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About this publication

BOUT THIS PUBLICATION

This 2010 Tax Statistics publication provides an overview of tax revenue collections for the period
2004/05 to 2009/10, as well as information obtained from tax returns for the 2006 to 2009 tax years.

An electronic version of this publication (as well as Excel tables used in this publication) is available
for download on both the websites of the South African Revenue Service (SARS) (www.sars.gov.za)
and that of the National Treasury (www.treasury.gov.za).

This 2010 Tax Statistics is the third edition providing tax revenue data at a more disaggregated level
than statistics contained in other publications such as the National Treasury’s Budget Review and
SARS’s Annual Reports. The publication is organised as follows:

e Chapter 1: Revenue collections provides a summary of aggregate tax revenue collection trends.

e Chapter 2: Personal income tax (PIT) gives an overview of assessed personal income tax
revenues of registered individual taxpayers. It provides information on taxable income by income
categories, age, gender and source of income, as well as on fringe benefits, allowances and other
deductions.

e Chapter 3: Company income tax (CIT) is an overview of company income tax revenues.
Information on taxable income by income category, sector and type of business entity is
provided.

e Chapter 4: Value-added tax (VAT) gives an overview of value-added tax. It gives a breakdown of
VAT receipts and refunds by sector and payment category.

e Chapter 5: VAT on imports and customs duties provides information on the customs value of
imported goods by product type in terms of the Harmonised System’, to chapter level, as well as
VAT on imports, customs/import duty and ad valorem excise duty revenues on imported goods.

e Annexure A provides detailed data tables referenced in the chapters.

e Annexure B provides a glossary of terms and abbreviations.

What's new

In response to user requests, the data series and available information have been extended or
reformatted as follows:

. The table on domestic taxes on goods and services (Table A1.6.1) has been expanded to
reflect the collections from the plastic bag levy;

. Distribution charts for PIT and CIT by taxable income group for the number of taxpayers and
tax assessed are included;

! The Harmonised System Nomenclature, also known as the International Convention on the Harmonised Commaodity
Description and Coding System (or Harmonised System), is essentially the system according to which all internationally
traded products, components or commodities are classified. This international system is currently used by over
200 countries and customs or economic unions, which account for about 98% of world trade.
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Pie-charts have been added to both the PIT and CIT chapters;

A table showing assessed individual taxpayers by taxable income group and gender has been
included (Table A2.1.6);

The percentage assessed has been reintroduced on all PIT Annexure A tables (Tables A2.1.1
to A2.7.15);

A table (Table A2.2.1) on assessed individual taxpayers source of income has been
introduced;

Chapter 5 has been renamed from Customs/import duties to VAT on imports and customs
duties; and

Tables A5.2.1 and A5.2.2 added to Chapter 5 include the top-25 countries of origin.

Methodological notes

All statistics are based on the income, expenses, deductions and other items reported by
taxpayers and traders in their tax returns. No data is edited or imputed for incorporation
into these statistics.

Disaggregated income tax data is based on assessed PIT and CIT returns as extracted from
SARS’s systems at the end of March 2010. Given the time delay in the submission of tax
returns by some taxpayers and the time taken to assess such returns, the later years’
statistics may be lower than that of earlier years.

Information on the sector (industry) classification is based on the classification as declared
by taxpayers and is based on their main source of income. Trade classification data is based
on the classification as declared by the trader, based on the Harmonised System.

Figures have not been rounded so discrepancies may occur between the numbers of the
component items and the totals in the tables.

A hyphen ("-") in the tables indicates a zero value whilst a zero ("0") indicates that there is a
an amount that has been rounded to zero.

A single year (e.g. 2008) refers to the tax year. The tax year for individuals starts on 1 March
and ends at the end of February the following year. The tax year for companies is normally
the financial year of the company for financial reporting purposes.

A year with a forward slash (e.g. 2008/09) refers to a fiscal year (1 April to end of March of
the subsequent year).

Comments or queries are welcome and may be addressed to the dedicated email address:

taxstatistics@sars.gov.za.




Chapter 1: Revenue collections

REVENUE COLLECTIONS

KEY HIGHLIGHTS

For the 2009/10 fiscal year:

e Tax revenue collected amounted to R598.7 billion, the first year-on-year decrease and directly
attributable to the global financial crisis;

e Asaresult budget revenue decreased to 23.6% of GDP from 26.2% the previous year;

e The cost of revenue collection has increased to 1.2% from 1% in the previous year due to lower
revenue collections;

e Personal income tax (PIT), company income tax (CIT) and value-added tax (VAT) remained the
largest sources of tax revenue, collectively comprising around 80% of total tax revenue;

e PIT, as a percentage of total tax revenue, decreased from 31.3% in 2004/05 to 28.4% in
2006/07 and then increased to 34.3% in 2009/10, the global financial crisis leading to a
significant decline in corporate profits;

e SARS has on register close to 5.9 million individual taxpayers, almost 1.9 million companies and
685 523 VAT vendors;

e R10.4 billion capital gains tax was raised in 2009/10; and

e Around 98% of budget revenue is accounted for by tax revenue with the remainder coming
from non-tax revenue.

INTRODUCTION

The three spheres of government, namely national, provincial and local government, collect both tax
and non-tax revenue. Provincial government collects tax revenue from gambling taxes and motor
vehicle licences whilst local government collects property rates’. However, the bulk of tax revenue
(around 98%) is collected nationally by the South African Revenue Service (SARS)

Nationally budget revenue is the amount of revenue available to the state to finance expenditure
after taking into account tax revenue, other revenue sources and transfers to other members of the
Southern African Customs Union (SACU).

This chapter gives an overview of:

e Budget revenue and revenue performance;
e Summary effects of tax proposals;

e Tax rates;

e Tax revenue collections;

e Registered taxpayers;

e Main sources of tax revenue; and

e Taxrevenue by main category.

Details of tax revenue collected by provinces and local government can be found in the Provincial Budgets and Expenditure Review and
Local Government Budgets and Expenditure Review respectively which are available on National Treasury’s website (www.treasury.gov.za).
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BUDGET REVENUE AND REVENUE PERFORMANCE

National budget revenue consists of national tax revenue and non-tax revenue less payments to
Botswana, Lesotho, Namibia and Swaziland (BLNS countries) in terms of the Southern African
Customs Union (SACU) agreement. About 98% of budget revenue is accounted for by tax revenue
whilst the remaining 2% is non-tax revenue (Table 1.1). Budget revenue increased as a percentage
of GDP from 24% in 2004/05 to a high of 26.9% in 2007/08 and then decreased to 23.7% in 2009/10,
mainly as a result of the decrease in tax revenue stemming from the effects of the global financial
crisis.

Table 1.1: Total budget revenue, 2004/05 — 2009/10

Tax revenue® Non-tax revenue? Total tax Less: Total Nominal Total

and non- SACU budget GDP? budget

tax revenue| payments | revenue revenue as

R million % % % of GDP
2004/05 354979 98.3% 6 203 1.7% 361 182 -13 328 347 854 | 1449 020 24.0%
2005/06 417 196  98.0% 8 697 2.0% 425 893 -14 145 411748 | 1613812 25.5%
2006/07 495549  97.9% 10 843 2.1% 506 392 -25195 481 197 | 1832761 26.3%
2007/08 572815 98.0% 11672 2.0% 584 486 -24 713 559 774 | 2078 822 26.9%
2008/09 625100 98.0% 12 616 2.0% 637 716 -28 921 608 796 | 2312964 26.3%
2009/10 598 705 98.5% 8 896 1.5% 607 601 -27 915 579686 | 2442 593 23.7%

1. Mining leases and ownership has been reclassified as non-tax revenue. The historical years have been adjusted for
comparative purposes.

2. Includes interest, dividends, rent on land, sales of goods and services, fines and penalties, sales of capital assets as
well as financial transactions in assets and liabilities.

3. Source: Statistics South Africa; Gross Domestic Product (GDP), 3 rd Quarter 2010.

SARS also collects revenue on behalf of the Unemployment Insurance Fund (UIF) and Road Accident
Fund (RAF), which is not reflected in Table 1.1 but is included in SARS’s statement of financial
performance published in its Annual Report.

Southern African Customs Union (SACU)

South Africa, along with Botswana, Lesotho, Namibia and Swaziland, is a signatory to the SACU
agreement. The SACU countries apply a common external tariff and have similar customs and excise
legislation, the same excise duties on imported and locally manufactured goods and the same import
duties on imported goods. Excise and customs (import duty) revenues are pooled and distributed
among the SACU members based on a revenue sharing formula.

The revenue share accruing to each member state is calculated based on three components:

e a share of the customs pool which is allocated according to each country’s share of total intra-
SACU trade, including re-exports;

e a share of the excise pool which is net of the development component, is allocated on the basis
of GDP; and

e ashare of a development component which is set at 15% of the total excise pool.

The share accruing to each member country is calculated based on the country’s GDP per capita

compared to the average of SACU’s GDP per capita. The development component ensures member

countries whose GDP per capita falls below the SACU’s per capita average, are compensated by the
other relatively well off member states.
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Chapter 1: Revenue collections

South Africa administers this revenue pool and makes quarterly payments to the BLNS countries.
Table 1.2 shows a summary of contributions to the SACU pool by the individual countries.

Table 1.2: Contributions to SACU pool, 2004/05 — 2009/10

Botswana Lesotho Namibia Swaziland Total BLNS | South Africat Total

R million contributions
2004/05 163 98 186 29 476 26 494 26 970
2005/06 192 87 196 31 506 33501 34 007
2006/07 174 87 364 162 786 40 563 41 349
2007/08 150 100 361 135 746 45 423 46 169
2008/09 312 110 446 64 932 43173 44 105
2009/10 421 81 615 77 1194 40 949 42 142
Percentage year-on-year growth

2004/05 0.9% 41.1% 8.2% -41.9% 5.1% 29.8% 29.3%
2005/06 18.2% -11.2% 5.0% 5.7% 6.2% 26.4% 26.1%
2006/07 -9.6% -1.0% 85.8% 428.5% 55.3% 21.1% 21.6%
2007/08 -13.8% 15.9% -0.8% -16.5% -5.1% 12.0% 11.7%
2008/09 108.3% 9.9% 23.5% -52.4% 25.0% -5.0% -4.5%
2009/10 35.0% -26.5% 38.0% 19.1% 28.0% -5.2% -4.5%

1. Contribution by South Africa includes some collections on behalf of BLNS countries.

Table 1.3 shows how the revenues are allocated based on a revenue sharing formula. From 2004/05
South Africa’s allocation decreased from 50.6% to 33.9% in 2009/10.

