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Foreword

Andrew Chibuye
Country Senior Partner
PwC Zambia

Welcome to the PwC Zambia 2024 lllustrative Budget Analysis!

As is our annual tradition, we have spent a lot of time analysing the 2024
budget speech that was presented to Parliament on Friday 29 September
2023 by the Honorable Minister of Finance and National Planning, Dr Situm-
beko Musokotwane, MP.

We have published a detailed report in which we share our thoughts on
pertinent issues contained in the budget.

That said, we have heard your feedback about the complexity of some of the
matters and so we have decided, for the first time, to present answers to the
frequently questions we've received in a simpler form.

It should be noted that this presentation is not a substitute for reading and
understanding the budget in full, but is rather to provide a basic overview of
key issues that we believe everyone should be aware of and appreciate.

We look forward to receiving your feedback.
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Question 1: What has influenced the formulation of Government policy as reflected in
the budgets presented for the years 2022 to 20247

Answer: The budgets are largely aligned to the Eighth National Development Plan
(8NDP). The 2024 budget is the third one presented by the Government and is also the
second to be issued after the official launch of the 8NDP.
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Figure 1 The Eigth National Development Plan,GRZ

Question 2: What is the relationship between the 2024 budget and those presented for
2022 and 20237?

Answer: The latest budget builds on the policies and measures outlined in the two
previous budgets.

Theme: Unlocking economic potential
Objective: Refining or fine-tuning measures initiated previously to drive growth
We described the budget as: Stable, Fine-tuning & Enhancing

Theme: Stimulating economic growth for improved livelihoods
Objective: Consolidating and enhancing recovery measures
We described the budget as: Bold & Ambitious

Theme: Growth, jobs and taking development closer to the people
Obijective: Setting the direction for economic recovery
We described the budget as: Aggressive & Dramatic

Figure 2. The New Dawn Government’s budgets in perspective
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What principles and pronouncements have informed the Government's tax
policy and what are the overall budget objectives?

Overall, Vision 2030, which aims to turn Zambia into a prosperous middle-in-
come country, coupled with a number of other significant plans and agreements.

Economic < UPNDPolicyand | Overall Budget |

Transformation ™ Key aims _ Objectives
and Job Creation :

National b ) GDP Growth rate -
Development || \ Shift to at least 4.8%

Plan (8NDP),
consumption

Inflation - reduce to
taxes

W between 6 - 8%

IMF | International
Extended Reform personal == reserves - 3 months
Credit income tax regime of import cover
Facility

President's {ECa) Domestic revenue -

Environment ; Soonchial Lower tax burden L 22% of GDP
& Opening of on individuals Fiscal deficit -

Parliament in

2023 I Reduce to 4.8% of
GDP

Streamline tax
incentives Domestic borrowing

- Limit to 2.5% of
GDP

Figure 3. Foundations: Zambia’s Tax Policy in Context

Question 4:

What is meant when the 2024 budget is described as building on the budgets presented
in previous years?

Answer:

Progressively, fewer significant changes are being announced. Instead, we have seen
that previously announced policies have been refined. Some examples are presented for
illustrative purposes.

Establishment of Mineral
Minin Mineral royalty made Mineral royalty rates Hegialion Comimission
9 tax deductible adjusted downwards Undertake high resolution
geophysical survey
15 year tax relief for
Manufacturing SIpGRBIS MR, oees E?ﬁ?:gﬂ;"&?g :,;\:Se gr:]?j ?Iiﬂi[;iﬁc!ﬁr:ﬂ
Tax rate lowered to bottlenecks
30% from 35%"
Recruit 11,200 Hecr”'z,‘,i‘mhea'th Recruit 4,000 health
health workers workers
Health -
: Construct 36 district .
Complestte r:;Sp'tal hospitals, 16 mini hospitals %ﬂ?ﬁéﬁ:ﬂﬂ:@fﬁﬁfg
CERISERESaD and 83 health posts

*This change affected several industries PWC Zambia 2024 Budget Analysis | 6



2024

Education

Recruit 30,000
teachers

Free education
up to Grade 12

Recruit 4,500 teachers
Complete 115 schools

Construct 56 early
childhood centres

Recruit 4,200 teachers &
1,200 non-teaching staff

Complete 82 secondary
schools

Commence construction
of 120 secondary schools

Good Governance
Environment

CDF increased from
K1.6m to K25.7m

Fiscal deficit of 9.8%

Recurring grant of
K1.3 billion to LGEF

CDF increased from
K25.7m to K 28.3m

Fiscal deficit of 5.8%

Recurring grant of
K1.3 billion to LGEF

CDF increased from
K28.3m to K30.6m

Reduce fiscal deficit
10 4.8%

Recurring grant of
K1.4 billion to LGEF

Figure 4. Examples of the progression in notable policies from 2022 to 2024

Question 5:

What trends in spending are observed in key economic and social sectors?

