Katz Commission Report into Taxation

FINAL DRAFT REPORT OF THE JOINT STANDING COMMITTEE ON FINANCE ON
THE THIRD INTERIM REPORT OF THE KATZ COMMISSION OF INQUIRY INTO
TAXATION

The Joint Standing Committee on Finance (JSCOF), having examined and considered the Third Interim
Report of the Commission of Inquiry into Certain Aspects of the Tax Structure of South Africa (the third
Kaz Report), and after having considered public responses to the Report and having discussed them in
Committee, begsto report asfollows:

1. INTRODUCTION

Taxation commands agreat ded of public interest insofar asit affects dl people aswdl asdl private and
public ingtitutions that earn or spend money. It was therefore with serious intent that the JISCOF responded
to the Minigter of Finance's request to Parliament, made in terms of Rule 66(2) on 15 December 1995, that
the Third Katz Report be referred to the Committee for consideration and report.

The deadline set by the Department of Finance for submission of the report of the JSCOF was 31 January,
1996. This imposed severe limitations on the time afforded the public to comment. It dso meant that the
JSCOF found itsdlf in asmilar position to that of last year, when it had to dedl with the First Katz Report
under smilar time congraints. Ensuring avallability of the Report to the wider public, and in particular to
interested individuas, organisations and ingtitutions who had aready begun their annua Christmas holidays,
proved to be extremely difficult.

Through advertisements placed in the country's mgor newspapers and financia publications, and through
many direct approaches to key interest groups, the JSCOF received alarge number of written submissions.
Ord evidence was a so presented at public hearings conducted in mid-January, 1996.

A concentrated exchange of views with arange of experts before the formal hearings enabled members of
the JSCOF to interact confidently with the public, and to rdate to virtudly al the technical considerations
contained in the Report.

While there was a substantial public response, the JISCOF remains conscious of the fact that there was a
skweing in the number of submissions received in favour of larger inditutions with particular vested interests.
Given this Stuation efforts were made to obtain dternative views from within broader society. This report
aso makes anumber of recommendations for broadening participation in future hearings on tax matters.

Notwithstanding the above considerations and the limited resources at its disposdl, the JISCOF has
endeavoured to represent the public and nationa interest fairly and fully. The Committee's report will now
be tabled in Parliament, and hopefully form the subject of a debate.

The JSCOF wishes to record its indebtedness to an impressive array of economic and tax experts for their
time, contributions and thoughtful arguments. Sincere thanks go to Messers Marius van Blerck, Anthony
Chait, Des Kruger, David Clegg and Nico Czypionka.

The perspectives and contributions made by members of the Katz Commission and by the Commissioner
for Inland Revenue were invaluable. Our sincere gppreciation to Commissioners Katz, de V' Graaff, Davis,
Loots and Du Toit, as well asto Sub-Committee member Garth Griffin, not leest for their availability
throughout the ord hearings to engage with debate with witnesses.
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The Ad-Hoc Secretariat, comprising Suzanne Tavill, Shdly Kilzer, Amanda Wright and Avron Marcus, dl
find year business science students from UCT, provided an added dimension of proficiency to the
proceedings.

But above al, the JISCOF expresses its gppreciation to those individuas, ingtitutions and organisations who
gave of their valuable time and effort to place their considered views before the Committee.

The comments and recommendations contained herein represents the consensus reached among the parties
who participated in the JSCOF's consideration of the Third Interim Report of the Commission of Inquiry
into Certain Aspects of the Tax Structure of South Africa - the Third Katz Report.

2. OVERVIEW OF TAX REFORM

With the formalised process of tax reform under way since mid-1994, the JSCOF fdlt it necessary to look
beyond the specific issues reported on in the Report under consideration, and to consider a brief gppraisa
of the overall reform process to date.

Trying to achieve the gods of strong and sustainable economic growth, devel opment and meaningful
dleviaion of poverty in atime of increasing internationa economic competitivenessis adaunting chalenge
for any country. Amongst any government's policy options are various fisca instruments, of which taxation
isone of the mogt influentid. Reform of tax systems, and of tax sructures within those systems, has
therefore become a necessary pursuit for countries with such godsin mind.

South Africa, as a patently obvious case for comprehensive tax reform, has in addition to make other social
and economic-related correctionsto its tax system as necessitated by democratic trangtion. With an
gopreciation of this, and with lessons that can be drawn from an abundance of internationa tax reform
experience, South Africa has determinedly embarked upon a multitude of initiatives through the work of the
Katz Commisson.

In conducting this overview, the JISCOF hasfirg satisfied itself as to the appropriateness of the detailed tax
reform mandate given to the Commission by the Minigtry of Finance. Here, notwithstanding a certain
sdectivity of tax issues specified, it is clear to the JISCOF that the Commission has been given sufficiently
wide scope to look into and recommend reformsin any area of the tax system.

The JSCOF dso finds the various sets of parameters the Commission laid down for itself a the start of the
journey (First Report, Chapter One) to be comprehensive in terms of adherence to internationdly
established criteria necessary for amodern tax system - one that is respongve to economic and
S0Ci0-economic imperatives,

Tracing progress from these points of departure to the completion of its Third Report, the JSCOF
recognises that the Commission has closely followed itsitemised mandate, dthough it has been added to
from time to time by the Minister of Finance. Each item listed has received some attention, with some now
being investigated in greater detail. Across the range of these issuesit can be seen that the Commission has
generdly remained true to the canons of taxation desirable for a good tax system. Equity, neutrality,
amplicity, efficiency, etc. are precepts that the Commission has consgstently tried to accommodate.
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Desrable characteridtics of the actud tax types have dso remained foca to the Commission asit has sought
to broaden bases and optimise rates and yield. Less apparent, however, are the Commission's assertions
towards economic growth, where stimulatory concessions and incentives generaly lose out to a somewhat
purist averson to dlowing digortionsin the system.

It is on the issue of balancing reform priorities that the JISCOF and members of the interested public
experience difficulties when trying to understand the overdl nature and extent of the reform process thusfar.
Thisin turn makesit difficult to monitor and evauate.

The process seems to have become rather fragmented with an increasing number of issues referred for
further investigation, as well as the number of new and tangenta issues that have arisen. There gppearsto
be alack of guidance asto priorities, and hence an apparent loss of integration and balance of issuesin a
logical sequence and pattern. Nor is there a sense of time frame within which the reform process might be
completed.

In the Commission's First Report (1.1.4) and Third Report (2.1.2) it recognised the need for "a
comprehensve and systematic framework for tax reform in South Africa: (2.2.1). The Commission has,
however, dso argued a compdlling case that it needs to engage with the issues of the day. The "incrementd”
approach to tax reform which the Commission cals for is acceptable in principle, but the link between the
specific proposas and the bigger pictureis not aways dear. There is aneed to avoid the" incrementa”
gpproach becoming "piecemed”, leaving uncertainties as to where the processis, whereit is going and
when it might get there.

A consderable number of the Commission's recommendations have been effectively implemented.

However, it would appear that there is a considerable body of work that, for various reasons, has not
shown practica results. When attempting to follow the issues the Commission deals with arising from its
mandate to their becoming legidated and implemented, the JISCOF notes that a number are not acted upon.
It appears that through the absence of the necessary "big plan” there seems to be an inability
comprehensively to consider possible consequences and to baance and integrate different facets of thinking
emerging from the Commission's investigatory work. There is a danger that issues drift off into the realm of
abdtraction or uncertainty, earmarked as requiring further investigation at some unspecified time.

The JSCOF urges that while the necessary framework is being established the Commission consider
mapping out a generd drategic plan, if possible as a diagrammeatic flow chart with acritica path dimension,
that they intend following. This should be done to indicate how the planned reform measures across the
various tax areas should develop and promote the overdl god of reform. It would be necessary to
juxtapose thiswith issues such as

* dataon the overall tax burden;

* the digribution of this burden;

* the broadening of the tax base;

* the optimisation of tax yieds,
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* the shift in the direct and indirect mix, and the impact of specific proposas on the overdl progressivity of
the tax system;

* the amplification of the system;
* the integration of reforms across the system; and
* the handling of conflicting objectives in this broader andytic context.

It should also be able to register if the process has become bogged down by unresolved issues or the
absence of decisons or implementation.

Consderable uncertainty could be tempered by documenting the planning, progress and management of this
difficult, large and complex tax reform exercise.

3. GENERAL REMARKS AND RECOMMENDATIONS

While each chapter will be dedt with, issues arose that require attention or upon -which the Committee has
arecommendation to make, but which do not relate to specific chapters. These include:

Per ceptions of Taxation

Perceptions of taxation need to be addressed in a clear, strategic communication programme. The JSCOF
holds the view that tax collection is not to be perceived of as "damaging” to the economy. Rather, tax is
collected in order to raise revenue to:

(8) assst economic growth and development; and

(b) fund the socio-economic programmes carried out as part of the redistributive function of government.
The JSCOF therefore recommends:

* aconddered, far-reaching communications campaign that will help build tax mordity and an
understanding of rights, obligations and of how revenue raised is used. Such a campaign should dsoraise
the awareness of the full range of taxes;

* that reports such as the one under consideration should be made widdy available in popular form
smultaneoudy in order to ensure greater availability and accessability;

* far greater co-ordination between departments when determining their policy priorities and the tax
authorities to avoid contradictions;

* that while welcoming the fixing of aceling for the tax burden as a percentage of GDP, further evauation
be done of the 25% rate set, and the economic implications of higher or lower rates;

* aclear satement be issued on our policy and principles with regard to how taxation is weighted in South
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Africaand why;

* that the principle be accepted that the source of taxation should not determine who benefits from public
spending or vice verse.