Table 1.3: Share received from SACU pool, 2004/05 — 2009/10

Botswana Lesotho Namibia Swaziland Total BLNS | South Africa® Total
R million
2004/05 4337 2012 4 207 2772 13328 13 642 26 970
2005/06 4773 2 306 3892 3136 14 107 19 901 34 007
2006/07 7 756 3945 8 161 5321 25184 16 165 41 349
2007/08 9 001 4098 6 622 4989 24710 21 459 46 169
2008/09 9473 4901 8 502 6 009 28 885 15 220 44 105
2009/10 9167 4918 8 585 5189 27 859 14 283 42 142
Percentage of total
2004/05 16.1% 7.5% 15.6% 10.3% 49.4% 50.6% 100.0%
2005/06 14.0% 6.8% 11.4% 9.2% 41.5% 58.5% 100.0%
2006/07 18.8% 9.5% 19.7% 12.9% 60.9% 39.1% 100.0%
2007/08 19.5% 8.9% 14.3% 10.8% 53.5% 46.5% 100.0%
2008/09 21.5% 11.1% 19.3% 13.6% 65.5% 34.5% 100.0%
2009/10 21.8% 11.7% 20.4% 12.3% 66.1% 33.9% 100.0%
Percentage year-on-year growth
2004/05 28.0% 41.5% 38.6% 47.6% 37.1% 22.5% 29.3%
2005/06 10.1% 14.6% -7.5% 13.1% 5.8% 45.9% 26.1%
2006/07 62.5% 71.1% 109.7% 69.7% 78.5% -18.8% 21.6%
2007/08 16.1% 3.9% -18.9% -6.2% -1.9% 32.7% 11.7%
2008/09 5.2% 19.6% 28.4% 20.4% 16.9% -29.1% -4.5%
2009/10 -3.2% 0.4% 1.0% -13.6% -3.6% -6.2% -4.5%

1. Includes amounts allocated to South Africa, the balance of the "surplus/deficit" for that fiscal year and allocations to
the SACU Secretariat.

However, it should be noted that South Africa collects a significant amount of customs and excise
revenues on behalf of BLNS countries and this is reflected under South Africa. Customs duties are
paid to South Africa on goods imported by BLNS countries from abroad and transported via South
Africa in bond to the BLNS countries. Excise duty is collected at source and paid in South Africa on
excisable goods exported from South Africa to BLNS countries.
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SUMMARY EFFECTS OF TAX PROPOSALS

Both individuals and companies have benefited from tax relief over the last few years whilst excise
duties and the fuel levy were consistently increased. Most of the tax relief has accrued directly to
individuals. Table 1.4 provides a summary of annual net tax relief.

Table 1.4: Summary effects of tax proposals, 2004/05 — 2009/10

Direct taxes Indirect taxes Total relief
R million PIT citt Other Total Excise  Fuellevy  Other? Total
2004/05 -4 062 - - -4 062 1453 909 -600 1762 -2 300
2005/06 -7 110 -2 000 -1 477 -10 587 1310 950 -1 054 1206 -9 381
2006/07 -12 125 -2 400 -440 -14 965 1370 - -5 532 -4 162 -19 127
2007/08 -8 870 -2 785 -3 000 -14 655 1480 950 -175 2 255 -12 400
2008/09 -7 700 -7 400 - -15 100 1350 1 250 2 000 4 600 -10 500
2009/10 -13 550 -1 000 — -14 550 2100 4890 2985 9975 -4 575

1. Relief for business taxes in 2008/09 and 2009/10 of R2 billion for industrial policy was only implemented in October 2010.
2. The 2006/07 number includes R4.5 billion for transfer duty relief. The electricity levy was postponed and introduced in
July 2009 as a result, the R2 billion was rolled over from 2008/09 to 2009/10.

Changes in tax policy between 2006/07 and 2008/09 included significant personal income tax relief,
through adjustments to the personal income tax brackets and the primary and secondary rebate
thresholds, as well as a reduction in the headline CIT rate from 30% in 2004/05 to 29% in 2005/06
and to 28% in 2008/09.

TAX RATES

The maximum marginal tax rates for some of the major tax instruments have been reduced over the
period (see Table 1.5).

Table 1.5: Maximum marginal tax rates, 2004/05 — 2009/10

Percentage PIT! CcIT STC VAT Transfer duty
Natural Non-natural
person? person

01 Apr 2004 — 31 Mar 2005 40.0% 30.0% 12.5% 14.0% 8.0% 10.0%

01 Apr 2005 — 28 Feb 2006 40.0% 29.0% 12.5% 14.0% 8.0% 10.0%

01 Mar 2006 — 31 Mar 2006 40.0% 29.0% 12.5% 14.0% 8.0% 8.0%

01 Apr 2006 — 28 Feb 2007 40.0% 29.0% 12.5% 14.0% 8.0% 8.0%

01 Mar 2007 — 30 Sep 2007 40.0% 29.0% 12.5% 14.0% 8.0% 8.0%

01 Oct 2007 — 31 Mar 2008 40.0% 29.0% 10.0% 14.0% 8.0% 8.0%

01 Apr 2008 — 31 Mar 2009 40.0% 28.0% 10.0% 14.0% 8.0% 8.0%

01 Apr 2009 — 31 Mar 2010 40.0% 28.0% 10.0% 14.0% 8.0% 8.0%

1. Anindividual's tax year starts on 1 March and ends at the end of February the following year.
2. Maximum rate. See Table 1.9 for rates based on value.

The headline CIT rate was reduced from 30% to 29% in 2005/06 and further reduced to 28% in
2008/09. The maximum PIT tax rate has remained constant at 40%, however, PIT relief was
provided over the last five years by adjusting income tax brackets. The secondary tax on companies
(STC) which is payable on the net dividend amount (i.e. the dividend declared less the sum of
dividends received or accrued during the dividend cycle) was reduced from 12.5% to 10% in
October 2007.
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Chapter 1: Revenue collections

TAX REVENUE COLLECTIONS

Between 2004/05 and 2007/08, tax revenue collections exceeded budget estimates. This strong
revenue performance was the result of robust economic growth, high commodity prices and
improvements in the effectiveness and efficiency of tax administration.

In 2008/09 and 2009/10, SARS struggled to meet its revenue collection targets as did numerous
other tax authorities around the world. This was mainly due to the severe global economic crises
and instability in financial markets that resulted in a significant contraction of the South African
economy during the last quarter of the 2008/09 fiscal year.

Figure 1.1 and Table A1.1.1 show the monthly and quarterly trends in the collection of tax revenues.
The peaks in June, September, December and March, are mainly due to provisional corporate tax
payments from companies whose year-ends coincide with these months.

Figure 1.1 Net monthly tax revenue collections, 2006/07 - 2009/10
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Cost of revenue collections

The ratio of SARS’s operating cost to tax revenue collected is an indication of the efficiency with
which revenue is collected. Table 1.6 shows that this ratio has remained in the band of 1% to 1.2%
over the past seven years.

The reason why the rate increased to 1.2% in 2009/10 was due to the global economic crisis which
depressed revenue collections with no downward adjustment in cost structures possible. SARS also
collects Unemployment Insurance Fund (UIF) contributions and Road Accident Fund (RAF) levies
which are not factored into this ratio.
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Table 1.6: Cost of revenue collections, 2004/05 — 2009/10

Tax revenue Operating Operating cost as a
collected costt % of tax revenue

R million

2004/05 354 979 4312 1.2%
2005/06 417 196 5135 1.2%
2006/07 495 549 5156 1.0%
2007/08 572 815 5615 1.0%
2008/09 625 100 6511 1.0%
2009/10 598 705 7033 1.2%

1. SARS's operating costs includes budget transferred from National Treasury as
well as other operating revenue.

REGISTERED TAXPAYERS

The South African income taxation system is a residence based system, which means residents are
taxed on their worldwide income, irrespective of where such income was earned. Non-residents,
however, are taxed on their income from a South African source. Taxes raised on foreign income are
credited against South African income tax payable where such double tax agreement exists. The
number of taxpayers registered as individuals, companies and trusts for income tax, employers for
pay-as-you-earn (PAYE) and vendors for VAT, as well as for the Skills development levy (SDL) and UIF
are shown in Table 1.7:

e [ndividuals: The number of registered individual taxpayers has increased from 4.1 million in
2004/05 to more than 5.9 million taxpayers in 2009/10. The percentage year-on-year growth has
declined from 9% in 2004/05 to around 6.9% in 2009/10. The moderate growth rate in the
2009/10 fiscal year can be attributed to the adverse impact of the global economic crisis on the
domestic economy, affecting key industries and giving rise to subdued growth in the labour
market.

e (Companies: The number of companies registered for income tax has doubled from 933 136 in
2004/05 to over 1.8 million in 2009/10. The percentage year-on-year increase ranges from 14.2%
in 2004/05 to a high of 30% in 2007/08 and then decreasing to 2.4% in 2009/10. This number
includes dormant shelf companies.

e Trusts: The growth in trust registrations has dropped over the last few years from 12.4% in
2004/05 to 8.6% in 2006/07 and to -15.4% in 2009/10 as trusts become less attractive for tax
planning purposes.

e PAYE: The Pay-as-you-earn (PAYE) register grew by only 0.4% from 2008/09 to 2009/10. The
slowdown in the growth rate can be attributed to the poor economic conditions. SARS also
undertook a register clean-up project to identify and remove inactive entities.

