19 PEFMA AUDIT OUTCOMES

Audits Outstanding 3 3 5 49
Unqualified with no findings 113 129 97 100
Unqualified with findings 184 185 202 182
Qualified with findings 61 83 95 86
Adverse with findings 3 9 5 4
Disclaimed with findings 21 14 27 11
Number of audits performed 385 423 431 432
Irregular expenditure 29.4 billion R45,3 billion R 36, 8 hillion R42, 8 billion
Fruitless and Wasteful expenditure 1.08 billion 757 million R 792 million R 849 million
Unauthorised expenditure 0.76 billion R1,54 billion R 1, 77 billion R 1, 37 billion

With regard to municipalities, the Auditor General had the following to say:

AfiThe safe and c¢clean hands that can be relied wupo
government are few and far between. This is found to be so in the custodial roles in financial
management acrossanumb er of provinces. 0

The latest report on municipalities shows that roughly only just over 7% of the municipalities
received clean audits and irregular expenditure exceeded R32 billion. The report on the national
and provincial government (and their entities), also showed that audit outcomes regressed with
only 26% of the auditees being able to produce quality financial statements and performance
reports and could prove that they complied with key legislation to obtain a clean audit.

The continuous reporting of irregular, fruitless & wasteful expenditure and unauthorised
expenditure is another area of concern. Of particularrelevanceis6 unaut hori sed expendi
expenditure is defined as:

(a) overspending of a vote or a main division within a vote; or

(b) expenditure that is made not in accordance with the purpose of a vote or, in the case of a main
division, not in accordance with the purpose of the main division.

Section 34 of the Public Finance Management Act explains the following about how this
expenditure is to be treated in the budgeting process:

unauthorised expenditure does not become a charge against a Revenue Fund except whend

(a) the expenditure is an overspending of a vote and Parliament or a provincial legislature, as
may be appropriate, approves, as a direct charge against the relevant Revenue Fund, an
additional amount for that vote which covers the overspending; or

(b) the expenditure is unauthorised for another reason and Parliament or a provincial legislature,
as may be appropriate, authorises the expenditure as a direct charge against the relevant
Revenue Fund.
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(2) If Parliament or a provincial legislature does not approve in terms of subsection (1) (a) an
additional amount for the amount of any overspending, that amount becomes a charge against
the funds allocated for the next or future financial years under the relevant vote.

Our understanding is that this means that if Parliament or a provincial legislature does not approve
an additional amount for any overspending, that additional amount becomes a charge against the
funds allocated for the next or future financial years under the relevant vote. This means that the
overspending wil!/ be f un déngs abhievead againstptsavote onfeimds
available due to reprioritization of expen
budgets (votes), it is not clear where these amounts are reported. To ensure transparency, these
amounts should be clearly indicated on the budgets.

Should the unauthorised amounts be approved by Parliament as indicated in section 34(2), the
guestion has to be posed, why have these amounts been consistently approved with no seeming
consequence management taking place?

However it is not accountability on identified unauthorised expenditure that is concerning, but that
unidentified unauthorised expenditure seems to be rampant practice. Looking at the 2018/2019
Auditor General report on the PFMA outcomes, the AG has this to say:

AioOverall, the trend of departments failing
departments did not pay their creditors when their budgets started running out and thereby
avoided unauthorised expenditure; but the payments were then made in the following year,
effectively using money intended for other purposes. Some departments overspent their budgets
and still had outstanding liabilities at year-end. This continuing dolloveréof budgets is having a
negative impact on departmentsdability to pay creditors on time and to deliver services. The
education and health departments are affected the most, and the possible effect on service
delivery wil!/|l have an impact on the most vu
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In essence the auditor general observes that departments are deferring amounts to creditors as
unpaid rather than paying creditors and deferring payments to the next budget cycle. This enables
them to not have to classify such overspend as unauthorised expenditure. This practice is
demonstrated by the following from the AG report:

We are also concerned about some of the other departments due to the reasons shown in the following table:

Home Affairs No No deficit 39.4 80,2 (R2 088 million)
Justice and
Constitutional No R108.6 million 31.3 37.9 (R2 356 million)
Development
Social Development No No deficit 14,9 35,4 (R152 million)
Water and Sanitation Yes No deficit 1.7 16.2 (R885 million)
’("K%mf" S No R1,909 million No deficit 10.3 58,2 (R119 milion)
Cooperative
Governance,
Human Settlements No No deficit 11,2 167,7 (R339 million)
and Traditional Affairs
(LP)
Public Works (EC) No No deficit 16,5 29 (R320 million)
Cooperative
Governance and No R28,03 million 27,5 50,1 (R41 million)
Traditional Affairs (MP)
Energy No No deficit 17.8 42,7 (R125 million)
Higher Education - -

erze el No - R250,58 million 23 26,6 (R150 milion)

and Training

What we see are provinces deferring such expenditure up to 182% of the following years budget
and departments such as Home Affairs more than 39% of their following year budget. This begs
the question, where is the oversight and who should be doing oversight?

Who oversees accountability?

The Minister of Finance is obligated with oversight and has to approve the budgets and changes
to the budgets. Parliament has to consider and approve, where relevant, any unauthorised
expenditure. This requirement is further amplified and expanded by the Constitution of South
Africa. In terms of section 216 of the Constitution, the National Treasury has an obligation, to
ensure that all organs of state have followed generally recognised accounting practices. It also
states that should these organs of state commit a serious or persistent material breach of those
measures; it may stop the transfer of funds to these entities.

The question is then posed, how have we managed to land up where we are, with municipalities
and government entities in financial crises, and who should be held responsible. Well it is clear
that the National Treasury has the power to ensure fiscal accountability of all state entities. The
Parl i ament of South Africaés role includes
oversight of the executive and organs of state). The Publ i ¢ Protector 6s
constitutional democracy in pursuit of its constitutional mandate by investigating, rectifying and
redressing any improper or prejudicial conduct in state affairs and to ensure fair, responsive and
accountable public sector decision-making and service delivery.

A summary of tax related budget proposals
announced by the Minister of Finance today,
Wed, 24 February 2021
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It is therefore clear that all of these players have an obligation to ensure fiscal accountability of
our public sector. Yet despite this obligation, we have not seen any form of action taken to prevent
the blatant abuse of taxpayer funds. Civil society can no longer stand by and let their hard earned
taxpayer money be misspent. National Treasury, the Minister of Finance, Parliament and the
Public Protector should account for their lack of action and why they have not exercised the
relevant oversight.

It is encouraging to see that in the 2021 Budget Review, the National Treasury will review
provincial infrastructure sector funding policies and propose how grants, incentives and other
funding can best be structured to coordinate planning and budgeting. This model will, however,
focus on only 52 district and metropolitan spaces as convergence points for public- and private-
sector investment, supported by joint planning, budgeting and implementation processes. The
development of a Framework for Infrastructure Delivery and Procurement Management that
applies to national and provincial departments, public entities and municipalities that will promote
accountability and good governance by minimising control points, while allowing flexibility for local
conditions is also a welcome change mentioned in the 2021 Budget Speech. Added to this, are
the welcomed draft proposals to professionalise the public sector, which if implemented correctly,
will go a long way to ensure transparency and accountability of the public sector. Any deviations
from these promises/budgets should be strictly monitored and all those responsible for the fiscal
oversight, the National Treasury, Parliament and the Public Protector should enforce
consequence management to ensure that the taxpaye
and services that are needed the most.

One of the largest contributions to oversight would be getting the accounting right. The current
Modified Cash Basis of accounting has clearly created many bad and unlawful habits from SARS
tax refund disclosures to how unauthorised expenditure is accounted for. lronically, the
Accounting Standards Board already in April 2012 approved the adoption of Generally
Recognised Accounting Standards (GRAP) in the public sector. Nearly a decade later we have
still failed to implement, with even financial astute institutions like SARS having requested
repetitive postponements to April 2022.

4.2 QUALITY EDUCATION

Reaching an flagreement on what guality educati
implementation and how longtermskil | s are createdd remains a funda
7. The creating of skills starts at school and the matric results give some indication of skills

guantity and quality of skills created.

