


 

  

  

Budget note: debt stabilisation as expected this year, modest tax relief, SA in line for further 
credit rating upgrades  
  

Wednesday 25 February 2026 

  

 

   

  

  



 

  

  



 

     

•  Gross debt is expected to peak at 78.9%/GDP in the current tax year, then drop below 
75%/GDP in five years’ time. Revenue lifted by R29bn, withdrawing the R20bn tax 
proposal, and the rand was little changed at R15.88/USD.  

•  We estimated a R26bn revenue overrun (see Budget Preview, 3rd February, contact 
details below), but the fiscus expects a greater lift in the pace of revenue collection in the 
remainder of 2025/26, which ends in March of the 2026 calendar year.   

•  There are no tax increases proposed over the medium-term expenditure framework 
period (MTEF) either, of 2026/27 to 2028/29, save the counterbalancing effect of a R1bn 
rise in the carbon fuel levy but a R1bn inflation drop in the general fuel levy. 

•  This is as revenue was adjusted upwards in the MTEF as well, now running at 5.0% y/y 
to 6.0% y/y, all main budget figures. The revenue overrun in 2026/27 with this year’s, is 
close to R55bn resulting in tax relief (for bracket creep) as expected. 

•  For this year, 2025/26, which is near complete, debt service costs are revised lower, by 
about R6bn, the general fuel levy stayed unchanged and less than R1bn increase in 
public sector costs, adding to the positive outcome overall.   

•  South Africa runs a primary balance surplus over the forecast period, indicative of fiscal 
sustainability improving. The budget deficit is projected to fall from -4.5%/GDP this year, 
to -3.1% of GDP by 2028/29. 

•  Credit ratings upgrades are expected from S&P (currently BB) in the next eighteen 
months and by Fitch (BB-) and Moodys (BB equivalent) over three years if debt/GDP 
nears 75% as economic growth accelerates to 3.0% y/y by 2030/31. 

•  A fiscal anchor would help achieve fiscal consolidation and credit rating upgrades, and 
will be proposed in the MTBPS later this year. Key also is that non-interest expenditure 
falls to 26.6% of GDP by 2028/29 from 27.7% of GDP currently.  

•  While a good budget from a financial market perspective, the outcome was largely 
factored in for the rand, although the JSE gained, with revenue benefiting from windfalls 
from the jump in precious metals prices and agricultural production. 
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•  Government lifted its growth forecast for 2025, to 1.4% y/y from 1.2% y/y to 1.6% y/y this 
year from 1.5% y/y, with 2028 unchanged. It lowered its inflation forecast this year to 
3.4% y/y from 3.2% y/y, 2027 and 2028 unchanged at 3.3% y/y and 3.2% y/y  

•  This has had the impact of reducing the nominal GDP outcome and the Budget notes 
“(t)he higher debt peak is attributed to weaker nominal GDP growth and increased 
borrowing in 2025/26”. 

•  As expected, the Budget notes progress in Operation Vulindlela, but acknowledges 
“progress with reform implementation has been slow due to the complexity of some 
reforms and associated legislative and administrative processes”. 

•  Fixed investment amounts to R1.1trillion over the medium-term in the budget, “54.1 per 
cent, or R577.4 billion of the total planned infrastructure expenditure will be executed by 
state-owned companies and public entities”. 

•  “A debt-stabilising main budget primary surplus this year of 0.9% of GDP, grows to over 
1.0% of GDP over the medium term, benefiting from improved revenue collection”, and 
is expected to “anchor fiscal policy over the medium term”. 

•  “Debt-service costs are revised down by R10.6 billion over the medium term, driven by 
improved bond yields, an appreciating rand, and lower inflation and interest rates”, 
although there is a risk from higher bond yields in market-risk off. 

•  Tax relief occurs as “(t)hresholds, rebates and duties are adjusted for inflation, 
- Personal income tax brackets and rebates, and medical tax credits, are adjusted in line 
with expected inflation”. 

•  For the usual increase in sin taxes “(e)xcise duties on alcoholic beverages and tobacco 
products increase in line with inflation”. “Effective 1 April 2026, the compulsory VAT 
registration threshold increases to R2.3 million”. 

•  The rise in the VAT threshold aids small businesses, “the tax-free investments annual 
limit is increased from R36 000 to R46 000”. There is no fiscal slippage, but debt ratios 
are still projected above the sustainable 60% /GDP mark for EMs. 