o VAT: Although the number of registered VAT vendors has increased significantly over previous
years from 578 138 in 2004/05 to a high of 745 487 in 2007/08, the number decreased by 7.1% to
685 523 in 2009/10. The decrease was due to a register clean-up project initiated by SARS, as
well as the slowdown in the economy.

e SDL: The number of employers registered for the Skills development levy (SDL) amounts to
174 165 for the year ending 31 March 2010 which represents a growth rate of 3.1% from the
previous year.

e [UIF: The number of employers registered for Unemployment insurance fund (UIF) grew at 0.5%
from 390 388 in 2008/09 to 392 398 in 2009/10.
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Table 1.7: Registered taxpayers, 2004/05 — 2009/10

Individuals' ~ Companies Trusts® PAYE' VAT SDL? UIF?
Number cIm?
2004/05 4115 293 933 136 318 967 302 880 578 138 N/A N/A
2005/06 4 476 261 1 054 969 344 882 330 194 633 703 N/A N/A
2006/07 4764 105 1218 905 374 411 349 077 677 153 168 933 379 646
2007/08 5 204 805 1584 002 384 747 379 675 745 487 168 646 380 218
2008/09 5 540 646 1 834 009 392 260 393 974 737 885 168 997 390 388
2009/10 5920 612 1878 856 331954 395 575 685 523 174 165 392 398
Percentage year-on-year growth
2004/05 9.0% 14.2% 12.4% 10.2% 7.8%
2005/06 8.8% 13.1% 8.1% 9.0% 9.6%
2006/07 6.4% 15.5% 8.6% 5.7% 6.9%
2007/08 9.3% 30.0% 2.8% 8.8% 10.1% -0.2% 0.2%
2008/09 6.5% 15.8% 2.0% 3.8% -1.0% 0.2% 2.7%
2009/10 6.9% 2.4% -15.4% 0.4% -7.1% 3.1% 0.5%

1. Excludes cases where status is in suspense, estate and address unknown.

The tax year for individuals starts on 1 March and ends at the end of February the following year. The tax year for

companies is normally the financial year of the company for financial reporting purposes.

2. Skills development levy (SDL) and Unemployment Insurance Fund (UIF) contributions. Data prior to 2006/07 not
available.

MAIN SOURCES OF TAX REVENUE

PIT, CIT and VAT combined account for around 80% of total tax revenue, with the fuel levy, excise
and customs duties accounting for around 11% and other taxes accounting for the remainder

(around 9%). Most of the increase in tax revenue has been due to a combination of inflation, high

economic growth, high commodity prices, improvements in tax administration and tax compliance.

The contribution of the different types of taxes as a percentage of total tax revenue collections has
changed since 2004/05 (See Table A1.2.1 and figure 1.2). PIT, as a percentage of total tax revenue,
has decreased from 31.3% in 2004/05 to 28.4% in 2006/07 and then increased to 34.3% in 2009/10.

Figure 1.2 Composition of main sources of tax revenue, 2004/05 - 2009/10
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CIT, on the other hand, increased as a percentage of total tax revenue from 19.9% in 2004/05 to a
high of 26.5% in 2008/09 before declining to 22.5% in 2009/10. CIT revenue increased from
R70.8 billon in 2004/05 to R134.9 billion in 2009/10, a cumulative percentage increase of 90.6% or
13.8% per year. CIT revenue increased while the CIT rate decreased.

Customs revenue increased cumulatively by 51.9% between 2004/05 and 2009/10. Revenue from
the general fuel levy increased cumulatively by 50.2% between 2004/05 and 2009/10, or 8.5%
annually.

PIT, as a percentage of GDP has been fluctuating at around 7.7% over the past few years and was
slightly up to 8.4% in 2008/09 and 2009/10. CIT, as a percentage of GDP, has shown steady growth
from 4.9% in 2004/05 to 7.2% in 2008/09, but declined to 5.5% in 2009/10 due to declining
profitability. VAT, as a percentage of GDP, was 6.8% in 2004/05 increasing to 7.3% in 2007/08 and
then decreasing to 6.1% in 2009/10. Figure 1.3 shows the main sources of tax revenue as a
percentage of GDP.

Figure 1.3 Main revenue sources as percentage of GDP, 2004/05 - 2009/10
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TAX REVENUE BY MAIN CATEGORY

Table A1.3.1 shows tax revenue by main category.

Taxes on income and profits
Table A1.4.1 shows that taxes on income and profits comprise of the following tax instruments:

e Persons and individuals: Income tax is the government's main source of income and is levied in
terms of the Income Tax Act (1962). Income tax is levied on residents' worldwide income, with
appropriate relief to avoid double taxation. Non-residents are taxed on their income from a
South African source. Tax is levied on taxable income that, in essence, consists of gross income
less exemptions and allowable deductions. Table A1.4.2 shows that on average over 95% of taxes
on persons and individuals is collected via the PAYE system (See Figure 1.4).
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Companies: Table A1.4.3 shows the breakdown of CIT. Revenue from taxes on companies has
increased significantly from R70.8 billion in 2004/05 to a high of R165.4 billion in 2008/09 and
then declined to R134.9 billion in 2009/10 (See Figure 1.4).

Figure 1.4 Taxes on income and profits - PIT and CIT, 2004/05 - 2009/10
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Capital gains tax (CGT): CGT forms part of the income tax system (collections are reflected under
persons and individuals, and companies) and is based on capital gains made on the disposal of
assets. Table 1.8 shows the results of assessments processed during the respective fiscal years.
CGT revenue has been rising since its inception in 2001, with a significant increase in 2008/09 and
2009/10 that was mainly as a result of the processing of previous years’ tax returns. The
cumulative liability raised for CGT since inception on 1 October 2001 to the end of March 2010
was R27.1 billion.

Table 1.8: Capital gains tax raised, prior to 2007/08 — 2009/10

Capital gains tax raised
R million Individuals Companies Total
Prior to 2007/08 1850 3241 5091
2007/08 1167 2 494 3661
2008/09 3807 4136 7 943
2009/10 4357 6 023 10 380
Cumulative 11181 15 894 27 074

Secondary tax on companies (STC): STC is levied at a rate of 10% (12.5% prior to 1 October 2007)
on profits of companies distributed by way of dividends.

Tax on retirement funds (TRF): TRF was a tax levied on the gross interest, net rental and foreign
dividend income of retirement funds - in other words, pension, provident and retirement annuity
funds, but was abolished in 2007.

Other: This category includes proceeds from the small business tax amnesty levy.
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Taxes on payroll and workforce

Skills development levy: The skills development levy is a compulsory levy aimed to fund training
costs incurred by employers. The rate is 1% of an employer’s total payroll and is payable by
employers that are registered with SARS for employees' tax purposes and which have an annual
payroll of more than R500 000 (R250000 prior to 1 August 2005). SARS administers the
collection of this levy in collaboration with the Department of Labour.

Taxes on property

Table A1.5.1 shows that taxes on property comprise the following tax instruments:

e Donations tax: Donations tax is levied at a flat rate of 20% on the value of the donation. The first

R100 000 donated in each year by a natural person is exempt from donations tax. In the case of a
taxpayer who is not a natural person, the exempt donations are limited to casual gifts not
exceeding R10 000 per year in total. Dispositions between spouses and donations to certain
public benefit organisations are exempt from donations tax.

Estate duty: For the purposes of estate duty, an estate consists of all property of the deceased
including deemed property, such as life insurance policies. The estate of a deceased non-resident
consists only of his or her South African assets. The duty, at a rate of 20%, is calculated on the
dutiable amount of the estate. Certain admissible deductions from the total value of the estate
are allowed.

Securities transfer tax (STT): STT is a tax levied on every transfer of a security. A security in
essence means any share in a company, a member’s interest in a close corporation, or any right
or entitlement to receive any distribution from a company or close corporation. Only securities
issued by companies incorporated, established or formed inside the Republic; and companies
incorporated, established or formed outside the Republic, that are listed on a South African
exchange, are taxable. The Securities Transfer Tax Act applies to the transfer of listed and
unlisted securities. It is levied at a rate of 0.25%.

Transfer duties: Where a natural person acquires property, transfer duty is payable at the
progressive rate (as shown in Table 1.9), whereas a person other than a natural person (i.e. a
company, close corporation or trust) is taxed at a flat rate which is presently 8%. The rate was
10% prior to 31 March 2006. All transactions relating to the supply of goods (property) that are
subject to VAT are exempt from transfer duty.

Table 1.9: Transfer duty rates for natural persons

Percentage Value % Value % Value %

01 Mar 2004 — 28 Feb 2005 | First R150 000 0% | From R150 000 to R320 000 5% | Greater than R320 000 8%
01 Mar 2006 — 28 Feb 2006 | First R190 000 0% | From R190 000 to R330 000 5% | Greater than R330 000 8%
01 Mar 2006 — present First R500 000 0% | From R500 000 to R1 million 5% |Greater than R1 million 8%

Domestic taxes on goods and services

Table A1.6.1 shows that domestic taxes on
instruments:
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e Value-added tax (VAT): VAT is levied at a rate of 14% on goods and services, with certain
exemptions and zero-ratings, provided for in the Value-Added Tax Act (1991). VAT is levied on
the supply of all goods and services rendered by registered vendors, and is also levied on the
importation of goods and services into South Africa (see Table A1.6.2 and Figure 1.5).