Release of the Third Report

The JSCOF expressed its grave concern about the mandate, scheduling and time of release of the Third
Report. The JISCOF fully accept that the First Report had severe time congtraints related to budgetary
meatters given the need to meet the condtitutiona requirements relating to gender and marital status.
However, a holistic gpproach to tax reform cannot be driven by budget day deadlines. Furthermore, the
release of areport with such far-reaching implications on 15 December, when the whole country artsits
holiday, with a three-week deedline within which to comment, makes meaningful public participation
virtudly impossible. Thisis a disservice to the Report and to Parliamentary commitment u public

participation.
The JSCOF recommends that:
* the mandate for the remaining work of the Commission be clearly set out;

* as the more urgent aspects of the work are completed they be released for comment rather than waiting
for one comprehensive report;

* acomprehengve fina report be tabled by June 1998.
Furthermore:

* the Katz Commission will need to closely examine the tax implications of the new conditution onceit is
adopted;

* the Commission should dso pay urgent atention to likdy tax implications of any move towards removing
exchange controls,

* congderation should be given to organising workshops a which future reports of the Commission are
presented to a broad range of organisations and interest groups to assist them in formulating their own
views and positions. This could help to broaden the representation before the JISCOF in subsequent
hearings.

Comprehengve overhaul and consolidation of the Income Tax Act

The Income Tax Act has not been overhauled or consolidated for amost 30 years. As anew Revenue
Service is established, new people will join the team. It is essentia for the Act to be completely reworked
and made more ble.

The JSCOF recommends that:

* agpecid team, to work closdaly with the CIR/SARS, be established by the Department of Finance to
undertake such arewrite, in plain language, and focusing on streamlining and consolidation. A programme
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of work and an outline of approach to achieve this should be presented to the JSCOF by June, 1996.
Interaction with and Responsibility of the FF.
Repeated concerns were raised about referra of tax issuesto different structures and the resulting delays.
An example of thiswould be the Katz Commission looking at Regiond Service Councils levies only to
include in their recommendetion that this matter be referred to the Finance and Fiscd Commission. A

broader concern is the uncertainty arising around taxation and the provinces, for instance the role of the FF.
with regard to taxation on gambling, user charges where gpplicable, etc.

The JSCOF recommends that:
* the Commission ensures effective consultation with the FF.;

* the uncertainty and tendons arisng among provinces and with the centrd government regarding
investment incentives and tiers of taxation and the principles and powers be urgently clarified.

Adminigtration of Inland Revenue and Customs and Excise

Thefirs Katz Report dedt primarily with the urgent need for fundamenta reform in both Inland Revenue
and Customs and Excise. It clearly stated that unless administration became more effective al other
recommendations would be rendered futile. The past year has seen a continued decline in the efficiency of
both offices with a further loss of skilled personnd and consequent decline in effective tax collection or the
adminigration of customs regulations. The practicd Stuation gravely impacts on our economy and the tax
mordlity of the country.

The JSCOF noted the planned establishment of the new South African Revenue Service on 1 April, 1996.
The hearings reviewing this process expressed concern at the length of time taken to reach this point, but
welcomed the steps being taken

Mindful of the negative climate prevailing in the existing services, and the enormous task involved in
establishing the new service, the JISCOF noted:

* the clear perspectives and outline of the change management required expressed by the head of the task
team;

* the extent of the reform necessary to ensure effectiveness,

* the need to determine the legd framework and draft the gppropriate legidation;

* the imperative of harnessing expertise, including internationd assstance;

* the management plan, including recruitment of skilled staff, provision of training and equipment;

* the public commitment of the PSC to greater autonomy and an approach that focused on maintaining
basic guiddines and effective monitoring and reporting.

The JSCOF nevertheless expresses its serious concern regarding:
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* when the intended reforms will result in increased efficiency and effectiveness;

* that the staff recruitment under way appears to be for al available posts, and does not concentrate on
getting key personnd in place quickly;

* the possible contradictions and tensons arising from recruiting new personne into existing services while
the services Structure, objectives and culture are in the process of fundamental change;

* the low morde of the existing g&ff;
* the absence of time frames in which to ded with the existing backlogs.
The JSCOF therefore recommends:

* the Cabinet, Department of Finance and the Public Service Commission finalise the lega framework and
complete the draft legidation as a priority;

* that expertise in change management be brought in to assst in changing prevailing negetive attitudes
* that activity andyss and the cost of activities be completed as soon as possble;

* that while dl vacancies have been advertised, staff recruitment be differentiated and the applications for
posts of 8 chief directors and 20 directors be processed with immediate effect; * afull progress report be
presented to a hearing of the JSCOF before the presentation of the Budget on 13 March, 1996.

* the criteria and selection process of the new Board of Directors for SARS be subject to public comment
prior to appointment.

* that consideration be given to requesting the Katz Commission to evauate progress to date and assess
the degree to which the measures under way meet the concerns on tax adminidtration raised in itsfirst

Report;

* the Minigter of Finance ensure a comprehensive communication strategy for both the launch and the new
approach of SARS.

Assessment of the Tax Amnesty

The JSCOF received an evauation of the Tax Amnesty as recommended in the First Katz Report. While

the CIR regarded it as the most effective amnesty to date, it is clear that the objective of bringing more tax
payers into the system has had limited success. The question of writing off of capitd aswell asinterest and
pendties for smal black business was raised by NAFCOC during the hearings.

The Committee noted the difficulties raised, including:

* that the amnesty was too redtrictive and did not facilitate entry into the tax system by smal black
businesses which had outstanding tax obligations, including capitd, interest and pendlties;
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* the inability of the CIR to follow up issues,

* weakness in the communication strategy and insufficient attention to education of the taxpayer;

* the low tax understanding accompanied by lack of accounting skills among those targeted by the amnesty.
The JSCOF recommends that:

* the amnesty in its present form should not be extended;

* the new SARS and the Department of Trade and Industry Specid Unit unit to establish smdl and medium
enterprises develop a comprehensive tax strategy to reach small business,

* a partnership between SARS and business be formed to reach small and micro enterprisesto assist with
tax matters, aswell asto provide and bring them into the tax regime, support services and assstance;

* the regulations introduced in March 1994 that interest and penalties be paid prior to principa be
reviewed, and that consultation be held on this maiter with the Office of the Auditor Generd,;

* those who, as part of the amnesty procedure, applied to pay the principa amount but withdrew when
confronted with the demand to first pay capitaised interest, be contacted and efforts made to facilitate
payment of the principal deb;

* the Department of Finance, together with the CIR, continue discussions with representatives of business
to find a solution to the outstanding problems raised with regard to the impact on smal business and the
implications for government's SMME strategy; and

* the new SARS have an effective, postive outreach programme to reach individuals and smal business il
outside the net;

* every effort be made to solicit advice on acontinuing basis from members of the public on how tax
collections can be tightened up.

Targeting Poverty

The JSCOF heard a number of submissions, and comments which were made during other hearings, that
address the question of poverty and income inequality in our society.

Proposas made in the hearings and written submissons, include that:

* The old age rebate be scrapped, aong with the means test, so that al people who reach the age to quaify
for apendon receive one. This measure would certainly improve the conditions of pengoners with low
income but who do not qudify in terms of the means test. It would also reduce the bureaucracy required for
adminigtration and reduce the sgnificant delays in the payment of pensions to new pensioners who do
quaify in terms of the meanstest. The cost to the fiscus should be investigated;

* The pensions of tax payers over the age of 75 be tax-exempt;

Page 8



Katz Commission Report into Taxation

* Gregter attention be paid to making more gender aware policy decisons, particularly aswomen
predominate among the poor and there are clear inequalities between women and men in terms of income,
and the manner in which thisincome is earned;

* Submissions were made on behaf of non-profit making NGOs to broaden the loca donor base for
development NGOs using the tax system, affording them tax exempt satus.

4. TOWARDS A GUIDING FRAMEWORK - CHAPTER 2

RECOMMENDATIONS OF THE KATZ REPORT

2.8.1 The commitment of the Government to avoiding increases in the present percentage of nationa and
provincia tax revenue to GDP of about 25% is supported [para. 2.3.9.]

2.8.2 The question of VAT reform should be further investigated, both with respect to an increase in the
standard rate and a narrowing of the set of zero-rated items. The scope for appropriate poverty relief to
accompany VAT reform should be evauated [para. 2.4.6]

2.8.3 The rdationship between income tax reform and income distribution should be examined further,
including issues such asin para2.5.2" Internationdly, persond income tax reform has focused in recent
decades on reducing the distortionary effects and thus the overal burden of tax, while continuing to raise a
ggnificant share of revenue. Objectives of reform have included:

(8 broadening the base by removing or limiting deductions, exemptions and other preferences,

(b) reducing the gradation of the margind tax schedule;

(¢) reducing the number of margind rate brackets;

(d) reducing the maximum margind rete;

(e) raising the tax threshold, thereby removing lower income taxpayer from the register enhancing
progessivity and smplifying adminigration; and

(f) adjusting brackets, credits, standard deductions and other nominal amounts for inflation.