  



 

   

 

  
 



 

  
 

 

  

   



 

  

  

 

  
 

  

  

  

  

 

      

 

 

  

 

 

https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Flinks.uk.defend.egress.com%2FWarning%3FcrId%3D69a042e3f26ce5d56e1f06b9%26Domain%3Dcdhlegal.com%26Threat%3DeNpzrShJLcpLzAEADmkDRA%253D%253D%26Lang%3Den%26Base64Url%3DeNoFwttugyAAANA_EjVumXtbqpRuc6ZAUHhZEExslUsCodWvb85ZYvThE4DtZteQPZRUzpiQ3WyaQ5xVplx2SDBvAaQS3Ovyfxl_zOPrlMA11wVp8Xtn2M4L36hCJFn6O18Xrs4aabitfI9RWOGkeet6BAdG6n6Cl5ytT9i3qiK5XmcLDacQa6aKqWWN3OvTdfBNj3Ck4_cvLZ9yoLibkDuEERUZ9WVA2IsWpunsDmr_KjF81CQHL8owRhM%253D%26%40OriginalLink%3Dlinks.wcacomms.investec.co.za&data=05%7C02%7Ckarushka.naicker%40cdhlegal.com%7Cd2548527b8a1436472c908de753666b3%7Cb46cdc9488af46ac805b4ae55bbbd4f9%7C0%7C0%7C639077073744088359%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=HzpAIvcvPYYIhgGXG20Jx8reVDL4WW9txbdSHhZh78U%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Flinks.uk.defend.egress.com%2FWarning%3FcrId%3D69a042e3f26ce5d56e1f06b9%26Domain%3Dcdhlegal.com%26Threat%3DeNpzrShJLcpLzAEADmkDRA%253D%253D%26Lang%3Den%26Base64Url%3DeNoFwttugyAAANA_EjXu4t6WCaWLzhSMFN64mLRDLgnEVr--OeeWc0xfAKx3b1Px0FIH51Jx99uS8qILHYpDgmVNYKvBdzQQfzT9Qw09uJSmopC8D27eeRU7XYlN1vGf2xvXJ4MNWi3fcxZeBOnehhEjNtN2VOhczvaJRqgbWhq7eOT4hIiZdaXg3Mm9_bmw2I2Y5On620_1U7KJDAqHQzjR0Ks5M0yigGhTp3BM_q8R7LOlJXgBmXpFwQ%253D%253D%26%40OriginalLink%3Dlinks.wcacomms.investec.co.za&data=05%7C02%7Ckarushka.naicker%40cdhlegal.com%7Cd2548527b8a1436472c908de753666b3%7Cb46cdc9488af46ac805b4ae55bbbd4f9%7C0%7C0%7C639077073744106632%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=fVA6jfkTnQp%2Bel5vOArb0yYT7EMZY0O05Ceb4xfCEKY%3D&reserved=0
https://eur03.safelinks.protection.outlook.com/?url=https%3A%2F%2Flinks.uk.defend.egress.com%2FWarning%3FcrId%3D69a042e3f26ce5d56e1f06b9%26Domain%3Dcdhlegal.com%26Threat%3DeNpzrShJLcpLzAEADmkDRA%253D%253D%26Lang%3Den%26Base64Url%3DeNoFwsFugyAAANA_EjRumbtWKd1mjUCwcEMwaYcICYRWD_v25b17SiF-ArA-NhuLp1baOxeLx5aXmBZdaF8cCixrBLkCf1dhKMnfCo4WjNCUtCPvveO7KEOrS5lVFX6FvQt9Ntig1Yo9JblJr9xbP2A0cdoMM7pAbl9o6HRNobHLhpxgiBiuy7njrdqb0ziFdsAksdvXD6teamKkn7E_pJM1vZnLhEmQHcrz2R9su9Zy-mgoBP_eskYy%26%40OriginalLink%3Dlinks.wcacomms.investec.co.za&data=05%7C02%7Ckarushka.naicker%40cdhlegal.com%7Cd2548527b8a1436472c908de753666b3%7Cb46cdc9488af46ac805b4ae55bbbd4f9%7C0%7C0%7C639077073744124358%7CUnknown%7CTWFpbGZsb3d8eyJFbXB0eU1hcGkiOnRydWUsIlYiOiIwLjAuMDAwMCIsIlAiOiJXaW4zMiIsIkFOIjoiTWFpbCIsIldUIjoyfQ%3D%3D%7C0%7C%7C%7C&sdata=Q88y0j4N0xcdk3PSlCPc8PfDeOJmWjeX3bE1XsZV8eo%3D&reserved=0
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VAT Revenue

Total expected VAT revenue for 2026 fiscal year: R497 billion

Increase of approximately R40 billion (8%) over 2025

VAT collections: 24,8% of total tax collections



VAT Rate

Remains unchanged at 15%

Impact on vendors:

• enhanced enforcement and collection procedures

• expanded and more focused audits driven by algorithm enabled and AI risk profiling tools

• increased disputes



VAT Modernisation

• VAT administration and return process remained unchanged since the introduction of VAT