Qualitatively the first question is just narrowing down the level of skills.

A Bachelor pass is 4 subjects over 50%, not including Life Orientation, Dance, CAT or Hospitality
(and some other non-designated subjects). Also the learner must have your above 40% Home
Language and no subjects under 30%. The following table sets this out in more detail.

Source: https://www.umalusi.org.za/docs/research/2013/nsc_pass.pdf
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National Senior Cerfificate
NSC With admission requirements to:
Higher Diploma Bachelors
Certificate
Home language 40%
FAL 3 Subjects The NSC with | The NSC with
Life Orientation [ passed with a minimum of a minimum of
Mathematics/ 12:0% “”C“;d;r‘g ;h;:?r:uv:g . |230%inthe >30% in the
i e HL) an
volrsUerocy |10 M) o003 | e |LOUT Ofhe HE | O o he
jects institution, and institution and
offered from 230%. Iongu.age of 240% in four =250% in four
group B Can fail one learning and recognized designated
subject, feaching 20-credit 20-credit
provided there is | (LOLT) of the HE 1 | o otis. | subjects [that is,
full evidence of | institufion excluding Life excluding Life
Lhe SBA holvi:-gd Orientation] Orientation]
een cmpleted.

Given that most professions will require a higher standard than even the Bachelor pass, including
gualifying as a Chartered Accountant, a Bachelor degree pass is the lowest pass level for matric
to really measure skills. It therefore requires a closer look at the 2020 matric results.

2020 Matric results

According to the table, which indicates the performance of provinces in the November 2020
National Senior Certificate (NSC) examinations, we see that the percentage of candidates who
gualify for Bachelor studies has declined from 36,9% in 2019 to 36,4 % in 2020.

However, t his means t hat at mo st 36, 4% of matri co
standard. When considering that 60% and above is required for most professions in medicine,

finance and engineering, a lot less that this 36% would qualify

This state of affairs is not the students own making. The 2017 School Monitoring Survey released

early in 2019 by the Department of Basic Education revealed that the number of teachers absent

from school on a daily basis had increased from 8% to 10%. According to this, every day in South
Africa, 10% of teacher s donot pitch for wor k, an
untaught daily. This will have a serious long-term impact. Even more importantly is that no

subsequent report was released and no real accountability has been demanded. This in a country

that both in 2011 and 2016 scored the lowest in a global analysis for grade 4 learners as to their

ability to read for understanding.

However small changes have a big impact. SAICA schools program in all none provinces that
assist our members to be voluntarily deployed to schools to assist and improve on financial
reporting and controls has seen a major impact in both financial and academic performance.
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Unemployment nexus

The concerns regarding quality education do not exist in a vacuum and impacts real lives. The
results of the Quarterly Labour Force Survey (OLFS) for the fourth quarter of 2020 reveal that:

there was a significant increase in the official unemployment rate to 43,5% - the highest since the
start of the QLFS in 2008. Of the 7,2 million unemployed persons in the fourth quarter of 2020,
as many as 52,3% had education levels below matric, followed by those with matric at 37,9%.
Only 1,8% of unemployed persons were graduates, while 7,5% had other tertiary qualifications
as their highest level of education.

1 StatsSA http://www.statssa.gov.za/publications/P0211/P02114thQuarter2020.pdf

The nexus between quality education and employment is undeniable. Quality skills and education
will be required to rebuild both the economy and to professionalise the public sector. Who will
also take ownership and accountability in making sure interventions happen will have to be seen.

4.3 CRIME AND ECONOMIC GROWTH

Crime affects economic growth. The Global Peace Index for 2020 which is produced by Institute
for Economics and Peace (IEP), an independent non-profit global research institute, analysed the
links between business, peace and economic development concluding violence costs South
Africa about 13% of its gross domestic product (GDP).

The most recent national crime statistics, covering the period between level 1 and adjusted level
3 lockdown, which applied in mid-December 2020, have indicated that South Africa has seen,
inter alia, a 6.6% increase in the murder rate, this all in a country under partial lock down.
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