2.8.4 A stepwise or incrementa approach to tax reform is recommended, rather than a comprehensive tax
reform introduced in one package. The development of an explicit trangtion strategy, including
improvements in tax adminigtration, should be undertaken as an important foundation for thisincrementa
approach (para2.7.1,2.7.3-4)

PUBLIC SUBMISSIONS ON THE KATZ REPORT:
A number of submissions recommended a multi-tier VAT system, where luxury goods were taxed & a

higher rate than staple consumption goods. Concern was expressed over administration's capacity for such
aproject. Many submissions commented on the regressive nature of VAT and hence the continuation of
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zero-rating was supported until poverty relief programmes could be implemented.
RECOMMENDATIONS OF THE JSCOF:
The recommendations 2.8.1 to 2.8.4 are broadly supported with the addition that:

* the impact on the wider economy of maintaining atax level of 25% of GDP, and how this figure was
determined, be investigated;

* the principle be accepted that there be no move towards targeted relief as an alternative to zero-rating
basic necessities until there is certainty that effective ddivery structures with widespread acceptance arein
place and that such a move enjoys wide support in the community at large. Thisis clearly not the case at
present. The JSCOF therefore recommends that there be no remova of zero-rated items at present;

* while acknowledging the comparative wideness of the current VAT base, further investigation to seek out
remaining possibilities for extending the VAT system to cover areas not currently subject to VAT is
recommended;

* mechanisms be established to dlow afuller debate on the desirability or otherwise on introducing a
differentiated rate of VAT, including consderation of the administrative capacity necessary to make such a
system effective;

* an investigation be undertaken by the Commission into the benefits reaching the poor through VAT
zero-rating, including an analysis of price escaation of zero-rated goods compared with goods on which
VAT isimposed at the standard rate;

* ways to enhance progressvity in the system, including raising the tax threshold and further adjusting
brackets for fisca drag, be investigated as part of an holistic gpproach to tax reform; * regressve taxesin
an unequal society must take the inequdities between women and men into account, as women are more
likely to benefit from zero-reting;

* an evauation be made of revenue forfeited through zero-rating vis-avis the benefits of targeting poverty
and development programmes through the use of such revenue.

5. DEDICATED TAXES AND USER CHARGES - CHAPTER 3
RECOMMENDATIONS OF THE KATZ REPORT:

3.9.1. The Commission recommends that the earmarking of genera tax revenues, including income taxes,
the value added tax and customs duties, should be avoided With regard to those excise taxes which can
advantageoudy be assigned to particular departments or programmes, caution should be exercised, taking
account of the issues noted in paragraph 3.3.6. Apart from other consderations, further eearmarking of
specific taxes should not be consdered until a satisfactory system of intergovernmentad financid transfersis
in place and provinces have devel oped sound revenue bases.

3.9.2 The Department of Finance should submit to Parliament at the time of the annua budget a Satement
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of estimated consolidated revenue and expenditure of de entire general government sector, including
extra-budgetary funds and agencies.

3.9.3 The financing of the Multilaterd Motor Vehicle Accident Fund by means of an earmarked fud levy
should be reviewed.

3.9.4. Condderation should be given to the assgnment of a percentage of the fud levy to road construction
and maintenance within the broader budget process.

3.9.5 The introduction of a graduate tax was not supported.

3.9.6 In determining policies regarding user charges for publicly provided services, explicit assessment
should be undertaken of the interaction of fee schedules with the structure and incidence of taxation.

3.9.7 The assgnment of user charges to the ingtitutions respongible for providing associated public services
is favoured, where such charges represent cost recovery, fully or in part, rather than their gppropriation as
generd or provincid revenue.

PUBLIC SUBMISSIONS:

Public submissionsindicated that user charges should not be levied on services of a public nature required
by the State, but rather on trading and economic services. A general warning wasto bear in mind the
exiging tax burden when levying individua taxes, so as not to increase the dready high tax burden on
individuals. There was great support for the recommendation that further dedicated taxes should not be
introduced, so that most dlocations are intra-budget. It was brought to light that a progressive tax should
only be levied under one comprehengve system. Severd individua progressve taxes may have a
compound regressive effect.

RECOMMENDATIONS OF JSCOF:

The recommendations of the Report are broadly supported including that there be no introduction of atax
on university graduates. In addition:

* the Department of Finance should provide a time frame within which recommendation 3.9.2 could be
given effect;

* given the extent of the debt burden of the Multilateral Motor Vehicle

Accident Fund both the Departments of Finance and Transport must ensure such areview takes place
urgently;

* the Department of Finance speedily investigate what ingtitutions could operate user charges, and
determine the policy within which such charges should be imposed, prior to any such introduction. The FF.
should be conferred with regarding possible imposition of provincia charges,

* before imposing user charges, careful analys's should be undertaken to ensure that individua progressive
taxes do not have a compound regressive effect;
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* user charges be examined to prevent discrimination againgt women and girl children, for examplein
education.

6. LAND TAX-CHAPTER 4

RECOMMENDATIONS OF THE KATZ REPORT

The Commisson beievesthat thereisno reason in principle why arurd land tax at local government level
should not be given serious condderation. Thereis sufficient internationa experience with the
implementation of such atax, and its implementation will not represent anew tax in South Africa

The Commission's Sub-Committee investigated the possibility of a nationa tax on agricultura land. Dueto
the findings, the Commission does not recommend a nationa land tax in the short to medium term.

18.13 The Commission believes that there is sufficient evidence to judtify the possible implementation of a
rural land tax at local government level, but that further investigation be undertaken to ascertain the merits of
alocd levd land tax and to ensure that, if introduced, the implementation of such atax should not have
undesirable digtorting effects.

Theissueswhich in particular, require further investigation include the following:

a) whether the envisaged benefits of alocd leve rurd land tax will actudly arise;

b) what the proper roles are of the nationd and provincia governments with regard to aloca level rurd
land tax;

) what the contents are of the framework within which the proposed tax should be implemented;

d) what the factors are that should be taken into account to ensure that, from an adminigrative point of
view, the envisaged tax operates properly, including the definition of atax base, the identification of the
party liable for the tax, the assessment of taxable value, the tax rate, aswell as the gppropriate exemptions,
tax relief, adminigtration, collection and enforcement;

€) the rationship between the proposed land tax and other revenues, including, more particularly, RSC
levies, as well as the rdationship between the tax and fiscal trandfers,

f) whether the envisaged tax should be regarded as a net addition to the tax burden or whether it should
replace other existing revenues, and

g) theways in which such atax could be linked to urban loca tax systems, including co-operation in the
implementation of vauation methods and ways of using the tax to smooth the urban-rurd interface in South
Africa

PUBLIC SUBMISSIONS ON THE KATZ REPORT

Property taxes need to be unified and gpply to al land in urban, rural and communa aress relative to their
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demand for and consumption of services.

There was concern that the commission confined its investigation to rurd land and has therefore excluded,
among others, urban land, minerds and precious metds, fishing, water and communications.

The mining industry in particular is opposed to the implementation of aland tax because it could act asa
barrier to entry to new land owners, its revenue railsing potentid is relaively low due to high collection
cods, redidribution through aland tax system has been proved unsuccessful and its high adminigrative
demands. Others held that any land tax, irrespective of the level, must take into account of new entrants to
farming, poor market support for black farmers and the lack of financia support.

If aland tax were to be implemented, due consderation and adjustments must be made to taxes such as
RSC levies, income taxes, transfer duty, donations tax, estate duty, VAT and agricultural taxesin generd. It
was strongly felt that aland tax implemented a aloca level should benefit the local level. Determination of
land vaue would dways have a measure of subjectivity and potentia for corruption. Urban land vauation
should be revised to anational standard and rura vauation brought in.

RECOMMENDATIONS OF JSCOF:

The JSCOF concurs with the essence of the recommendations of the Commission that further work be
done as outlined above. Substantial public comment was received on the proposals. The JSCOF therefore
recommends that: provincid and loca investigations into rating and taxing systems, including the trestment
of agricultura land, be evauated as part of the ongoing work of the Commission or perhaps the FF.; the
public comments received form part of the proposed further investigations, including direct contact with the
authors where possible; in further investigation sengtivity be shown with regard to vauation methods,
possible production distortions and the possible impact on the large number of margind farms; the
practicdities of implementing aland tax be explored.

7. REGIONAL SERVICE COUNCIL LEVIES - CHAPTER 5
RECOMMENDATIONS PROM THE KATZ REPORT

18.14) Regiond Services Council levies should be investigated as a matter of priority by the Financia and
Fiscd Commisson who should liaise with the Commission in this métter, particularly with aview to ensuring
that any continuation of such leviesfits within the holistic framework for taxation as recommended by the
Commission.