Answer:

Increases in spending can be seen in key areas such as education, health, infrastructure
and social protection. A reduction in spending on the Fertliser Input Support Programme
(FISP) has been noted which is attributed to expected savings, and does not imply a
contraction in the size and scale of the programme. The total budgeted expenditure is

K171.89 billion.

30,000
25,000
20,000
15,000
10,000

5,000

—Education

Figure 5. Spending on selected areas (K’'millions)
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Question 6:

What trends in spending can be observed in key areas as a percentage of the total

budget?

Answer:

Generally, spending on social and economic sectors is either stable or increasing as the
budget is reconfigured to reflect the priorities of the current Government. Partly, this has
been made possible by the debt relief secured, which has allowed for the reallocation of

amounts that would be committed to debt service to other areas.

5%

50/u 5 % 5“/0

4%
g 4% 39 30, 3%
il P Dl

2021 2022 2023
m Education mHealth = Social Protection mFISP w=Road Infrastructure

Figure 6. Expenditure as a percentage of the total budget

5% 5% 5%

2024
' PSPF

PwC Zambia 2024 Budget Analysis | 8
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Question 7:

What has happened in Zambia’s debt restructuring journey and what lies ahead?

Answer:

Negotiations are ongoing. An agreement in principle has been reached regarding the
US$6.3 billion dollars owed to official creditors. Negotiations to deal with the US$6.8

billion owed to private creditors are ongoing.

l May 2020
Application for
temporary Debt

- Service Suspension
J I under G20 DSSI
B
Octabar 2020

¥ implementation of
standstill on debt

service to all

non-multilateral
creditors

4

November 2020
. Sovereign default on

I debt

February 2021
Application for G20

- ‘Cemmaon Framework
debt treatment

TBA - Signing of MOU
with Official Creditors
Committes then MOUs
with each separate
bilateral creditor

¢

-'I\ — LY

Jurie 2023

Megotiation and
W agreement with

official creditors

August 2022
IMF pregramme
commences after

¥ creditor assurances

-
TBA - Negotiation and

3 agreement with bond
holders and commercial

g, creditors

4 =5

TBA - Signing of MOU with
bond holders/ commercial
creditors committee then
MOUs with each separate
creditor

TBA - 2043/2038
Resumption of
payment & Ongoing
manitoring

Official/ bilateral
creditors process
$6.3 billion

. Debt
Q — settlement
$13.1 billion

Bond holdersfcommercial
creditors process
$6.8 billien

o

TBA - Resumption af
payment & ongoing
menitering

Figure 7. Zambia’s debt journey: What has happened and what lies ahead?

Question 8:

What are the terms of the restructuring agreement reached with the Official Creditors?

Answer:

The repayment period has been extended with applicable interest rates reduced signifi-

cantly.

Question 1

What amount is
CURRENTLY due to
official creditors? And
over what period isit
to be paid?

Question 2 QL jon 3 Q

1 4 Question 5 Question 6

Based on the
agreement

amounts will now
be paid and when?

Principal and
interest

improves from
weak to medium?

Original average
maturity of 9 years

in which US$ 6.3 Loans will be

40% reduction in id by 2038
Net Present Value | ;5200 2005 (s

of Debt (Time value year reduction in

of money)
equivalent to US$
2.52 billion.
Effectively, $6.3

tenor) and interest
will also be
adusted

An extension of 12

billion = $3.78

years has been
given under the
agreement.

billion in today's

Not applicable
PP money

USD 5.55 billion
Interest to be reset
to no more than
2.5% per annum

Figure 8. Summary of terms agreed with the Official Creditors

PwC Zambia 2024 Budget Analysis | 10
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Question 9:
What are the main issues that have caused the economic growth forecast for 2023 to be
revised from 4.2% to 2.7%7?

Answer:
Escalating costs, challenged mining sector performance and the protracted debt negotia-

tions.

Subdued mining
performance

Escalating

4

costs

+ Protracted debt
restructuring

Sluggish

=(

& Worsening
Economic performance poverty levels

Figure 9. Overall economic performance and implications

Question 10:
What has caused cost escalations?

Answer:
Mainly the increases in prices of food items and petroleum products.

- D - G

v J

@D - @D
1 Y, v

Figure 10. Causes of escalating costs

Higher

input costs

Higher cost of

petroleum products

ﬂg Depreciatin
Higher exchange rafe

operating
costs

PwC Zambia 2024 Budget Analysis | 12



Question 11:
What actions has the Government outlined in order to address the high costs?

Answer:
Where possible, lower costs but also the provision of additional support for the most
vulnerable in society.