Figure 1.5 Domestic taxes on goods and services - VAT, 2004/05 - 2009/10
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e Turnover tax: The turnover tax was introduced for small businesses with a turnover not
exceeding R1 million per annum. The objective is to reduce the tax compliance and
administrative burden by simplifying and reducing the number of returns that have to be filed.
This tax was introduced with effect from 1 March 2009.

e [Xxcise duties: Excise duties are levied on certain locally manufactured goods and on their
imported equivalents (see figure 1.6). This duty is levied as a specific duty on tobacco and liquor
products, and as an ad valorem duty on cosmetics, televisions, audio equipment and motor cars.
Relief from excise duty is available where excisable products are exported.

e Fuel levy: The fuel levy is a specific excise tax imposed in terms of the Customs and Excise Act.
Relief is available through a diesel refund system for farming activities, forestry, mining, offshore
vessels, harbour vessels, locomotives used for rail freight, and large electricity generation plants
(see Figure 1.6).

e [nternational air passenger departure tax: Fee-paying passengers departing on international
flights pay a tax of R150 per passenger and passengers flying to the BLNS countries pay
R80 per passenger as from 1 October 2009.

e Plastic bags levy: The levy on plastic shopping bags was introduced at 3 cents per bag in 2004/05.
Together with the agreement between government and the retail sector to charge for such bags,
this levy was intended to reduce waste. This levy was increased to 4 cents per bag from
1 April 2009.

e FElectricity levy: The levy was introduced on 1 July 2009 to support demand-side measures and
the energy-efficiency strategy over the medium-term, and to support initiatives to deal with
environmental concerns, air pollution and climate change over the longer term. The electricity
levy was introduced at 2 cents per kilowatt hour on the sale of electricity generated from non-
renewable sources and is collected at source by the generators of electricity.

|11
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Incandescent light bulb levy: As from 1 October 2009, an environmental levy on incandescent
light bulbs was introduced to promote energy efficiency and reduce electricity demand. Energy-
saving light bulbs last longer, require five times less electricity and result in lower greenhouse gas
emissions. The environmental levy of about R3 per bulb (between 1 cent and 3 cents per watt) is
levied on incandescent light bulbs at the manufacturing level and on imports.

Figure 1.6 Domestic taxes on goods and services - Levies on fuel and specific excise duties,
2004/05-2009/10
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Taxes on international trade and transactions

Taxes on international trade and transactions mainly comprise of customs duties:

Customs duties: Customs or import duties are levies imposed on goods imported into South
Africa. Import duties are imposed as a means to protect certain local producers. They also
include anti-dumping and countervailing duties.

Miscellaneous customs and excise receipts: This primarily comprises customs duties that have yet
to be allocated to the appropriate duty types.

Diamond export levy: The Diamond Export Levy Act was promulgated in 2007. The objective of
the levy is to stimulate the local diamond polishing industry to grow, thereby creating job
opportunities. The levy rate, as announced by the Minister is 5% calculated on the value of the
unpolished or rough diamonds as released for export from the Diamond Exchange and Export
Centre. The Minister has, however, agreed to various provisions for exemption to payment of the
5% levy as well as an import credit scheme for the same class or kind of diamonds upon
importation for polishing in South Africa.

State miscellaneous revenue

e State miscellaneous revenue: This is revenue received by SARS in respect of taxation that cannot

be allocated to specific revenue types.

12|



Chapter 2: Personal income tax

PERSONAL INCOME TAX

KEY HIGHLIGHTS

For the 2009 tax year:

e There was an increase in the top personal income tax bracket to R490 000;

e The primary and secondary rebates increased to R8 280 and R5 040 respectively;

e The tax thresholds increased to R46 000 (below age 65) and R74 000 (age 65 and above);
e The PIT register grew by 6.9% to just under 6 million individual taxpayers.

Individual taxpayers’ assessed data for the 2008 tax year show:

e Ofthe 4 667 050 taxpayers liable to submit returns, 3 512 577 (75.3%) have been assessed;

e The assessed taxpayers had an aggregate taxable income of R632.6 billion and a tax liability of
R154.1 billion;

e 40.0% were registered in Gauteng;

e 28.8% were in the 35-44 age group;

e 56.7% were male;

e 18.1% were employed in the Financing, insurance, real estate and business services sector;

e 136124 (3.9%) have business income;

e Over 60% of taxable income derives from salaries, wages and remuneration;

e The largest allowance claimed is the travel allowance;

e Maedical aid paid on behalf of employees is the largest fringe benefit;

e Contributions to retirement funding (pension and retirement annuity contributions) constitute
the largest deductions.

INTRODUCTION

Personal income tax (PIT) is government's largest source of revenue. Tax is levied on taxable income
that, in essence, consists of gross income less exemptions and allowable deductions. Taxable capital
gains also form part of taxable income.

Individuals generally receive most of their income as salary/wages, pension/retirement payments
and investment income (interest and dividends). Some individuals, such as sole proprietors and
partners, may also have business income which is taxable as personal income.

This chapter gives an overview of:

e Personal income tax rates;

e Tax returns and individual taxpayers;

e Taxable income and tax assessed;

e Assessed individual taxpayers with business income; and

e Assessed individual taxpayers’ allowances, fringe benefits and deductions.
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PERSONAL INCOME TAX RATES

The top marginal income tax rate for individuals has remained constant at 40% over the last five
years even though the personal income tax brackets were increased significantly to compensate
taxpayers for the effect of inflation (fiscal drag).

Table 2.1 illustrates the increase in the personal income tax brackets between the 2006 and 2009 tax
years. The top personal income tax bracket increased from R300 001 in 2006 to R490 001 in 2009, a
cumulative increase of 63.3%. During this period, the bottom income tax bracket increased from
R80 000 in 2006 to R122 000 in 2009, a cumulative increase of 52.5%. The primary rebate increased
by 31.4%, which resulted in a corresponding increase in the income tax threshold (the level of annual
income below which no income tax is payable) for individuals younger than 65 years from R35 000 to
R46 000 per year. For individuals aged 65 and above, the income tax threshold increased by 23.3%
from R60 000 to R74 000 per year.

Table 2.1: Personal Income Tax (PIT) brackets, 2006 and 2009 tax year

2006 tax year 2009 tax year Marginal PIT | Cumulative
rates percentage
Rand increase
Brackets - 80 000 - 122 000 18% 52.5%
80 001 130 000 122 001 195 000 25% 50.0%
130 001 180 000 195 001 270 000 30% 50.0%
180 001 230 000 270 001 380 000 35% 65.2%
230 001 300 000 380 001 490 000 38% 63.3%
300 001 and over 490 001 and over 40%
Rebates
Primary 6 300 8 280 31.4%
Secondary 4 500 5 040 12.0%
Tax thresholds
Below age 65 35 000 46 000 31.4%
Age 65 and over 60 000 74 000 23.3%

TAX RETURNS AND INDIVIDUAL TAXPAYERS

The number of individuals registered for income tax has grown from over 4.7 million in 2006 to
5.9 million in 2009 (See Table 2.2). Subsequent to growing at a rate of 9.3% in 2007, the annual
growth rate in registered individuals slowed to 6.9% in 2009. It should be noted that information
available on individual taxpayers relates only to those taxpayers who are registered. Salaried
individuals with simple tax affairs and an annual income below R120 000 are no longer required to
complete and submit tax returns.

The number of individuals liable to submit income tax returns increased from 4.4 million in 2006 to
over 5.1 million in 2009. The percentage of individual taxpayers assessed at the end of March 2010
was 90.2% for 2006, 84.9% for 2007, 75.3% for 2008 and 69% for 2009'. As the years progress the
percentage assessed moves closer to 100% due to the outstanding returns being finalised. The
statistics in the rest of this chapter are based on these assessed returns.

! The figures for 2006, 2007 and 2008 differ from those published in the 2009 Tax Statistics as additional
assessments are included in the data.
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Table 2.2: Number of individual taxpayers, 2006 — 2009

Registeredl Percentage Liable to submit Assessed Percentage
growth in returns? assessed
Tax year register
2006 4764 105 6.4% 4439 363 4 006 466 90.2%
2007 5 204 805 9.3% 4610 092 3916 143 84.9%
2008 5 540 646 6.5% 4 667 050 3512577 75.3%
2009 5920 612 6.9% 5194 804 3584 543 69.0%

1. Number of individuals registered as at 31 March of each year.
2. Liable taxpayers are those who are liable to submit a return for a specific tax year. Cases can be
on register and active for other years, but may not be active for the specific tax year.

TAXABLE INCOME AND TAX ASSESSED

Table 2.3 shows a summary of the number of individual taxpayers assessed, their taxable income
and tax assessed by taxable income group as at end of March 2010. The tax burden as indicated by
the tax assessed as percentage of taxable income has remained stable between 21% and 22% over
the period, which demonstrates the effectiveness of combating fiscal drag through tax relief.

Table 2.3: Assessed individual taxpayers: Summary of taxable income and tax
assessed, 2006 — 2009

Number of Taxable Tax Tax assessed

taxpayers income assessed as a % of
Tax year assessed (R million) (R million) taxable income
2006 4 006 466 511 547 111 330 21.8%
2007 3916 143 577 499 122 730 21.3%
2008 3512577 632 551 139 653 22.1%
2009 3584543 700 523 154 053 22.0%

Table 2.4 shows that during the 2008 tax year, the 61.1% of taxpayers that were in the taxable
income groups below R150 000, earned 24.1% of taxable income and contributed 12.1% of total tax
assessed. The 30.9% of taxpayers that were in the taxable income group between R150 000 and
R400 000, earned 39.4% of taxable income and contributed 34.9% of total tax assessed. The number
of taxpayers with taxable income over R400 000 grew from 4.2% in 2006 to 9.4% in 2009, while the
tax assessed for this income group grew from 39.1% to 54.6%.

Table 2.4: Distribution of assessed individual taxpayers over selected taxable income
groups, 2006 — 2009

Percentage Taxable income group 2006 2007 2008 2009
Taxpayers 0 - R150 000 75.4% 70.4% 61.1% 55.1%
R150 001 — R400 000 20.4% 24.0% 30.9% 35.5%
R400 001 + 4.2% 5.6% 8.0% 9.4%
Total 100.0% 100.0% 100.0% 100.0%
Taxable income 0 — R150 000 38.6% 32.7% 24.1% 20.0%
R150 001 — R400 000 36.3% 37.3% 39.4% 41.9%
R400 001 + 25.1% 30.0% 36.4% 38.1%
Total 100.0% 100.0% 100.0% 100.0%
Tax assessed 0 - R150 000 22.5% 17.3% 12.1% 9.6%
R150 001 — R400 000 38.4% 36.4% 34.9% 35.8%
R400 001 + 39.1% 46.3% 53.0% 54.6%
Total 100.0% 100.0% 100.0% 100.0%
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Figure 2.1 provides a graphical representation of the number of taxpayers and the tax assessed for
the 2008 tax year by taxable income group.