• Announcement in 2023, publication of White Paper on VAT modernisation

• SARS published a further White Paper on modernisation in October 2025 

• Completely change the VAT administration and reporting framework

• Introduction of e-invoicing and real-time data transmission to SARS, prepopulated VAT returns

• Implementation in phases over the next few years: certain legislation amendments already introduced

• Impact on businesses



Budget 2026: VAT proposals 

• Unchanged: list of zero-rated food items

• Compulsory VAT registration threshold: increase to R2,3 million effective 1 April 2026

• Services rendered to a CCAE or SEZ operator, only zero rated if physically supplied within the Customs 

Controlled Area under s 11(2)(k)

• Supply of gold to banks, SARB and SA Mint company: zero rating under s 11(1)(f) to be repealed

• Electronic services: s 54(2B): intermediary is deemed to make supplies if it concluded a written agreement 

with the principal supplier. Section to be amended to deem intermediary the supplier, unless an agreement to 

the contrary is concluded.



Budget 2026: VAT proposals 

• Leasehold improvements: section 18C deems the lessor, being a vendor, to have made a taxable supply of 

leasehold improvements where the improvements are used for VAT exempt purposes. Section 18C does not 

apply to non-vendor lessors. Proposal: to include a payment mechanism for non-vendors. 

• Distinction between eFilers and non-eFilers to be withdrawn. Everyone files on the last business day of the 

month.



Budget 2026: VAT proposals 

Second-hand goods and notional input tax:

• Exports of second-hand goods, zero rating does not apply to the extent a notional input tax deduction was 

claimed. Risk of claiming input tax only after export date. Proposal: cannot claim notional input tax 

deduction in a tax period after the goods were exported.

• Documentation to support zero rating: Proposal: Documents for second-hand goods vendors (traders) to 

be expanded to those required under section 21 of the Second-Hand Goods Act.

• Exports of second-hand goods are subject to VAT at 15% to the extent that a notional input tax deduction 

was claimed. Proposal: the supplier must issue a tax invoice reflecting the purchase price paid by the 

vendor and the amount of notional input tax previously claimed.
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TAX STATISTICS: REVENUE COLLECTION 2024/25

Two-pot 
withdrawals 

impact

Increase in 
clothing 

and tobacco 
imports



• 1,817,000 taxpayers fell in the upper tax bracket of 45% (23,6% of assessed taxpayers)

• 163,702 taxpayers earned in excess of R1.5 million of taxable income and contributed 

R193.9 billion in tax (2,13% of assessed taxpayers)

• 12,630 taxpayer earned in excess of R5 million taxable income (0,16% of assessed 

taxpayers)

• PIT to fall short of estimate

TAX STATISTICS:PIT  



TAX STATISTICS: PIT (cont)

A demographic and geographic analysis of 

the assessments indicates that:

• 2,929742 (38.0%) of assessed taxpayers were 

registered in Gauteng;

• 970,892 (36.0%) of assessed taxpayers in 

Gauteng lived in the Johannesburg Metro and 

were taxed on an average taxable income of 

R480,318;

• 2,061,259 (26.7%) of assessed taxpayers were 

between 35 to 44 years old;

• 4,064,846 (52.7%) of assessed taxpayers were 

male; 3,612,042 (46.8%) were female.



Financial Intermediation, 

Insurance, Real Estate and 

Business Services 

sections were the largest 

sector constituting 40.6% 

of the total number of 

active vendors.

TAX STATISTICS:VAT



• Manufacturing sector declined whereas mining sector increased by 29%

• 21.7% of 1,228,043 had a positive taxable income.

• The Financial Intermediation, Insurance, Real Estate and Business Services sector 

accounted for 22.8% of the assessed companies and was liable for 37.1% of the 

CIT assessed.

• 557 companies earned R709 billion worth of taxable income resulting in R172 

billion worth of tax.

30%

Contraction due to 

extraordinary payment by 

manufacturing company 

that did not repeat  in 

24/25

TAX STATISTICS:CIT



CAPITAL GAINS TAX



• SARS fell short of estimate by R15 billion

• Overdue scheduled payments declined from R14.6 billion to R6.8 billion

• Estimate pertaining to collection of taxes under global minimum tax (Pillar 2) 

reduced from R8 billion to R2 billion

COLLECTIONS



TAX LITIGATION

• 145,667 objections were filed whereas 

8,447 appeals were received.

• Appeals over R1 million increased to 628.

• 97% of appeals were resolved through 

ADR.

• SARS won 156 of 188 cases translating to 

an 83% success rate (compared to a 

success rate of 86% in the previous year)

Other
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OBJECTIONS Y/Y <1%
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Inflow

Finalised 148 155

Method of Finalisation
2024/25 2023/24



DEDUCTION OF INTEREST – SECTION 11G

• Practice Note 31 repealed and substituted by section 11G with effect from 1 January 2026.