PUBLIC SUBMISSIONS ON THE KATZ REPORT

Responses, regarding this chapter, were received mainly from large ingtitutions which were opposed to any
tax not based on profits. RSC levies are based on turnover and thus directly increase cogts. This, in turn,
affects the viahilities of businesses operating as price takers, unable to pass this increase on to their
customers. An example of such abusiness are the mines. There was strong opposition to the view that
taxes of any kind should be collected by means of private agents, operating on a commission basis, for the
following reasons.
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* private agents are not bound by the secrecy provision of the Income Tax Act
* collecting taxes on a commisson basis could lead to unscrupulous tactics, and

* the payment of commission reduces revenue which may have to be funded by means of anincreasein
rates

RECOMMENDATIONS OF JSCOF

The recommendation is supported, with the addition that: the current practices of RSC levy collection be
urgently investigated and an immediate prohibition be placed on the use of private agents or tax collection
on acommission bassin order to prevent abuse; an evauation be made of how effectively and efficiently
these levies are currently being allocated and their appropriateness to the new loca government system. the
FF. should investigate the concerns raised as a priority. the ditortionary effects on other areas of taxation
and the possible disncentive that could arise from increased rates of such levies, needs to be borne in mind.

8. CAPITAL GAINSTAXES - CHAPTER 6
RECOMMENDATIONS OF THE KATZ REPORT

6.7.1 The commission recommends that, by reason of the lack of capacity on the part of the tax
adminigration, there should not be a capital gainstax in South Africaa this stage. When restructuring tax
adminigration has been completed in line with the Commission's recommendations in its first report, the
contentions for and againgt a possible introduction of this tax and its suitability for South Africa should be
revisited and cognisance should be undertaken of the considerations set out in this Chapter [para 6.6.2;
6.6.4]

6.7.2 If a any timein the future it is decided that a capital gains tax should be implemented in South Africa,
then the date on which the tax isintroduced should be designated as the "benchmark date’ and al assets
owned by taxpayers a that date should have a value assigned, being the market value on that date.

This recommendation is necessary in the opinion of the Commission to promote certainty and thereby to
alay concerns on the part of prospective investors both local and foreign. [para 6.3.11-12]

PUBLIC SUBMISSIONS ON THE KATZ REPORT

Support was expressed for the proposal that Capital Gains tax not be implemented. Many submissons
commented on Inland Revenuesinability to administer the collection of such atax, the problems of
vauation and resultant smal yield.

RECOMMENDATIONS OF JSCOF-:

The Commission's report does not dedl conclusively with the question of Capital Gains tax, perpetuating
uncertainty. Aware of the reluctance at a recent conference of the Commonwedth Association of Tax

Adminigrators to advocate a capita gains tax in countries that had not dready ingtituted them, the JISCOF
recommends that:
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* the present weakness of Inland Revenue to adminigter this or any other tax should not form the basis of
an in-principle decison whether or not to impose such atax, but rather act as a spur to address the
problems of adminigtration;

* the subgtantive arguments for or againgt imposing such atax should be the determining factors;

* no capitd gainstax be imposed at this stage; and

* the principle of a benchmark date is fully endorsed.

9. CAPITAL TAXES- CHAPTER 7

RECOMMENDATIONS OF THE KATZ REPORT

7.4.1 The commission supports the principle of a capital transfer tax, which would encompass the present
edate duty and donations tax. Thisisamatter to which the Commission will return in afuture report. [para
7.1.12]

PUBLIC SUBMISSIONS ON THE KATZ REPORT

There were limited comments on thisissue. Of those received, some suggested that the exempt amount
under estate duty be increased to account for inflation, while others suggested an increase of the rate.
Comments again cdled for the Commission to dedl conclusively with the matter of capita transfer tax,
appealing for adecison to be made with regard to the rate and level of any rebate so E to remove the
prevaling uncertainty.

RECOMMENDATIONS OF JSCOF:

The Commisson's motivation for recommending further investigation into atax on capita trandfers arising
from gifts or deceased edtatesis an atempt to achieve vertical equity, and consolidate two existing forms of
taxation. Every effort should be made to ensure that decisions are taken to provide certainty. The JSCOF
recommends further investigation into the subject with specid reference to:

* adminigtrative cogts vis-a-vis yied,

* flat versus margind retes;

* possible effects on unit trusts and individuals, on savings and capita accumulation and the micro- and
macro-economic implications,

* any capitd transfer or other "wedlth” tax should be set a arate that would not be perceived of as
"punitive’.

* the detailed invedtigation dready completed by the CIR should inform this further investigation; and
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* the implications of the prevailing threshold and the rate of death duties be evauated, taking into account
internationa comparisons;

* in the interim, the Minigter of Finance should consider whether an adjustment is required to the threshold,
aswdl asto the current rate of 15%.

10. RETIREMENT FUND TAXATION - CHAPTER 8

SUMMARY PRECIS

The present system under which retirement fund contributions and the income of retirement funds are
exempt, white payments to pensioners are taxed - the EET system - undermines the integrity of the tax
system, resultsin amgor loss of revenue, and creates opportunities for tax sheltering and arbitrage. A new
system in which exemptions are alowed to encourage provision for retirement, but in which the build up of
retirement funds and pensions are taxed - EET - is proposed instead.

RECOMMENDATIONS OF THE KATZ REPORT

Contribution Deductibility 8.14.1) Theideaof "capping” Rand values of deductible contributions should not
be pursued. Deductible contributions should be limited to 15 per cent of aggregate remuneration in respect
of employers and 7,5 per cent of taxable income in respect of employees. [paras. 8.7.1; 8.7.6]

8.14.2) Separate deductibility limits should be set for benefit funds and Medica

Aid arrangements. [para. 8.7.10]

8.14.3) A basis should be etablished for, limiting the scale of benefits that can be offered by defined
benefit funds. [para. 8.7.7]

8.14.4) As part of an employerstax return, a schedule should be required in support of any claim for
retirement fund contribution and in which details are disclosed of:

(8 the name of the retirement fund and its regidtration number;
(b) total members remuneration over the year;

(¢) members contribution; and

(d) employers contributions. [para. 8.7.9(b)]

8.14.5) Smultaneous membership by an employee of more than one approved fund offered by his or her
employer should be disalowed. [para. 8.7.9(C)]

8.14.6) The feadhility of alowing baance of cost™ schemes to be recognised should be investigated. [para.
8,7,9(d)]
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Taxation of Fund Income 8.14.7) It is recommended that approved funds be taxed on interest, rental and
other "trading” income ("'fund taxable income") a aflat rate of 30 per cent. [para. 8.84]

8.14.8) Exigting "pensioner funds should be given the option to convert from the "old" to the "new" regime.
[para. 8.8.7]

8.14.9) Thetaxation of income accruing to Medica Aids and other benefit funds should be further
investigated. [para. 8.8.9]

Taxation of Benefits

8.14.10) Within each retirement fund that pays penson annuities to retired members, it is proposed that a
"pensioner fund" be formed to hold assets backing the ligbilities in respect of pensoners. [para. 8.9.3]

8.14.11) It isrecommended that a value be determined of al benefits deemed to accrue on death or
retirement, whether lump sum or in the form of an annuity, and that tax at a progressive rate be determined
on this"capital sum" and that tax be paid at this stage. [para. 8.9.4]

8.14.12) In arriving at the taxable amount of the "capita sum", the following deductions should be alowed:
(& onwithdrawa from a Fund: R2000;

(b) on deeth or retirement: where A equas the amount from the capital sum gpplied to purchase an annuity,
the sum of:

(i) R50 000;

(i) the lesser of A and R120 000; and

(iii) provided A is greater than R120 000, the lesser of R210 000 and 50 per cent of (A-120 000);
subject to the overdl limit if the capital sum. [para. 8.9.10]

8.14.13) The monetary amounts and schedules to be used in determining the taxable amount and the tax
due should be regularly reviewed. [para. 8.9.8]

8.14.14) Congderation should be given to establishing minimum criteriain terms of which penson annuities
will qualify for the deduction envisaged. [para. 8.9.11]

8.14.15) The taxable amount arising from the net "capital sum" should be taxed according to the following
schedules, the rates to be applied to that part of the taxable amount that falls within each band, without any
offset againgt any other losses of the taxpayer:

Tax Rete

Withdrawal

Desth and Retirement

15%
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Lessthan R25 000
Less Than R150 000

25%

R25 000 to R75 000
R150 000 to R450 000
35%

R75 000 to R125000
R450 000 to R750 000
45%

More than R125 000
More than R750 000

[para. 8.9.15]

8.14.16) There should be a convention for the sequence to be used to alocate the tax liability to different
parts of the"capitd sum”, asfollows.