Figure 2.1 Number of assessed individual taxpayers and tax assessed, 2008
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Taxable income group

Further detail by taxable income group is provided in Tables A2.1.1 and A2.1.2.

By province

The relative distribution of taxpayers, taxable income and tax assessed between provinces of
registration has been stable over the period under review. Over 70% of individual taxpayers were
registered in three provinces® (Gauteng, Western Cape and KwaZulu-Natal) and are responsible for
about 80% of the total tax assessed (see Table A2.1.3).

Figure 2.2 Percentage of assessed individual taxpayers by age group, 2006 - 2009
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* The provincial breakdowns are registrations by SARS office location and not the standard geographic location.
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By age group

Table A2.1.4 and Figure 2.2 give a breakdown of assessed individual taxpayers by age group. The
relative contributions of the different age groups of taxpayers show little change over the period.
Close to 30% of taxpayers fall in the 35 to 44 age group. Together this group earns about a third of
the total taxable income and is also responsible for a third of the total tax assessed.

By gender

In the 2008 tax year the gender classification in Table A2.1.5 indicates that males account for more
than 56% of the assessed individual taxpayers, while they earn about 67% of taxable income and
contribute over 73% of personal income tax assessed. The data, however, show that between 2006
and 2009 the proportion of assessed female taxpayers has increased from 41.8% to 44% of the total
number of assessed individual taxpayers.

Table A2.1.6 shows that individuals with a taxable income between zero and R150 000 are evenly
split between females and males, but as the taxable income increases the proportion of females to
males drops significantly. Only 17.6% with a taxable income of between R750 000 and R1 million are
female, this proportion drops further to only 7% females for those with a taxable income of over
R5 million.

By source of income

Figure 2.3 and Table A2.2.1 shows selected sources of income. Over 2.6 million (76.1%) individual
taxpayers in 2008 received income from salaries and wages or remuneration whilst 2.2 million of
these taxpayers also received an annual payment (bonus, leave pay, etc.). Over 900 000 individual
taxpayers received overtime income but to the amount of only R17.3 billion in 2008.

There were over 200 000 individual taxpayers’ with interest income in excess of the exemption limit
applicable in 2008. The taxable portion of local interest income appears to be growing as a
proportion of taxable income, with taxable foreign interest income declining.

Figure 2.3 Assessed individual taxpayers’ taxable income by source of income, 2008
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By sector

In 2008, assessed individual taxpayers employed in the Financing, insurance, real estate and business
services sector account for the largest number of taxpayers and also make the largest contribution
to tax assessed, both at about 20%.

At economic activity level, Finance, insurance, real estate and business services; Agencies and other
services; Educational services; and Long-term insurance sectors employ just over 50% of taxpayers
and contributed close to 50% of total tax assessed (Tables A2.3.1 to A2.3.2 and Figure 2.4).

Figure 2.4 Assessed individual taxpayers’ tax assessed by sector, 2008
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Table A2.3.3 uses SARS’s sector codes, as in Table A2.3.1, and reclassifies these codes according to
the Standard Industrial Classification (SIC). It should be noted that the source of income codes used
by SARS are not fully aligned with the SIC system used by Statistics SA.

Tax assessed by sector as per the IRP5 certificates is shown in Table A2.3.4. This is based on the
sector as indicated by the employer on the employee’s IRP5 form.

ASSESSED INDIVIDUAL TAXPAYERS WITH BUSINESS INCOME

Tables A2.4.1 and A2.4.2 give a breakdown of the sectors in which assessed individual taxpayers with
business income are active. On average, 22.8% of the assessed individual taxpayers with business
income recorded negative taxable income (registering a loss) over the period. Assessed individual
taxpayers with business income amounted to 3.9% of total individual taxpayers in 2008 (6.5% of the
total in 2006).

Individual taxpayers in the Financing, insurance, real estate and business services sector with
business income contribute almost a third to total assessed taxable income (32% in 2008). This
equates to 19.8% of the total assessed individual taxpayers having business income and is closely
followed by the Medical, dental and other health and veterinary sciences sector, at 15.6% of total
assessed income and 21.5% of total taxable income.
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ASSESSED INDIVIDUAL TAXPAYERS' ALLOWANCES, FRINGE
BENEFITS AND DEDUCTIONS

Assessed individual taxpayers’ allowances

As depicted in Table A2.5.1, the travel allowance remained the largest of all the allowances for
individuals (55.2% in 2007). The drop in the share of this allowance from 61.2% in 2006 can be
partly explained by the policy changes applicable from the 2006 and 2007 years of assessment to
curb the rise in the granting of a travel allowance. This allowance should decrease further due to
deductions based on deemed business kilometres not being allowed with effect from the 2010 year
of assessment. The more significant allowances are shown per taxable income group in
Tables A2.5.2 to A2.5.7 and Figure 2.5.

Figure 2.5 Assessed individual taxpayers’ allowances, 2008
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Assessed individual taxpayers’ fringe benefits

Table A2.6.1 provides a summary of fringe benefits. The number of assessed taxpayers receiving
fringe benefits was 1.2 million in 2006, growing to over 1.6 million in 2009. Total fringe benefits
allowed amounted to R8.5 billion in 2006, increasing to R14.3 billion in 2009.

Medical scheme contributions paid on behalf of employees is the largest of the fringe benefits. In
2008, 55.2% of taxpayers who qualified for any form of fringe benefit received a medical fringe
benefit. During 2008, the monetary value of this benefit was R6.2 billion (47.1% of total fringe
benefit payments).

The stricter rules pertaining to fringe benefits in respect of motor vehicles are also reflected in the
decline in the number of taxpayers who benefited from the use of a company motor vehicle. As a
percentage of the total number of taxpayers who received fringe benefits, this decline was from
8.9% in 2006 to 6.3% in 2008. The more significant fringe benefits are shown by taxable income
group in Tables A2.6.2 to A2.6.9 and Figure 2.6.
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Figure 2.6 Assessed individual taxpayers’ fringe benefits, 2008
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Assessed individual taxpayers’ deductions

Table A2.7.1 provides a summary of assessed individual taxpayers’ deductions. The proportion of
taxpayers who qualify for deductions in respect of all forms of provision for retirement is over 51.8%
of the taxpayers that qualify for a deduction. The percentage allowed has remained fairly constant
and amounts to 35.7% in 2008. Both the proportion of assessed taxpayers and the amounts allowed
as deductions for medical expenses (excluding deductions allowed associated with disability) have
increased from 26.4% to 34.2% and from 21.6% to 26.5% from 2006 to 2008 respectively. This is in
contrast to the other significant tax deductions, where the number of qualifying taxpayers and
amounts deducted both decreased. The more significant deductions are shown by taxable income
group in Tables A2.7.2 to A2.7.15 and Figure 2.7.

Figure 2.7 Assessed individual taxpayers’ deductions, 2008
R million .
Medical )
expenses Current pension
17 962 fqn d _
26.5% contributions
15309
22.6%
Travel expenses
- actual business
cost
980 Current
1.4% retirement

annuity fund

Travel expenses expenses

- fixed cost Other (disabled)
18172
26.9% o3 1 6%
9% 7.9% 1.6%

20 |



Chapter 3: Company income tax

COMPANY INCOME TAX

KEY HIGHLIGHTS

Companies’ assessed data for the 2008 tax year shows:

o 34.2% of the 473 034 companies assessed had positive taxable income;

e 56.5% of income tax assessed is paid by 222 large companies with taxable income in excess of
R200 million; and

e The finance, wholesale trade and retail trade sectors collectively make up 50% of the assessed
companies and are responsible for over 35% of tax assessed.

INTRODUCTION

A company that is incorporated in or effectively managed from South Africa is a South African
resident for income tax purposes. After personal income tax and value-added tax, company income
tax (CIT) is the third largest contributor to tax revenue. Capital gains tax is included in the total CIT
revenue. South African companies also pay secondary tax on companies (STC) which is payable on
the net dividend (i.e. the dividend declared less the sum of dividends received or accrued during the
dividend cycle). The tax rate for STC was reduced from 12.5% to 10% in October 2007.

Most companies have financial years that differ from the fiscal or calendar year, as companies are
free to choose the period for their financial year (which is normally their tax year). Hence, not all CIT
paid in a tax year is attributable to income earned in the same year, due to the system of provisional
tax payments and tax returns being submitted and assessed after the end of the tax year.

Different sectors of the economy have different effective tax rates due to specific tax dispensations
and deductions. Examples are the gold mining formula, farming deductions and valuation, and
accelerated depreciation. Small business corporations with a turnover of not more than R14 million
can apply for a special tax dispensation in the form of a graduated income tax rate table. There were
60 768 companies under this dispensation for the 2009 tax year, of which 33 172 had an average
taxable income of R199 049. Small business with an annual turnover of less than R1 million may also
apply for the turnover tax.

This chapter gives an overview of:

e Provisional tax payments by tax year;
e Number of companies;

Taxable income and tax assessed by taxable income group and by sector;

Companies with assessed losses or profits; and
e Tax assessed by main sector.
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PROVISIONAL TAX PAYMENTS BY TAX YEAR

The majority of provisional tax payments from companies are received during March, June,
September and December. Provisional taxes for any given tax year are paid in three instalments: the
first is due six months into the company’s tax year; the second at the end of the tax year; and the
third six months after the end of the tax year. In the case where the tax year ends at the end of
February, the third is due seven months after the end of the tax year.

If the Commissioner of SARS is of the opinion that the taxable income estimate on the first or second
provisional tax return has been understated, he may in terms of paragraph 19(3) of the Fourth
Schedule to the Income Tax Act request a taxpayer to revise their estimate in line with their likely
taxable income and require an additional payment to be made. This additional payment will then be
captured as a first or second provisional payment (even though after the due date) and for reporting
purposes it will be regarded as part of the first or second payment.