FOOD PETROLEUM THE VULNERABLE

More vulnerable
households to be
supported

Lowering input Use of the pipeline
costs for diesel

Stimulating Stabilise the .
production exchange rate More to be paid to

the vulnerable

E“r’n".'fé?g AL Removal of duty on

equipment for oil
Encouraging own exploration to
production support possible

discoveries

Figure 11. Dealing with escalating costs

Question 12:
What has caused the slump in mining sector performance?

Answer:
Operational issues such as lower grades and flooding coupled with few new prospects.

Delays resolving
Lower Increased Few new
I:Q)re grades flooding :I + discoveries + I\’gg a?sls%ne%

Operational issues

Lower Lower
= Lower & export === | contribution & kwacha
=== | production earr?lngs = to GDP depreciation
and taxes

Figure 12. What is happening with mining?
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Question 13:

What actions have been proposed to stimulate mining sector performance?

Answer:

Various actions have been taken or proposed to resolve issues in the sector and encour-
age investment in the sector that will lead to the establishment of new mines.

1 2

Sustain incentives Resolve KCM, Mopani
to stimulate & other problematic
investments situations

3 million MT of copper + higher
exploitation of other minerals

7 6

Establish
Minerals
Regulation
Commission

Promote value
addition

3

Enhance artisanal
miner contribution

4
Perform high

resolution
geophysical
mapping

5

Encourage vast
exploration activity

Figure 13. Jump-starting the mining sector

PwC Zambia 2024 Budget Analysis | 14
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Question 14:

What actions has the Government announced with respect to the other priority sectors

outlined in the SNDP?

Answer:

Some initiatives that build on those announced in previous budgets have been outlined
covering the key sectors of agriculture, tourism and manufacturing.

Agriculture &

Tourism @ﬁ]

Manufacturing

Exploit regional &
global opportunities

Large-scale farmin
bIocgks 2

Roll out the
Comprehensive
Agriculture
Transformation
Support Programme

Irrigation
development

Incentives for the
cotton sector

More infrastracture

Promoting
international tourist
arrivals

Promoting local
tourism

Addressing Multi-Facility
Economic Zone (MFEZ)
bottlenecks

Lowering Multi-Facility
Economic Zone (MFEZ)
costs

Figure 14. Seizing the opportunities

PwC Zambia 2024 Budget Analysis | 16
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Question 15:

Infrastructure: There is increased infrastructure spending in the 2024 budget relative to
what we observed for 2022 and 2023. Who will be responsible for developing the assets
that the Government is keen to have constructed?

Answer:
Infrastructure will be built using a range of public and private sector initiatives.

Public Private Zambia National
Partnerships Service

Constituency

Development
Government Eing Government

Central Local

Figure 15. Economic enablers: Increases in infrastructure spending.

Question 16:
What are some of the infrastructure projects that have been planned?

Answer:
A number of economic and social assets will be constructed starting in 2024.

Nature of infrastructure Nature of infrastructure

300 km of roads & 10 bridges Farming blocks - Nansanga, Luena & Shikabeta

200km of power lines Farming blocks - Luena, Luswishi & Shikabeta

Irrigation infrastructure Farming blocks

Tourism facilitation infrastructure Kasaba Bay, Liuwa National Park, River Zambezi Source
Air and road connectivity Liuwa Plains National Park, Sioma-Ngwezi National Park,

Lower Zambezi National Park and Kafue National park
Construct and rehabilitate 4,300km of feeder roads (500km

Improved Rural Connectivity Project - roads targeted for 2024)
Feeder road construction 700km
Feeder road rehabilitation (through CDF) 1,000km

e Chipata - Lundazi
Trunk road rehabilitation and upgrade : mgﬂig 2 Nﬁgelenge

@ Mpika - Chinsali

® Tateyoyo - Katunda

Schools Construction and completion

Figure 16. Infrastructure Projects

PwC Zambia 2024 Budget Analysis |18



Question 17:
Electricity is an important enabler for economic growth. Have any measures been put
forward to increase generation?

Answer:
There are incentives to increase generation in order to support higher activity in the
country as well as for exports.

Incentives for Incentives for
hydro generation geothermal generation

Increased Electricity
generation

Vv

Export for

Support growing Improved access
forex

economic activity for households

Figure 17. Economic enablers: Electricity

19 | PwC
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Question 18:
What are the main positive and negative factors that may affect Zambia’s development
objectives in short term?

Answer:
In our view, the main factors are as summarised in below.

Agriculture, tourism, energy,

“ ! Currency depreciation
& manufacturing potential

Inflation (food & petroleum

Debt restructuring benefits cost escalation)

Mining sector
performance

Fiscal discipline &
declining deficit

Positive factors Negative factors

Figure 18. Zambia’s balancing act

Question 19:
What initiatives are being implemented aimed and transforming Zambia into a digitally led
economy?

Answer:
Increasing access through better connectivity and making progress with various techno-
logical initiatives.