() firgt, any lump sum in excess of R50 000;

(b) second, that portion of the capitad sum to be applied to the purchase of the annuity (A), up to a
maximum of 25 per cent of A;

() third, the first R50 000 of the lump sum;

(d) fourth, the balance of the purchase price of the annuity. [para. 8.9.17]

8.14.17) Pension annuities should be payable free of tax in the hands of the pensioner once tax ispaid on
the "capitd sum™ and income of the fund has been subject to tax. To the extent that isimpractical to move
exiging pengoners onto the new bagis, old funds should be closed to further contributions and would retain
their "untaxed" status and pensions paid would remain taxable in the hands of recipients. [para. 8.9.19;
8.9.21]

8.14.18) Lump sum payments on termination of service, including payments in repect of "deferred
compensation” arrangements, should be treated asif they were retirement benefits, and included in the
"capitd sum” for the purpose of determining tax liability. [para. 8.9.23]

8.14.19) The minimum age at which benefits paid on retrenchment are treated as retirement benefits for tax
purposes should be reduced from 55 to 50. [para. 8.9.24]

Equality between Private and Public Sector

8.14.20) Exemptions from tax of lump sum benefits payable from "funds established by law" should be
withdrawn. [para. 8.11.41

8.14.21) Accrued rights to exempt lump sum benefits should be recognised and determined by reference to
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the service of members up to the date of the change. Withdrawa benefits, unless transferred to another
approved fund, should be subject to normal tax scales. [para. 8.11.4; 8.11.6]

8.14.22) The commisson favours the same tax trestment of the income of public sector retirement funds as
it recommends for the private sector. If, on consderation, it is decided that certain public sector funds
should be exempted, such exemption should apply only to funds which by their nature have extensive
restrictions on their investment policies. Exemptions should be subject to gppropriate principles, explicit
application for exemption and publication by the commissioner for Inland Revenue of the names of exempt
schemes. [para, 8.11.7-8]

8.14.23) Public sector funds should comply with smilar limitations on deductible member contributions,
multiple membership and employer contribution rates as private sector funds. A framework should be
established for the control and monitoring of defined benefit fundsin the public sector. [para. 8.22.9]
Retirement Annuities

8.14.24) The maximum contribution rate to retirement annuities should be increased to 22.5 per cent of
taxable income. [para. 8.12.2]

8.14.25) Employed persons should be permitted to contribute the sum of 22.5 per cent of "non-retirement
funding income (as defined) and the difference between 7.5 per cent of "retirement funding (income and
alowable contributions to an occupationa fund to retirement annuities. [para. 8.12.3]

8.14.26) The rules determining acceptable benefits from retirement annuities should be amended to alow
for lump sum benefits, or equivaently, the full commutation of pension benefits. [para. 8.12.4]

Miscdlaneous

8.14.27) As part of agenera review of the legidation applicable to penson and provident funds, the
relevant tax legidation should be revised. The digtinction between pension and provident fundsin the
Income Tax Act should be abandoned in favour of referenceto " approved retirement funds'. [para
8.12.5]

8.14.28) The tax trestment of non-retirement benefit funds should be reviewed to ensure consstency with
the proposed treatment funds. [para. 8.12.6]

8.14.29) The registration and approva process for retirement funds should be rationalised. [para. 8.12.7]
RECOMMENDATIONS OF JSCOF:

Given the extent of debate, the number of submissons received and the diversity of argumentation, this
Chapter is dedlt with differently from the others.

The bulk of submissons received commented on the recommendations contained in Chapter 8. The
detailed submissions, virtudly dl from vested interestsin the retirement industry, will be submitted to the
Minister of Finance dong with this report.

There was extengve debate throughout the hearings on this matter, with views both for and againgt the core
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proposa, namely to changeto an EET system of taxation. There were also sharp differences of views about
the numbers used. The approach followed is one of trying to capture the essence of the arguments and
focus on the principles that need to be addressed, not the detail.

The Katz Commisson has presented a compelling argument, that was acknowledged in varying degreesin
many submissons made to the JISCOF, that the present system of taxation of retirement fundsisin need of
mgor overhaul . Among other things, the present arrangements.

treat pension and provident funds differently; treat private and public funds differently; encourages too high
an incidence of lump sum payments; provide a huge incentive to contractua savings (retirement industry
savings) at the expense of discretionary savings; dlow for Sgnificant tax arbitrage and sheltering, thus
undermining the integrity of corporate taxation; result in amassve deferrd of current revenue, which the
Commission estimates adds up to an annud loss of R 11 hillion (afigure disputed in various submissons);
and provides a mgjor incentive, the benefits of which accrue disproportionately to higher income earners
and to men.

The Commission has recommended that the present EET system be replaced by an ETT system, and has
aso put forward various proposals concerning limits (expressed as a percentage of earnings) to tax free
contributions to retirement funds by employees and employers, a 30% tax on interest, rental and other
"trading” income of retirement funds, and limits on tax free lump sumsthat can

be accessed on retirement. The Commission argues that these proposals would rectify many of the
deficiencies in the present system and be consstent with the overdl principles of holistic reform it has
argued for in dl itsreports. It dso maintained that its proposas would dter the distribution and form of
savings, whereby a greater incentive is given for lower and middle income earners. At the sametime, it
acknowledged that there are many issues which require further consideration and negotiation.

Many of the submissions made to the JSCOF, which came predominantly from within the retirement
industry itself, argued strongly againgt severa of the specific proposas. Some aso supported a retention of
amodified EET system, although others appeared to be prepared to accept amoveto ETT at alower rate
than the 30% rate of tax as proposed. COSATU and Fedsal aso expressed concern at the possible
reduction of benefitsto lower income pension fund members.

In essence, with the introduction of the four-funds approach, the 30% rate of tax is aready in place for
endowment policies owned by individuas.

Severd of the witnesses appearing before the JISCOF argued for a postponement of any decisonon a
move towards a new system until the Smith Committee report has been fully discussed and there was clarity
on government policy towards retirement in generd. The JSCOF does not support this, for the following
reasons.

It would lengthen the period of uncertainty in aStuation in which there is an urgent need for dlarity and
certainty; There would be no guarantee that it would lead to any greater consensus in circumstancesin
which powerful vested interests are at stake; The Katz Commission has taken account of severd of the
main recommendations of the Smith Committee. Its proposals were endorsed in evidence presented to the
JSCOF by witnesses and Commissioners who had aso served on the Smith Committee; The brief of the
Kaz Commission, as atax committeg, differs from that of the Smith Committee; and There is quite a broad
consensus on several matters of principle, and in particular on the need for reform.

Page 20



Katz Commission Report into Taxation

In order particularly to reduce the uncertainty and avoid an issue which has been pending for severd years
dragging out inordinately, the JISCOF recommends that government take an early decison on certain broad
matters of principle, and Smultaneoudy announces procedures for further negotiation on matters of detail.
The matters of principle on which an early decison could, in our view, be taken would include the following:

Pension and provident funds should be treated on the same basis, as should private and public funds;, While
government should continue to provide an incentive to taxpayers to provide for their retirement, there
should be neutrality between incentives for different forms of saving; The incentive to taxpayers to provide
for retirement should be weighed together with other priorities, and not be seen to be disproportiond. In
particular the opportunity cost of the estimated annud loss of revenue of R11 billion should be examined
holigticaly in the context of the overdl priorities of tax reform, and of expenditure; Thereisaneed to reform
the system to reduce opportunities for tax arbitrage and sheltering.

The Katz Commission has aso, in our view, put forward sufficient judtification for an early announcement
by government of acceptance of the principle of amoveto the ETT system. Further delay in taking such a
decison would lead to greater uncertainty.

Given perceptions that the recommendations could impact on the retirement benefits of lower income
earners, the JISCOF recommends that any such announcement be accompanied by a firm commitment to
reduce the overdl tax burden on individuals, especialy those in the lower income brackets. Thiswould dso
be consgtent with the principle of holitic reform.

Any change arisng as aresult would, of course, require new tax legidation. It isin the process of preparing
and presenting such legidation that matters of detail, could be further debated and discussed. This should
include discussions on the Smith Committee recommendations.

However, the taxation of the income build-up, the lump sum, and the monthly pension, aswell asthe
trangtiond arrangements and the wider economic Impact, should be investigated by the Department of
Finance. Such investigation should feed into the process of further discussion with dl interested parties. A
report on the results of thisinvestigation, aswell as on the progress of such discussions, should be tabled
before the JISCOF by no later than June 1996.

With regard to the Public Sector the JSCOF recommends that:

* government pronounces that al rights to which public sector employees at nationa, provincid and loca
leve, are entitled at the date of introduction of the new system continue to enjoy the benefits of the previous

dispension;

* that "pay asyou go" system be urgently investigated. The JISCOF heard evidence from awitness, who
aso served on the Smith Committee, express the view that amove towards a"pay asyou go" system of
payment of public sector pensions could dramaticaly reduce public debt service and

11. SECONDARY TAX ON COMPANIES AND DIVIDENDS - CHAPTER 9

RECOMMENDATIONS FROM THE KATZ REPORT
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Retention of the STC
18.49) The Secondary Tax on Companies should be retained &t thistime,
Further Investigation of the Imputation System

18.50) Movements towards some form of imputation system is favoured in principle. While the
adminidrative restructuring isin progress that will remove the practicd inhibitions to the kind of
comprehensve reform required for an imputation system, further research into aternatives should continue
and empirical evidence should be gathered as to how foreign systems are progressing with removing some
of the difficulties currently experienced with Smilar systems.

Reduction in the STC Rate

18.51) The Commission favours a substantia reduction in the STC rate from its present level, in order to
reduce the burden of the combined corporate tax rates and minimise the distorting effects of the STC.