Impact of new legislation

The 80/20% rule requires taxpayers with taxable income in excess of R1 million to settle at least 80%
of their tax liability by the time they make their second provisional payment. This change was
implemented for companies with year ends after 1 March 2009.

The impact of the introduction of the rule on provisional tax payments was to increase the combined
first and second payments and reduce third payments to ensure that the fiscus is protected against
the decreasing time value of money. The effect of this legislation saw the overall provisional tax
collections of companies for 2009/10 increase as a result of an increase in their first and second
provisional payments and a decline in third payments. This was further assisted by the application of
the paragraph 19(3) provisions.

Table 3.1: Companies: Example of timeline for provisional tax payments

Company financial year-end 2009 Fiscal | Number of
Date due Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec year payments

31-Jul-08 | 2009 1st

31-Aug-08 2009 1st

30-Sep-08 2009 1st

31-Oct-08 2009 1st
30-Nov-08 2009 1st 2008/09 12
31-Dec-08 2009 1st

31-Jan-09 | 2009 2nd 2009 1st

28-Feb-09 2009 2nd 2009 1st

31-Mar-09 2009 2nd 2009 1st

30-Apr-09 2009 2nd 2009 1st

31-May-09 2009 2nd 2009 1st

30-Jun-09 2009 2nd 2009 1st
31-Jul-09 2009 3rd 2009 2nd

31-Aug-09 2009 2nd

30-Sep-09 2009 3rd* 2009 3rd 2009 2nd

31-Oct-09 2009 3rd 2009 2nd

30-Nov-09 2009 3rd 2009 2nd

31-Dec-09 2009 3rd 2009 2nd
31-Jan-10 2009 3rd

28-Feb-10 2009 3rd

31-Mar-10 2009 3rd

2009/10 21

30-Apr-10 2009 3rd
31-May-10 2009 3rd 2010/11 3
30-Jun-10 2009 3rd

1. If the tax year of a company ends at the end of February, the third is then due seven months after the end of the tax year.

22|



Chapter 3: Company income tax

The due dates for the 2009 tax year are distributed over three fiscal years, as illustrated in Table 3.1.
For example, a company with a March year-end, in respect of its 2009 tax year will have made its
provisional payments in September 2008 (first payment), March 2009 (second payment) and
September 2009 (third payment).

Under the provisional tax payment system, taxes for a specific tax year are paid over a number of
fiscal years as indicated in Table 3.2. In 2008/09 for example, nearly 95% of the eventual tax liability
was paid over two tax years: about 60% in the specific tax year and about 35% in the following year.

Table 3.2: Companies: Provisional tax payments by tax year paid, 2004/05 — 2009/10

R million Fiscal year (across)

Tax year (down) 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 Total

2002 326 174 106 124 3 2 736

2003 5679 283 97 115 30 3 6 207

2004 40 664 6 683 432 150 57 38 48 023

2005 23837 50 713 7 840 339 169 142 83 040

2006 44 30 015 66 733 8078 475 117 105 461

2007 73 42 510 80 057 9 304 468 132 420

2008 1 7 480 50 236 96 184 7 229 154 136

2009 12 1 6 170 56 766 81572 138 527

2010 0 0 0 12 308 45 522 45 842

Total 70 572 87 950 118 205 139 281 163 295 135 092

prior to y-1 326 457 636 728 734 769

y-1 5679 6 683 7 840 8078 9 304 7 229

y 40 664 50 713 66 733 80 057 96 184 81572

y+1 23837 30 015 42 510 50 236 56 766 45 522

post y+1 66 81 486 182 308 -

Total 70572 87 950 118 205 139 281 163 295 135 092

prior to y-1 0.5% 0.5% 0.5% 0.5% 0.4% 0.6%

y-1 8.0% 7.6% 6.6% 5.8% 5.7% 5.4%

y 57.6% 57.7% 56.5% 57.5% 58.9% 60.4%

y+1 33.8% 34.1% 36.0% 36.1% 34.8% 33.7%

post y+1 0.1% 0.1% 0.4% 0.1% 0.2% 0.0%

Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%
NUMBER OF COMPANIES

The number of companies registered for income tax purposes increased over the period from
1.2 million in 2006 to close to 1.9 million in 2009. At the end of March 2010, the number of
companies liable to submit returns grew from under 1 million to over 1.7 million between 2006 and
2009 tax years. For 2006, 65% of the liable companies had been assessed whilst 18.9% had been
assessed for 2009 (see Table 3.3).

Table 3.3: Number of companies, 2006 — 2009

Number Registeredl Percentage |Liable to submit Assessed Percentage
growth in returns? assessed

Tax year register

2006 1218 905 15.5% 956 008 621 402 65.0%

2007 1584 002 30.0% 1211859 506 829 41.8%

2008 1834 009 15.8% 1549 717 473 034 30.5%

2009 1878 856 2.4% 1771075 335528 18.9%

1. Excludes cases where status is in suspense, estate and address unknown. The tax year for companies

is normally the financial year of the company for financial reporting purposes.

2. These are companies that are active and not dormant.
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Provisional tax as indicator of completeness of assessments

Since a number of companies are dormant or fail to submit returns because they are inactive, it is
more prudent to use the extent of provisional tax paid by companies assessed in comparison to
provisional tax received for a tax year (not fiscal year) as an indicator of how complete the
assessments issued actually are. The reason why this is a better proxy than using the percentage
assessed is that provisional tax received for a specific tax year has historically been between 98%
and 102% of the final liability as per assessments issued and provisional tax payments for a tax year
are known long before assessments for a tax year are known, which allows for fairly reliable
extrapolations.

Shortfalls on provisional tax payments would be recovered by way of assessment payments and
overpayments would be returned to the taxpayer by way of refunds. On an annual basis the
difference between assessment payments and refunds would account for the difference between
the final liability and provisional tax payments received (i.e. this would be the reason why the
provisional tax payments do not balance to 100% of the tax liability as per the assessments).

Table 3.4 shows the provisional tax payments received against the tax assessed for the specific tax
year. This shows that for the 2007 and 2008 tax years, although the percentage of companies
assessed relative to the number liable to submit returns is only 41.8% and 30.5% respectively, over
80% of the provisional tax payments have already been received. The tables in the rest of this
chapter therefore reflect tax assessed as a percentage of the provisional tax payment collections.

Table 3.4: Companies: Provisional tax payments and tax assessed by tax year,
2006 — 2009

R million Provisional tax Tax Tax assessed as % of
Tax year payments® assessed’ provisional tax payments
2006 105 461 107 070 101.5%

2007 132 420 125 760 95.0%

2008 154 136 127 272 82.6%

2009 138 527 47 548 34.3%

1. As per table 3.2.
2. As per table A3.2.1.

Tables A3.1.1 to A3.1.3 show a breakdown of the provisional tax payments by sector.

TAXABLE INCOME AND TAX ASSESSED BY TAXABLE INCOME GROUP

Table A3.2.1 shows taxable income and tax assessed by taxable income group for all companies.

Table A3.2.2 shows that 56.5% of the company income tax assessed in 2008 was paid by large
companies with taxable income exceeding R200 million. These companies represent only 0.1% of the
companies assessed for income tax purposes.

Figure 3.1 provides a graphical representation of the number of companies assessed and the tax
assessed for the 2008 tax year.
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Figure 3.1 Number of assessed companies and tax assessed, 2008
(taxable income greater than R500 000)
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1. Figure 3.1 excludes 125 395 companies in the taxable income group R1 to R500 000 with tax
assessed of R3.1 billion.

TAXABLE INCOME AND TAX ASSESSED BY SECTOR

Table A3.3.1 shows the taxable income and tax assessed by sector for all companies whilst Figure 3.2
shows tax assessed for selected sectors for the 2008 tax year.

Figure 3.2 Companies tax assessed by sector, 2008
R million Transport, storage
& communications
12075
Financing, ins, real 9.5%
estate & business
services
38910
30.6% Metal
9896
7.8%
Coal & petroleum
products
9241
7.3%
Retail trade
7359
5.8%
Other Mining and
37624 Longterm  quarrying
29.6% insurance 7297
4868 5.7%
3.8%
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For 2008, the Financing, insurance, real estate and business services; Wholesale trade; and Retail
trade sectors made up 55.2% of the total number of taxpayers and are responsible for 39.4% of the
total amount of tax assessed (Table A3.3.2).

There are, however, substantial differences between the number of companies in the various
sectors and the tax assessed. While the mining and quarrying category constitutes 0.3% of the
number of taxpayers in 2008, the tax assessed is 5.7% of the total. In contrast, the Agencies and
other services sector constitutes 8.4% of taxpayers with an assessed tax of 2.1% of the total.

Table A3.3.3 uses SARS’s source of income codes as shown in Table A3.3.1 and reclassifies these
codes according to the Standard Industrial Classification (SIC). It should be noted that SARS’s source
of income codes are not fully aligned with the SIC system used by Statistics South Africa.

Tables A3.3.4 to A3.3.6 shows the companies reporting positive, negative and zero taxable income
respectively.

COMPANIES WITH ASSESSED LOSSES OR PROFITS

Tables A3.4.1 to A3.4.3 shows the total number of companies and those with assessed losses or
profits by sector.

In 2008, 35.2% of companies with assessed losses were in the Financing, insurance, real estate and
business services sector and 14.6% were in the Retail sector.