Construct Support last mile
169 towers fibre connectivity

Migrate 102
Government services
to Zamportal

Progress biometric
iIdentity project

Figure 19. Information and Communication Technology

21 | PwC
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Question 20:

Successful implementation of budgets is dependent on the Government’s ability to mobil-
ise revenues. What strategies are being pursued to achieve higher revenue collection
targets?

Answer:
Raising the tax to GDP ratio will be done through growing the economy and improving tax
payer compliance and strengthening the administrative capabilities of the ZRA.

Enhance and catalyse
inflows of foreign direct
investment into the
country to grow investment

Increase domestic
revenue to at least
21.9% of

GDP by 2026. and, ultimately, GDP.

Improve taxpayer
compliance and strengthen
tax administrative capacities

Figure 20. Revenue Mobilisation Strategy for 2024-2026

Question 21:
What is Zambia’s tax to GDP ratio and how does it compare with that of other countries in
the region whose economies are biased towards mining?

Answer:
Our analysis shows that Zambia's ratio of 17.8% is lower than that of other countries in
the region and of OECD countries.

Tax-to-GDP Ratio

0

2018 2019 2020 2021 2022

® Zambia 4 South Africa ® Botswana ¢ Namibia
® OECD Average
Figure 21. Tax to GDP Ratio by Region

23 | PWC



Question 22:
How has the Government performed with regards domestic revenue collection in the first
half of 20237

Answer:
Direct taxes and customs are below target, while VAT and non-tax revenues are above
the targets set.

40
—~ 30 ikl
z — 10%
S — 0%
- — -10%
- — -20%
E 0

Revenue Source

B Budget H1 - 2023 ™ Actual H1 - 2023 @ Percentage Variance

Figure 22. 2023 First Half Performance Review

Question 23:
What is the revenue collection target for 20247

Answer:
K141 billion, which is 26% higher than the target of K112 billion set for 2023.

® Direct Taxes
@ Indirect Taxes
® Non-Tax Revenue

K27
Billion

K61

® Billion

K53
Billion

26% 4

Increase

Figure 23. 2024 Domestic Revenue Targets

PwC Zambia 2024 Budget Analysis | 24



Question 24:
The increase of 26%in the domestic revenue target is ambitious. What are the anticipated
challenges and what measures will be implemented to address them?

Answer:
The main issues relate to tax fraud and non-compliance. Technology based solutions
coupled with changes to tax administration will be implemented to mitigate the identified

risks.

Figure 24. Domestic revenue mobilisation challenges and response measures

| PwC
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Question 25:
What are some of the significant tax changes that will be implemented?

Answer:
Notable measures are presented below.

i

Manufacturing

® 2% local content allowance on sorghum
and millet.

® Removal of customs duty on motorcycles
and tricycles in complete knock-down form.

Agriculture
® Tax holidays for the cotton industry.

Tourism

® Prescribed invoicing system for all tourism
levy transactions.

Mining
® Designation of Mineral Royalty Tax agents for
improved compliance.

27 | PwC



Energy

® Input VAT refund claim period for pre-generation
costs incurred extended to 7 years.

® Removal of customs duty on equipment to be
used for geothermal activities.

Transport

f "‘j ® Removal of 10% customs duty on the importation
of rolling stock.

® Reduction of excise duty to 25% on hybrid vehicles
designed for the transportation of persons.

® Removal of customs duty on electric powered
vehicles.

PwC Zambia 2024 Budget Analysis | 28



To address the high cost of living,
the PAYE monthly exempt threshold has
been increased to K5,100 and the highest

tax band has been adjusted to 37%.

Personal

Figure 25. Other Tax changes

Income Tax

The change in PAYE is a bid to increase the
disposable income of individual taxpayers.

Question 26:

What other notable changes will be made to tax policy?

Answer:

Changes to introduce new indirect taxes and improve overall tax administration will be

made.

Expand tax base

BEPS 2.0
& Digital
Economy

Mobile
Money
Transfer
Levy

Unified Tax
Administration
Act

Figure 26. Key Tax changes
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Question 27:
What other changes are proposed to the administration of taxes in Zambia?

Answer:
A range of measures to strengthen the ZRA'’s efficiency and effectiveness will be
implemented.

Introduction of VAT Electronic
Invoicing System

Large and Specialised Tax
payers to submit audited

® | financial statements as may be
required by the CG.

Whistleblower Reward System E O I . W . . . .
to curb tax evasion and seal :
revenue leakages

Exempt the ZRA from the
_ | provisions of the Data Protection
® Act

Empowerment of Commissioner
General (“CG") to request for

information from regulators | Compel tax payers to pay the tax

liability after a fine has been
= - ® imposed by the courts for the
. | offence of tax evasion.

Figure 27. Tax administration enhancements

PwC Zambia 2024 Budget Analysis | 30
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