STC on Foreign Branches

18.52) No branch tax should be introduced, but the current law should be amended formally to remove the
STC obligation on foreign branches which is smply not being enforced.

Assessed Losses, Capital Gains and Exempt Recipients

18.53) No amendments in respect of assessed losses, capital gains and exempt recipients should be made
a thistime. Adjustments might be considered at alater ageif fisca and adminigtrative circumstances
dlow.

Reinvesment within Groups

18.54) Exemptions or a credit refund system to cater for reinvestment within the group context should be
investigated, including their impact on adminigtration.

18.55) The current exemption from STC in terms of section 64B(5)(fl of the Act should be extended to
comprehend Situations where a group subsidiary's shares are held by more than one shareholder within the
group of companies which are themselves wholly owned subsidiaries.

18.56) The requirement for a section 64B(5)(fl exemption that the holding company should derive its profits
soldy from sources within the Republic should be revised to refer to "subgtantialy dl" so asto dlow for a
legitimate application of the de minimis principle, and the period over which there may be no non-RSA
profits should not encompass more than one year of assessment prior to the year in which the dividend is
declared.

Intra-Group Loans

18.57) The provison for the exemption of intra-group loans for STC purposes should be extended to
encompass |oans between wholly owned companies and subsidiaries whether the holding is direct or
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indirect. For this purpose, "wholly owned" should be defined to dlow for equity share holdings by full-time
employeesin terms of share incentive schemes, not exceeding 10 per cent of the company's equity share

capita
Deemed Didributions

18.58) The present ambiguity regarding the scope of the exclusion from a deemed ditribution (in terms of
section 64C of the Income Tax Act) of amounts distributed to part shareholdersin excess of profits and
reserves available for digtribution by way of adividend, should be clarified by way of legidation or an
appropriate practice note.

Prescription
18.59) Thefina proviso to section 79(1) as regards Undistributed Profits Tax should be extended to STC.
Exemption of Interest Received

18.60) Section 10(1)(hA) of the Income Tax Act should be amended so as to prevent the exemption of
interest received which this section provides to foreign companies which are managed and controlled
outside South Africafrom gpplying in respect of business conducted in the Republic.

PUBLIC SUBMISSIONS ON THE KATZ REPORT

Many of the submissons, which came primarily from business organisations, argued in favour of an
immediate reduction in the STC rate. Some wanted it to be completely abolished and dividends taxed in the
hands of the taxpayer. It was felt, however, that if it was not scrapped, areduction to an amount of
approximately 10-15% was needed. There was a generd consensus among those agreeing with the
reduction of the STC rate, that the proposal to scrgp STC on foreign branches would be problematic. One
submission in particular cautioned that if the total effective tax rate of corporates (48% with STC) fell below
the maximum margind rate for individuas (45%) large scde tax arbitrage could result. Individuas will opt to
take dividends from companies instead of sdaries.

The recommendation that aslong as STC remainsin force, amendments should be affected to dleviate the
inhibition on group reinvestment and to exempt loans between wholly owned companies and subsdiaries,
was welcomed. The recommendation that if STC is retained that progress be made towards an imputation
system was supported.

RECOMMENDATIONS OF JSCOF:

The Committee noted that: STC has now been recognised in virtudly al double taxation agreements being
concluded between South Africa and her mgjor trading partners, and that there is now a greater
understanding of the tax both within the country and aoroad; and the revenue yield generated by STC at the
25% rate is sgnificantly below that previoudy obtained when the rate was set at 15%.

The JSCOF supports the recommendations with the additions that: STC be retained for the time being,
athough the leve of the rate could be further considered; while an imputation sysemisided, it requiresa
very sophigticated administration and prior to any decison being taken further research be undertaken with
specific emphasis on the adminigrative implications and complexities of an imputation and dternative
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systems, STC on foreign branches be removed provided that afina branch profitstax at the samerate be
smultaneoudy introduced; while accepting the recommendation that no amendments be made in respect of
assessed |osses, capital gains and exempt recipients at present, the proposa that adjustments could be
conddered a alater tageisreected, asthiswould defeeat the very objective of STC; the exemption of
interest received granted to foreign companies should be withdrawn in respect of business carried on in the
Republic.

12. GROUP INCOME TAXATION - CHAPTER 10
RECOMMENDATIONS OF THE KATZ REPORT

The Commission recommends the adoption of a system of group taxation of the consolidation basis. A
gradud approach to the introduction of a system of group taxation is proposed, beginning with asmplified
consolidation method.

The main features of the proposed smplified consolidation method are the following:

(&) For the purposes of qudifying for group tax rdief, agroup should comprise a holding company and dl
itswholly owned subsdiaries. The term "wholly-owned" should be defined to refer to both direct and
indirect interests held by the holding company, determined on the equity share capitd of the companies
concerned, with alowance for equity shares to be held by full-time employees, including executive
directors, in terms of share incentive schemes, not exceeding 10% of the companies equity share capitd.

(b) The consolidation tax ligbility of agroup will be caculated from sub-returns required for each member
company in which taxable income or assessed loss will be determined on the basis of the current tax
regime, save for anumber of limited proposed adjustments.

(c) Theinitial assessed losses of the member companies will be ring-fenced, and any lossincurred by a
company in the group in a subsequent year of assessment will only be avalladle to be set off againgt income
from another company in the group in the same year of assessment.

Specific anti-avoidance legidation should be considered, together with application of the existing generd
anti-avoidance messures.

It is recommended that progress towards a full consolidation system, based on principles of loss offset and
adjustments to taxable income which are widdly followed internationally, should be deferred until the impact
of the shift to group taxation on the fiscus can be evauated and the problems of adminigtration have been
identified and addressed.

PUBLIC SUBMISSIONS ON THE KATZ REPORT:

The submissions received were largely supportive of the main recommendations. The requirement of a
"common specidised activity” was, however, criticised as not being gpplicable to many South African
companies and thus the impact of this recommendation was considered likely to be less widespread than
might initidly appear to be the case. Objectionsto the fact that the companiesin a group will be jointly and
severdly ligble for income tax were aso received. Many submissions recommended that group taxation
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should extend to VAT aswell asincome tax and that the Commission's grounds for not recommending this
were fdt to be insufficient and the matter was thus seen as requiring further investigation. The proposed
system was aso criticised as resembling aloss transfer approach rather than a consolidation approach
which was preferred by some.

RECOMMENDATIONS OF JSCOF:

The Commission's recommendations are supported, with the following additions: anti-avoidance legidation
be drafted; the characterigtics of a consolidation gpproach vis-a-vis aloss transfer arrangement be clarified.

However, any decison should be informed by the following concerns.

* the need to investigate how far reaching the definition of "wholly-owned" companies is on the potentia
loss of revenue to the fiscus.

13. TAX AVOIDANCE - CHAPTER 11

RECOMMENDATIONS OF THE KATZ REPORT

11.8.1) The Commission recommends that section 103(1) of the Income Tax Act be amended as set out
hereunder, it being recorded that the draft below has been included to illugtrate the principles which are
being recommended by the Commission rather than to be prescriptive of the precise wording to be
adopted.

(8) section 103(b)(i) be amended to read asfollow:

a) (i) was entered into or carried out:

(8 inthe case of atransaction in a business context, by means or in amanner which would not normally be
employed for bona fide business purposes, other than the obtaining of atax benefit; and

(b) in the case of any other transaction, being atransaction not faling within (aa), by means or in a manner
which would not normally be employed in the entering into or carrying out of a transaction, operation or
scheme of the nature of the transaction, operation or scheme in question; or";

(a) thefollowing proviso be inserted at the end of section 103(1):

" provided that the provisions of this section shall not gpply where it may reasonably be considered that the
transaction would not result directly or indirectly in a misuse of the provisons of the Act or an abuse having
regard to the provisions of the Act, read asawhole." [para 11.5.8]

11.8.2) This new provison should only gpply to transactions entered into after the implementation of the
new section. [para 11.5.9]

11.8.3) The Commission recommends that section 103 be amended to embody the principle contained in
Practice Note No. 20 dated 25 June 1995; that is that the raising of additiona assessmentsin terms of
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section 103 is subject to the restrictions imposed by the first proviso to section 79 of the Act, so that
additional assessments may not be raised after the expiry of three years from the date of assessment unless
the Commissioner is satisfied that the amount which should have been assessed to tax was not so assessed
or the fact that the full amount of tax chargeable was not assesses, was due to fraud, misrepresentation or
non-disclosure of materid facts. [para. 11.7.3-4]

PUBLIC SUBMISSIONS ON THE KATZ REPORT

There were not many responses from the public on this chapter, but some of those that did comment
questioned whether the proposed new wording for section 103(1) of the Income Tax Act would have the
desired effect. Othersfelt that the proposed new wording was too broad and in effect collapsed the
digtinction between tax avoidance and tax evasion.