TAX ASSESSED BY MAIN SECTOR

Tables A3.5.1 to A3.8.4 shows the tax assessed and the number and percentage of companies
assessed by main sector and taxable income group for each of the tax years.
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VALUE-ADDED TAX

KEY HIGHLIGHTS

For the 2009/10 fiscal year:

e The global financial crisis resulted in domestic VAT payments only increasing by 4% and
VAT refunds declining by 6%;

e Growth in domestic VAT payments came mainly from the financing and transport, storage and
communications sectors, offset by a decline in the coal and petroleum and mining sectors;

e VAT refunds declined as vendors in the financial sector struggled and vehicle exports fell;

e There were 685 523 registered VAT vendors of which 493 258 (72%) were active;

e The largest numbers of VAT vendors were in the Financing, insurance, real estate and business
services sector and accounted for 33.5% of the total VAT vendors;

e Close to 90% of VAT vendors submit returns on a bi-monthly basis;

e Companies and close corporations made up close to 70% of VAT vendors; and

e Over 55% of VAT vendors had a turnover of R1 million or less.

INTRODUCTION

Value-added tax (VAT) is levied at a rate of 14% by registered vendors on goods and services subject
to certain exemptions and zero-ratings provided for in the Value-Added Tax Act (1991). VAT is also
levied on the importation of goods and services into South Africa (covered in the next chapter).

This chapter gives an overview of:

e The number of registered VAT vendors;
e Domestic VAT: Payments and refunds; and
e Turnover.

NUMBER OF REGISTERED VAT VENDORS

The number of vendors registered for VAT increased in 2007/08 but then declined in 2008/09 and
2009/10. This was due to additional registration requirements and a clean-up of the VAT register.
For purposes of Table 4.1, a vendor is regarded as active if a payment was either received or a
refund was made to the vendor during the fiscal year.

Table 4.1: Number of registered VAT vendors, 2006/07 — 2009/10

Registeredl Active Percentage of
Number vendors registered
2006/07 677 153 509 615 75.3%
2007/08 745 487 526 403 70.6%
2008/09 737 885 530 223 71.9%
2009/10 685 523 493 258 72.0%

1. As per register as at 31 March of each year.
Excludes coded cases where status is in suspense, estate and address unknown.
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DOMESTIC VAT: PAYMENTS AND REFUNDS

Tables A4.1.1 and A4.1.2 show the number of vendors, payments and refunds per sector. The largest
numbers of VAT vendors in 2009/10 were in the Financing, insurance, real estate and business
services sector (33.5%), followed by the Agriculture, forestry and fishing (13.0%) and the Retail trade
(10.0%) sectors.

Companies in the Mining and quarrying sector constitute 0.5% of the number of vendors and 3.0% of
the total gross VAT payments for 2009/10, but are a negative contributor to net VAT (after refunds).
The Financing, insurance, real estate and business services sector made the largest gross domestic
VAT payments in 2009/10, totalling R61.2 billion (31.3%) (see Figure 4.1).

Figure 4.1 Gross VAT vendor payments by sector, 2009/10

R millions
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31.3%
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6.1%
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Wholesale trade 10 343
9523 5.3%
4.9%

30.9%

VAT refunds arise mainly when a vendor:

e sells zero-rated items (exports or other zero-rated items)
e invests in capital projects
o restocks or sells merchandise below cost.

VAT refunds were most prominent in the Mining and quarrying, Financing, insurance, real estate and
business services and Agriculture, forestry and fishing sectors, as set out in Figure 4.2.

Performance of VAT linked to CIT performance

Growth in domestic VAT payments normally correlates with CIT. An increase in VAT refunds would
not in all instances result in a decline in CIT as refunds could, for example, increase if the vendor sells
zero-rated items and if the profit margin is maintained it would also result in improved CIT. The
latter could happen in the mining or vehicle manufacturing sectors as both sectors are very active in
the export market.
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Figure 4.2 VAT vendor refunds by sector, 2009/10
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Close to 90% of vendors submit returns on a bi-monthly basis (see Figure 4.3 and Table A4.2.1), 7.5%
submit returns on a monthly basis with the remainder submitting returns 4-montly, 6-monthly or
annually.

With regard to monthly returns (primarily larger vendors with taxable supplies (turnover) in excess
of R30 million per annum), most vendors are from the Financing, insurance, real estate and business
services sector followed by the Retail trade sector.

Figure 4.3 Percentage of VAT vendors by payment category, 2006/07 - 2009/10
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Tables A4.2.2 to A4.2.5 provide a breakdown of the various sectors’ payments and refunds for the
different payment periods.

By type of enterprise

Table A4.3.1 shows that corporations (companies and close corporations) constituted nearly 70% of
VAT vendors in 2009/10, followed by individuals (sole proprietors). Corporations accounted for
90.3% of domestic VAT payments in 2009/10.

While individuals make up over 20% of VAT vendors, their VAT payments and refunds are less than
5% of the respective total payments and refunds.

TURNOVER

VAT returns and assessments processed during a year also includes VAT returns and assessments
that pertain to tax periods outside the fiscal year period. It is therefore, not possible to only utilise
turnover as declared on the VAT returns and assessments processed during a fiscal year as a
vendor’s turnover, as that would result in either overstated or understated turnover if too few or
older outstanding returns are submitted. The turnover, as disclosed in Table A4.4.1, is therefore
based on a system calculated annualised turnover per vendor which utilises the most recent 12
month period to calculate a vendor’s turnover.

The manner in which the annualised turnover is calculated is best illustrated by means of an
example:

e If a vendor that is registered on a monthly basis submitted all 12 returns on time for the period
the turnover would be calculated as the turnover declared on the 12 returns.

e However, if a vendor submitted fewer than the 12 required returns, the projected turnover
would be calculated by dividing the turnover for the specific tax periods under review by the
number of returns submitted and multiplying by 12 to obtain an annualised turnover. E.g. if a
vendor submitted 10 returns, the turnover would be divided by 10 and multiplied by 12.

The system continually updates this field and it is therefore only possible to provide the information
by turnover for the most recent fiscal year.

In 2009/10, over 55% of VAT vendors had a turnover of R1 million or less but they accounted for only
9.8% of net domestic VAT collections. On the other hand, the top-6% of VAT vendors had an annual
turnover in excess of R20 million and accounted for 70.5% of VAT payments and 78.4% of VAT
refunds. Furthermore, 1.4% of vendors had an annual turnover greater than R100 million and this
category accounted for 55.8% of VAT payments and 69.2% of VAT refunds.
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VAT ON IMPORTS AND CUSTOMS DUTIES

KEY HIGHLIGHTS

For the 2009/10 fiscal year:

e The global financial crisis resulted in VAT on imports declining by 24% as consumption and
demand contracted;

e Machinery and mechanical appliances, electrical equipment contributed the largest value of
goods imported (20.9%);

e Import/customs duty revenue was mostly derived from vehicles, aircrafts, vessels and
associated transport equipment (18.4%);

e Advalorem excise duty revenues are mostly derived from vehicles, aircrafts, vessels and
associated transport equipment (59.1%); and

e South Africa imports most goods from China and Germany.

INTRODUCTION

VAT is collected on all imports and customs duties are imposed on certain goods that are imported
into South Africa. Import duties are imposed to protect local producers. In addition, excise duties
are also imposed on selected imported goods, furthermore excise duties are also imposed on similar
goods that are produced in South Africa.

This chapter gives an overview of VAT on imports, customs duties and ad valorem excise duties
(Duty 1-2B).

VAT ON IMPORTS, CUSTOMS DUTIES AND AD VALOREM EXCISE
DUTIES (DUTY 1-2B)

The tables in this chapter reflect the values as processed on the Bill of Entry (BOE) transactions and
therefore will differ from the actual cash payments received as depicted in Table A1.6.2.

By customs section

Tables A5.1.1 and A5.1.2 show the customs value of imports, VAT on imports, customs duties and
ad valorem excise duties by customs section while Figure 5.1 is a graphic illustration thereof.

The Machinery and mechanical appliances, electrical equipment category accounts for the largest
value of goods imported (20.9% of total customs value in 2009/10), followed by Mineral products
(17.4%) and then Vehicles, aircraft, vessels and associated transport equipment (10.8%).

VAT on imports and customs duty revenues (including specific excise duties on alcohol and tobacco
products) are mostly derived from the following categories: Vehicles, aircraft, vessels and associated
transport equipment (18.4% in 2009/10); Textiles and textile articles (14.5%); Prepared foodstuffs,
beverages, spirits and vinegar (13.6%) and Machinery and mechanical appliances, electrical
equipment (10.4%).
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Ad valorem excise duty revenues (Duty 1-2B) are mostly derived from the Vehicles, aircraft, vessels
and associated transport equipment category (59.1% in 2009/10) and the Machinery and mechanical
appliances, electrical equipment category (36.7%).

Figure 5.1 VAT on imports and customs duties by section, 2009/10
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By country of origin

For 2009/10, China and Germany are the largest originators of goods coming into South Africa
making up 20.5% and 13.1% respectively of the total VAT on imports, customs duties and ad valorem
excise duties. These are followed by the USA (7.7%) and Japan (5.9%). The top-5 countries (China,
Germany, USA, Japan and the UK) account for over half of the total VAT on imports, customs duties
and ad valorem excise duties.

From China, the imported goods with the highest customs value, VAT and ad valorem excise duties
are cellphones and videophones, while the goods incurring the most customs duty are footwear.
From Germany, the imported goods with the highest customs value and VAT are automotive parts
while goods incurring the most customs duty and ad valorem excise duties are motor vehicles.
Tables A5.2.1, A5.2.2 and Figure 5.2 show the Top-25 countries of origin sorted on the 2009/10 total
of VAT on imports, customs duties and Duty 1-2B (Ad valorem).

Figure 5.2 VAT on imports and customs duties by country of origin, 2009/10
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Annexure B: Glossary

LOSSARY

Ad valorem excise duties Are levied on certain selected locally manufactured
goods. Corresponding ad valorem customs duties are
levied at the same rate of duty on imported goods of
the same class or kind. Ad valorem customs duties and
ad valorem excise are levied on those items specified
in schedule 1 Part 2B of the Harmonized System.
Ad valorem excise duty is calculated on the basis of the
value of the goods. Discounts are, however, granted
on locally manufactured goods.

Air passenger departure tax Fee-paying passengers departing on international
flights pay a tax of R120 per passenger. Passengers
flying to Botswana, Lesotho, Namibia and Swaziland
(BLNS countries) pay R60 per passenger.