• Two types of interest are relevant, i.e. –

✓ Interest on a loan borrowed in order to on-lend to a third party;

✓ Aggregate of interest accrued versus aggregate of interest incurred.

• If one borrows money in order on-lend with no profit, there is no trade.  

• Section 11G allows interest deduction up to the interest incurred if amounts are on-lent.

• Interest deducted may not exceed the amount of interest accrued during the year of assessment.

• It is no longer possible to aggregate interest deductions which are not linked to the earning of 

interest (such as the receipt of dividends).



PREFERENCE SHARES

• Preference shares would by a hybrid equity instrument to the extent that –

• equity shares in the operating company are disposed of unless proceeds 

are used to settle the redemption of the preference shares and the 

settlement of dividends;

• the preference shares constitute a third party backed share at any stage 

during a previous year of assessment (even though it may be cured 

thereafter) (example used of rights being lifted for one day prior to the end 

of the year of assessment).

• Preference shares are also subject to unrealized foreign exchange gains and 

losses in terms of section 24I.



UNLISTED REITS

• Release of draft regulations during December 2025.

• Company must be a wholly owned subsidiary of an insurer, a retirement fund or a short term insurer.

• At the end of the previous year of assessment, 80% or more of the value of the assets, reflected in the AFS, 

should be directly or indirectly attributable to immovable property and an interest in a property company.

• At least 75% of the revenue as reflected in the statement of comprehensive income of the company is derived 

from rental revenue.

• Total liabilities or consolidated liabilities is not more than 60% of the total assets or consolidated assets as 

reflected in AFS.

• Company has gross assets of at least R300 million in its latest AFS.

• Company qualifies for a tax deduction of distributions under section 25BB.



UNLISTED REITS (cont)

• Audit committee or a separate risk committee is responsible for adopting and implementing an appropriate risk 

management policy, which must as a minimum be in accordance with industry practice and specifically prohibit 

the company from entering into any derivative transactions that are not in the normal course of the company’s 

business and must report in the annual report each year that they have monitored compliance with this policy 

and that the company has in all material respects complied with the policy during the year concerned. 

• Effect would be that distributions are deductible whereas no capital gains tax is payable.  Allowances cannot be 

claimed going forward.

• No relief yet to shareholders that are not part of the insurance or retirement industry category.



COLLECTIVE INVESTMENT SCHEMES

• Hedge funds no longer qualify for asset-for-share transactions in terms of section 42 but does qualify for 

amalgamation transactions (1 January 2027 applicable to years of assessment commencing on or after that 

date).

• Steinhoff exemption for listed companies substituted such that the step-up in base cost only applies to a 

person holding less than 20% of the shares in a listed company such that the recipient holds at least 35% of 

the equity shares in a listed company (or 25% if no other person holds at least an equal or greater amount of 

equity shares.

• Distribution of capital receipts by a CIS is treated as a capital gain for the holder of the participatory interest 

(1 March 2026).

• Proposal to exclude qualified investment hedge funds from CIS regime.



PAY NOW ARGUE LATER RULE

VAT JOU GOED EN TREK FERREIRA 

• Five requirements for suspension, being –

• Whether the recovery of the tax will be in jeopardy or whether there is a risk of 

dissipation of assets

• Compliance history of the taxpayer

• Existence of fraud

• Payment will result in irreparable hardship to the taxpayer not justified by the 

prejudice to SARS if the amount is not paid

• Whether the taxpayer has tendered adequate security for the payment of the 

disputed tax



PAY NOW ARGUE LATER RULE (cont)

• In the Ferreira case there was fraud, but adequate security tendered by taxpayer (ultimately accepted by SARS)

• No indication that security was considered by SARS committee

• Court substituted decision in the place of SARS (having regard to review proceedings)



PENALTY REGIME FOR UNDERESTIMATION OF PROVISIONAL 

TAX

• The R1 million cap for relying on amounts based on historical assessments is 

increased to R1.8 million for years of assessment commencing after 1 March 2026

• Must pay provisional tax before one can argue under estimation penalty should not be 

imposed



VOLUNTARY DISCLOSURE PROCESS

• Process quite rigid as no prescription is allowed

• Pursuant to the Metcash case, interest will always be imposed

• Ability now to apply for remission of interest



OBLIGATION OF NON-RESIDENT EMPLOYER TO DEDUCT 

PAYE

• Currently employer must withhold PAYE should it conduct business through a PE in 

South Africa

• Employee must be connected to the PE



DOMESTIC TREASURY MANAGEMENT 

COMPANY

• Beneficial to the extent that the DTMC can raise funds in foreign currency

• Amendments proposed pertaining to translation gains if the DTMC has CFCs which have to be 

accounted for in terms of section 9D
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