RECOMMENDATIONS OF JSCOF:

The above recommendations address the principa defects of prevailing anti-avoidance provisons and are
supported. However the JSCOF recommends that:

* asthe wider implications of the businesstest are preferable, the use of the "context of trade” (11.5.8(a))
and not of "business context” (11.8.1

(@)(b)(i)(za)) be used,

* given that tax avoidance has become so widespread, involving millions of Rands, improved administration
may well need to be bolstered by stronger measures. To achieve this, the question of imposition of interest,
to apply to schemes entered into after a date to be determined, should be

considered;
* improved tax administration must be complemented by a greater tax mordity. Serious consideration

should be given to the imposition of harsher pendties where appropriate, as well asto the desrability or
otherwise of publishing the names of the transgressors and the penaltiesimposed on them.

14. STATEMENT OF TAXPAYERS RIGHTS - CHAPTER 12

RECOMMENDATIONS OF THE KATZ REPORT

Principles to be encoded in a Statement of Taxpayers Rights 18.88 The basic rights of taxpayers should be
atticulated in a dear public Statement of Taxpayers Rights. The principles to be encoded in this statement
should include: @) expeditious and timeous tax adminigtration;

b) fair, impartia and consstent gpplication of the law;

c) full disclosure, in smple language, of the reasoning behind adverse decisons;

d) respectful, courteous and hel pful treatment of taxpayers, and
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€) privacy of information.

Appointment of a Tax Ombudsman

18.89 In addition to recognising the role of the Public Protector in thisregard, an independent Tax
Ombudsman should be appointed to protect taxpayers rights and mediate between taxpayers and the
revenue authorities.

PUBLIC SUBMISSIONS ON THE KATZ REPORT

The proposa to introduce a tax ombud was welcomed by most submissions especialy due to the fact that
he or she will be independent of the Finance Department and the Recelver of Revenue. Concerns were
raised that the eection of the ombud should be an issue for nationa debate before decisions are taken.

A number of the submissions expressed dissatisfaction with the proposa that the Statement of Taxpayers
rights not be made into alaw. It wasfdt that only through legidation would the taxpayers rights be
observed. Other submissions argued that the Statement of Taxpayers Rights did not itself need to be
embodied in the legidation itsdlf, but that various associated matters should be legidated, including:

* non-payment of interest in cases where there is an undue delay by the tax office;

* amechanism to recover codts from the tax authorities where the courts rule againg the tax authorities;

* automatic assessment of a submitted return after the lgpse of a certain period; and

* the shift of the onusto the tax authoritiesif an apped is not timeoudy dedlt with.

The submissions aso raised severd other issues needing further consderation:

* ghould duties of taxpayers adso be included in the statement;

* ghould taxpayers rights include the right to equa trestment regarding interest compensation in the event of
tax underpayments and overpayments as well asthe right to an efficient revenue service; and

* instead of a statement there should rather be a charter between taxpayers and the government.

It was fdt that the Commisson's recommendations ignored the important role which the publication of
rulings play in ensuring thet taxpayers are treated equitably under smilar circumstances.

RECOMMENDATIONS OF JSCOF:

The JSCOF supports the recommendation of encoding a public Statement of Taxpayers Rights, and what
should be contained therein. However, we recommend that:

* this should include clearly set out taxpayer's obligations and duties and the title should change accordingly.

It should ds0 include rights as to indirect taxes, as the SARS is being established within a culture of service
to taxpayers, such a statement need not be legidated at present, but that effectiveness be regularly
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monitored including through the speciaised unit envisaged below; he Commission be more gender sendtive
inits use of terminology.

While accepting the principle contained therein, the recommendation to gppoint a separate Tax Ombud is
not supported at this stage. The JISCOF expressed concern at the proliferation of such oversight bodies.
Further consderation of dternatives is needed, including the possbility that the Public Protector's Office
establish a pecidised, skilled tax unit to achieve this purpose.

15. FURTHER ASPECTS OF THE TAXATION OF SMALL AND MICRO- ENTERPRISES -
CHAPTER 13

RECOMMENDATIONS FROM THE KATZ REPORT
Criteriafor qudifying as Smal Business Undertakings

18.90) The following criteria are proposed for the taxation of natura persons as smal business
undertakings (SBUS)

1 employment of less than 50 but more than 5 employees,
2 annud turnover of less than R2 million; or
3 capital assets utilised ( excluding fixed property ) vaued at lessthan R2 million.

18.91) In the event of a business shrinking in Size to such an extent that it complies with the definition of a
SBU, the taxpayer should not be afforded the benefit of the cash basis of taxation.

Period of Qudification for the Cash Basis of Taxation

18.92) Taxpayers who satisfy the qualifying criteriafor the cash basis of taxation, should be alowed to
elect to be taxed on this basis at any time after the regulations have come into operation. It is proposed that
taxpayers who so dect should be deemed to qudify from the beginning of the tax year. Upon ceasing to
qudify, ataxpayer should be deemed to have quaified up to the end of the tax year.

Phasing Out of Previous Allowances

18.93) With regard to the recoupment of alowances when ataxpayer ceasesto qudify asaSBU, a
phasing-out period of &t least two years should be granted.

Anti-Avoidance Measures

18.94) Condderation will have to be given to the formulation of anti-avoidance measuresif a specid tax
dispensation is granted to small businesses.

THE PUBLIC SUBMISSIONS ON THE KATZ REPORT

Page 28



Katz Commission Report into Taxation

The one generd concern prevaent in the submissions was that the recommendations gpply only to natura
persons and therefore by implication not to companies and close corporations. It was their belief that the
criteria proposed in paragraphs 13.2.1-2 were too generous. It was suggested that the criteria be worded
30 asto exclude a Smdl Business Unit where any one of the three criteriais not met. It was requested that
the provisons of the Act, relating to the determination of the taxable income derived from a SBU, be
finaised, published and implemented as soon as possible,

Others were of the view that this tax would over-complicate the tax system and may unfairly discriminate
againgt some other taxpayers. It was dso felt that being taxed on a cash basis would not work because it
would be very easy to manipulate cash flow.

Though some submissions felt the criteria were too generous, others felt they were too restrictive, and that
as aminimum they should be brought into line with the definitions published in the Small Business Enabling
Act.

There was a strong objection, from one submission, to the exclusion of incorporated businesses from these
provisons. To avoid having to define different economic activities for tax purposes, the higher criteria
should apply to dl busnesses.

At least one submisson argued that the Department of Trade and Industry definition of smdl, medium and
micro-enterprise (SMME) turnover as R6 million should be used. Loss of revenue to the fiscus should be
balanced againg the rate of failure of SMMESs because of working capital problems aswell as high
employment potentia they provide and the resultant SITE and PAY E generated. It was bdieved that a
turnover of R6 million would be a better indicator of the stability of the business.

Another recommendation was that paragraph 13.3.4 of the Katz Report should alow for cases of political
evidence, that is, in these cases the right to be classified and taxed as on the SBU should be granted. In
South Africa, various businesses operate in violent and crime ridden areas, and any advantage could help.

Finaly, it was suggested that during the phasing-out period, recoupment should not mean "recovery of
wavered taxation” but should mean the "inclusion of previoudy excluded amounts'. The phasing-out period
should be 36 months, as it would alow the SBU to stabiliseits cash flow.

RECOMMENDATIONS OF JSCOF:

The JSCOF expressed its concern at the Commission's seeming lack of progress and co-ordination with
the Department of Trade and Industry on this dl-important provison. While recognising that the
establishment of avibrant SMME sector is not smply tax-driven, no substantive tax proposals were
forthcoming in the Report. 1t would seem that policy proposds arein place, but that an enabling
environment, including tax provisions, have not been addressed.

Furthermore, utilising atargeted and segmented approach, instruments should be crested to draw more
businesses into the taxation system. A complementary framework both inside and outside the tax system
needs to be created.

The Commission's recommendations are broadly supported. However, the JSCOF further recommends
that:
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the qudifying criteriafor a Smal Business Unit be considered where dose corporations have only natura
persons as members, the problem of definition be resolved. The definition and criteria used needs to be
further examined to ensure harmony of framework with the DTI; the definition of asmal business enterprise
as proposed be reconsdered in the light of information from the CIR that 84% of dl VAT registered
taxpayers could qudify, a a celing of R2m turnover per annum. the legidative framework to enable acash
basis of taxation be drafted and enacted as a priority; and ways to address the costs of compliance
experienced by small business be found.

16. VALUE ADDED TAX IN RESPECT OF FINANCIAL SERVICES - CHAPTER 14
RECOMMENDATIONS OF THE KATZ REPORT

14.4.1) The Commission adopts the recommendation that section 2(1) of the VAT Act, 1991, should be
narrowed as set out in paragraph 8.7.2(a)-(d) of the Sub-Committee's Report, which appearsin this
Report as Appendix C, thereby bringing into the VAT the following:

(a dl fee based financid services,
(b) al fee basad servicesin respect of life insurance and other superannuation funds.

14.4.2) Whereas the Sub-Committee recommended in paragraph 8.7.2(€) that the financia services levy
be retained for the life insurance and pension industry and be removed for banks and other financia
indtitutions, the Commission recommends thet the financia services levy be abolished.

14.4.3) The Commission adopts the recommendation by the Sub-Committee made in paragraph 9.1.4 of
its Report that a specidist team at the office of the Commissioner for Inland Revenue be established to
investigate the adoption of a more refined definition of financid services. The Commisson aso supports the
publication of a detailed practice note following consultation with the Council of Southern African Bankers,
the Life Office Association and the Fund Managers Association of South Africaand other players.