BLNS countries South Africa is one of the five signatories to the SACU
agreement with Botswana, Lesotho, Namibia and
Swaziland (so called BLNS countries).

Capital gains tax (CGT) Was introduced in October 2001. It forms part of the
income tax system and is based on capital gains made
upon the disposal of assets.

Company income tax (CIT) Comprises all provisional and assessed taxes paid by
companies (net of refunds).

Customs duties/import duties These are levies imposed on goods imported into
South Africa. Import duties are imposed as a means to
protect certain local producers. They also include anti-
dumping and countervailing duties.

Diamond export levy The objective of the levy is to stimulate the local
diamond polishing industry to grow thereby creating
much needed job opportunities. The levy rate is 5%
calculated on the value of the unpolished or rough
diamond as released for export from the Diamond
Exchange and Export Centre.

Direct taxes Taxes charged on taxable income or capital of
individuals and legal entities.
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2010 Tax Statistics

Donations tax

Duty 1-2B

Electricity levy

Employees’ tax

Estate duty

Excise duties

Gross domestic product (GDP)

Fiscal drag

Fiscal year
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Is levied at a flat rate of 20% on the value of the
donation. The first R100 000 donated in each year by a
natural person is exempt from donations tax. In the
case of a taxpayer who is not a natural person, the
exempt donations are limited to casual gifts not
exceeding R10000 per year in total. Dispositions
between spouses and donations to certain public
benefit organisations are exempt from donations tax.

Refers to the Ad valorem excise duties on imports.

Was introduced to support demand-side measures and
the energy-efficiency strategy over the medium-term,
and to support initiatives to deal with environmental
concerns, air pollution and climate change over the
longer term. It was introduced at 2 cents per kilowatt
hour on the sale of electricity generated from non-
renewable sources and is collected at source by the
generators of electricity.

Is the tax that employers must deduct from the
employment income of employees — such as salaries,
wages and bonuses - and pay over to SARS monthly. It
is withheld daily, weekly, or monthly, when these
amounts are paid or become payable to the
employees.

Is calculated at a rate of 20% on the dutiable amount
of the estate. Certain admissible deductions from the
total value of the estate are allowed.

Are levied on certain locally manufactured goods and
on their imported equivalents. This duty is levied as a
specific duty on tobacco and liquor products, and as an
advalorem duty on cosmetics, televisions, audio
equipment and motor cars. Relief from excise duty is
available where excisable products are exported.

A measure of the total national output, income and
expenditure in the economy.

Is the effect of inflation on effective tax rates. When
salaries are adjusted to compensate for the effect of
inflation on the value of money, the taxpayer is pushed
into a higher income tax bracket where higher rates
apply. In this way the individual’s effective tax rate is
increased, even though real incomes may not be
increasing.

Is the financial year of government i.e. from 1 April to
31 March of the subsequent year.



Annexure B: Glossary

Fuel levy Is a specific excise tax imposed in terms of the Customs
and Excise Act. Relief is available through a diesel
refund system for farming activities, forestry, mining,
offshore vessels, harbour vessels, locomotives used for
rail freight, and large electricity generation plants.

Harmonised system Is essentially, the system according to which all
internationally traded products, components, or
commodities are classified and is also known as the
International Convention on the Harmonised
Commodity  Description and Coding  System
(Harmonised System). This international system is
currently used by 200 countries and customs or
economic unions, which account for about 98% of
world trade.

Incandescent light bulb levy Was introduced as from 1 October 2009 to promote
energy efficiency and reduce electricity demand is
proposed.  Energy-saving light bulbs last longer,
require five times less electricity and result in lower
greenhouse gas emissions. The environmental levy of
about R3 per bulb (between 1cent and 3 cents per
watt) is levied on incandescent light bulbs at the
manufacturing level and on imports.

Income tax Is a tax on income and profit and is levied on
individuals, companies and trusts. It is the national
government’s main source of income and is imposed
by the Income Tax Act 58 of 1962.

Marginal income tax rate The rate of tax on an incremental unit of income.
Marketable securities tax See Securities transfer tax.

Motor Industry Development Programme  Was implemented on 1 September 1995 and has been

(MIDP) reviewed twice since then and will continue until 2012.
The MIDP consists of three distinctive key areas: Light
motor vehicle manufacturers; Medium and heavy
motor vehicle manufacturers; and Local Component
manufacturers. The benefits of taking part in the
programme are that the participant can save money in
the form of a reduction on import duties due to the
incentives of the MIDP programme.

National Revenue Fund The consolidated account of the national government
into which all taxes, fees and charges collected by SARS
and departmental revenue must be paid.

Non-tax revenue Is income received by the government in the form of
interest and dividends (from parastatals) and as a
result of administrative charges, licences, fees, and
sales of goods and services.
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Operating cost to revenue ratio

Pay-As-You-Earn (PAYE)

Personal income tax (PIT)

Plastic bags levy

Primary rebate

Progressive tax

Provisional tax (companies)

Provisional tax (individuals)

Provisional tax (Paragraph 19(3))

Provisional tax (80/20% rule)

138

Is an indication of the efficiency with which revenue is
collected.

Ensures that an employee’s income tax liability is
settled in a continuing fashion, at the same time that
the income is earned. The advantage of this is that the
tax liability for the year is settled over the course of
the whole year of assessment.

Comprises all assessed and provisional taxes as well as
PAYE paid by individuals (net of refunds).

Is a tax on certain types of plastic shopping bags. The
levy aims to encourage the sustainable use of these
bags.

Is a reduction in income tax that is available to all
taxpayers.

Is a system of taxation that collects proportionately
more from the rich than from the poor.

For any given tax year, are paid in three instalments:
the first is due six months into the company’s tax year;
the second at the end of the tax year; and the third six
months after the end of the tax year (unless the tax
year ends at the end of February, then the third is due
seven months after the end of the tax year). The
majority of provisional tax payments from companies
are received during March, June, September and
December.

Is a system that makes taxpayers provide for their final
tax liability by paying two amounts during the course
of the year of assessment, and a third payment 7
months after the end of the year of assessment.

Paragraph 19(3) of the Fourth Schedule to the Income
Tax Act allows the Commissioner to call upon the
taxpayer to justify an estimate made by the taxpayer,
or to provide particulars of income and expenditure or
any other particulars that may be required for the year
of assessment in respect of which the provisional tax
payment is being made. If the Commissioner is not
satisfied with the estimate, he may increase it to an
amount that he considers reasonable.

The 80/20% rule requires taxpayers with taxable
income in excess of R1 million to settle at least 80% of
their tax liability by the time they make their second
provisional payment. This change was implemented
for companies with year ends after 1 March 2009.
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Residence based tax system Where residents are taxed on their worldwide income,
irrespective of where their income was earned.

Secondary tax on companies (STC) Tax on dividends declared by a company, calculated at
the rate of 10% (12.5% prior to 1 October 2007) of the
net amount of dividends declared.

Securities transfer tax (STT) Is a tax levied on every transfer of a security. It is
levied at a rate of 0.25%. This tax was known as
Marketable securities tax prior to 2006/07 and as
Uncertificated securities tax prior to 1 July 2008.

Skills development levy (SDL) Is a compulsory levy to fund training by companies.
The rate is 1% of a company’s total payroll and is
payable by employers that are registered with SARS for
employees' tax purposes and which have an annual
payroll of more than R500000 (R250000 before
1 August 2005).

Southern African Customs Union (SACU) An agreement that allows for the unrestricted flow of
goods and services, and the sharing of customs and
excise revenue between South Africa, Botswana,
Namibia, Lesotho and Swaziland.

Specific excise duty Is a tax on each unit of output or sale of goods,
unrelated to the value of the goods e.g. alcoholic
beverages or cigarettes.

Stamp duty Was levied on leases of fixed property and until
June 2008 on the registration of transfer of unlisted
marketable securities. This tax was abolished with
effect from 1 April 2009.

Standard Income Tax on Employees (SITE) Is a method that means employees who earn less than
a certain amount pay income tax as a full and final
liability on the information to the specific employer
thus SITE is not a separate type of tax.

Tax amnesty A period allowed by tax authorities during which
taxpayers who are outside the tax net, but should be
registered for tax purposes, can register for tax or
disclose previously unreported taxable income without
incurring penalties.

Tax base The aggregated value of income, sales or transactions
on which particular taxes are levied.

Tax on retirement funds (TRF) Was a tax levied on the gross interest, net rental and
foreign dividend income of retirement funds i.e.
pension, provident and retirement annuity funds. This
tax was abolished in 2007.
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For public finance comparison purposes, a country’s
tax burden or tax-to-GDP ratio is computed by taking
the total tax payments for a particular fiscal year as a
fraction or percentage of the GDP for that year.

In terms of the System of National Accounts (SNA), tax
revenue is defined as “a compulsory, unrequited
payment to government”.

Is the 12-month period for which tax is calculated. For
individuals it starts on 1 March and ends at the end of
February the following year, and for companies it is
normally the financial year of the company for financial
reporting purposes.

Refers to the income of an individual or a company
which is subject to tax. This is not the same as actual
income, since deductions may be claimed such as
medical expenses in the case of individuals or
depreciation, in the case of companies.

Is the duty payable by individuals when they acquire
property at the rate of 5% of the value above R500 000
and at 8% of the value exceeding R1 million. When
property is acquired by a person other than an
individual, such as a company or trust, transfer duty is
payable at a rate of 8% of the value.

Is a simple tax that was introduced for small businesses
with a turnover not exceeding R1 million per annum.
The objective is to reduce the tax compliance and
administrative burden by simplifying and reducing the
number of returns that have to be filed. This tax was
introduced with effect from 1 March 2009.

See Securities transfer tax.

Is levied at a standard rate of 14% on most goods and
services subject to certain exemptions, exceptions and
zero-ratings, provided for in the Value-Added Tax Act
(1991). VAT is levied on the supply of all goods and
services rendered by registered vendors. VAT is also
levied on the importation of goods and services into
South Africa.
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