14.4.4) The Commission adopts the recommendation that a definition of a basis of gpportionment should
recalve the urgent attention of the office of the Commissioner for Inland Revenue, as outlined in more detall
in paragraph 9.2.10 of the Sub-Committees Report.

14.4.5) The Commission adopts the recommendation made in paragraph 9.3.4 of the Sub-Committee's

Report that salf-supply rules whereby specified supplies and functions are valued at market prices and are
deemed to be supplied by ingtitutions to themsalves, should not be introduced.

14.4.6) The Commission recommends thet, regardless of whether a system of group income taxation be
introduced or not, VAT grouping provisions should not be implemented mainly due to the complexity of
such asystem. In contrast, the Sub-Committee, in paragraph 9.4.7 of its Report, recommended in favour of
VAT grouping, should group income taxation be introduced.

PUBLIC SUBMISSIONS OF THE KATZ REPORT:

The generd tenor of the submissions received was in favour of the Katz recommendations. However,
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support for the scrapping of the Financia Services Levy was cdled for in most submissions received. Other
proposds urged grest care in the adoption of amore refined definition of financia services. It was
suggested that wide consultation take place when making this decision. The need for the Government to
give gregter atention to the issue of poverty aleviation through the expenditure Sde of the budget was
mentioned. The find point raised was the need to maintain the status quo in the retirement industry in the
light of the Katz Commissions proposals regarding this chapter.

RECOMMENDATIONS OF JSCOF:

The JSCOF isin support of the recommendations made by the Commission, and draws attention to the
recommendation that a definition of abass for gpportionment should receive the urgent attention of the
Commissioner for Inland Revenue.

Thereis no rationde for the tax exemption many financia services currently enjoy, such as bank charges
provided by banks and other indtitutions. In this regard, the Minister of Finance should consider the
gppendix 8(A) contained in the Commission's Report for the forthcoming Budget.

17. TAX ON GAMBLING - CHAPTER 15

RECOMMENDATIONS OF THE KATZ REPORT:

Income Tax

18.101 Operators. The norma income tax principles should be gpplied to dl gambling and casino
operations. 18.102 Gamblers: The norma income tax principles should be applied to the winnings of
gamblers. 18.103 lotteries: The normal income tax principles should be applicable to operators of lotteries,
with the sole exception of the Nationa Lottery which would be exempt from income tax.

Vaue Added Tax

18.104 All gambling, casino and lottery activities, with the exception of the Nationd L ottery, should be
subject to VAT. 18.105 The National Lottery should be treated in the same manner as Government
Departments, in that the inputs be subject to VAT but no output VAT be charged. 18.106 The normal
R150 000 annua threshold should be gpplicable in respect of small lotteries.

Other Taxes

18.107 The foregoing recommendations do not detract from the Congtitutiond right enjoyed by the
provinces to impose certain taxes on the industry.

PUBLIC SUBMISSIONS ON THE KATZ REPORT
All submissions endorsed norma tax principles for gambling operators. However, they strongly disagreed
with recommendations to impose VAT, and this question formed the core of the submissions. Many raised

the condtitutiond provision enabling provinces to impose tax on gambling excluding VAT, and argued Et if
VAT were imposed it would make such a provison illusory, crowding out provincia rights. Others argued
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that the uncertainty around taxation was deterring investment; VAT plus a provincia tax would over-tax the
industry and result in its downsising; high taxation would force gambling underground; the Katz proposa
would impose adud tax on the same revenue base; legaised gambling was an incentive to provinces and
would result in investment in hotels, conference centres and other tourist facilities enhancing provincia
revenue and significant job cregtion; substantial investments were required; if VAT was imposed the tax
base was not certain as the provinces had no control over itsincrease; if VAT was imposed it should be
transferred to the provinces from which it was collected; not only does the fiscus recaeive nothing from the
illegdl gambling that currently prevails, but such illegdlity sgnificantly contributes to crimind activity induding
drug smuggling.

RECOMMENDATIONS OF THE JSCOF:

The JSCOP noted that the submissions and presentations were al from parties or organisations with a
vested interest in gambling. The common thread, whether from the provincid ministers or the industry, was
acdl for adecison.

The JSCOF supports the Katz recommendations. Many arguments were put forward for gambling to be
VAT exempt. However, in recommending against such an exemption the JSCOF consdered that this
would have serious implications for tax abridge and disputes could well arise about where casinos operate
given that many establish complexes that include hotels, shopping mdls etc.

The JSCOF therefore recommends that:

the tax structure must take account of the gambling industry's structure and careful attention needs to be
paid to the proposed legidation; the provincid authorities, together with the law enforcement agencies and
the CIR, need to ensure gppropriate action againg illegd gambling; al gambling, casino and lottery
activities, barring the Nationa Lottery, be subject to VAT provided that the VAT <0 collected be
transferred to the province from which it was raised; the provinces impose their own levy over and above
VAT, which in essence is an economic rent for the licence provided; horizonta equity be dedlt with in the
broader provincid dlocations, and that the FFC's views be obtained; investigation be undertaken as to how
locd or digrict government can share in the revenue generated from gambling, casinos and lotteries
operating within their jurisdiction; recommendations made by the Standing Committee on Gambling be
taken into account, including on the impact of gambling on low income households and the potentia revenue
base of provinces.

18. EMPLOYEE SHARE OWNERSHIP - CHAPTER 16

RECOMMENDATIONS OF THE KATZ REPORT

Tax Treatment of Share Gains 18.108 In the case of employee share purchase schemes (where the
employeeis a risk), save where the employeeis adeder in securities (as determined by reference to
ordinary income tax principles), any gain made by the employee on scheme shares should be trested as a

capital gain. This principle should be confirmed in an appropriate practice note.

Fringe Benefits Tax in respect of Loans in respect of Share Purchase Schemes
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18.109 In employee share purchase schemes which have the features set out hereunder, athough the fringe
benefits tax provisons of the Seventh Schedule will continue to gpply in repect of loans granted in terms of
such schemes, the employees should be permitted to dect to pay the fringe benefits tax due either on the
current bads or on the earlier of the expiration of five years as from the date of the granting of the loan or
when the shares are resold. Interest should accumulate at the stipul ated rate on the liability to pay fringe
benefits tax from the date on which it arose in terms of the Seventh Schedule until the payment of the fringe
benefits tax. As a matter of administration there should be an obligation on the employer to keep records of
the amount of fringe benefits tax payable by the employee as well asthe interest thereon. If the employee
failsto pay such tax then the employer should be ligble for such tax.

18.110 The concession proposed above should apply to employee share purchase schemes with the
following features

a) the benefits of the scheme should not be limited to senior executives but should be available to all
permanent employees,

b) provisions should be made for the voluntary sdle of an employee's shares on leaving the company; and
¢) the scheme should be gpproved by the Commission for Inland Revenue.
PUBLIC SUBMISSIONS ON THE KATZ REPORT

The submissions stated that the Commission had not proposed any red incentives or relief measures, gpart
from adeferra of the fringe benefits tax on soft loans advanced to participating employees under the share
purchase trust scheme. It was felt that for thisto be meaningful, it would have to provide that such deferred
fringe benefits tax would only be payable when the sharesin

question are redised and to the extent that the employee derives again on their redisation. If the actua
surplus on sale of the shares is less than the deferred fringe benefits tax the employees tax ligbility should be
limited to such surplus. Some did not support the sale of share purchase scheme shares by the employees
and the taxation of the gain.

Some submissions believed it unfair to make the employer liable for the tax if the employee failsto pay the
tax dthough aright of recovery is granted to the employer. Thisis merdly shifting the burden of tax
adminigtration onto businessinstead of the Revenue authorities. Where this option isto be granted to a
taxpayer the Revenue authorities should satisfy themselves that the tax will be paid by the employee before
granting such concession.

It isvery difficult adminigtratively to account for fringe benefits tax. The tax deferrd magnifies the
adminigrative problem. One dternative would be to inditute a minimum threshold below which fringe
benefits tax would not be levied.

Some argued that employee share ownership schemes should be tax exempt. Given the low wage rates for
the mgjority of workers, the conversion of wage increases into shares does not appear to be aviable
option. The extenson of employee capital ownership and control can be more effective through pension
fund acquisitions. The advantages of such schemes over Employee Share Ownership Schemes are:

* collective ownership of sgnificant blocks of capital which trandates into some degree of effective control;
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individual employee risks associated with the spread of capita ownership is minimised; ability to trade-off
real wage increases now for retirement income, and - increases in the rate of savings. The importance of
this matter extends beyond smple tax issues:

A number of important issues were raised in public hearings, these included:
* aportion of sharesto beincluded as part of aretirement/pension programme;
* support for the 5 year deferred tax scheme on the sale of shares;

* recommendation that al employees participate in the schemes, where the distribution of the shares are
done - equaly; or proportionate to sdary; or proportionate to length of service; or acombination of the
aforementioned,; thisis amanner to decrease concentration of the JSE and achieve ared unbundling of
companies, criticiam that the report does not recognise the factors that alow employeesto buy shares and
gan control. In connection with this, it was said that ESOPs need to be placed on an equa footing with
other benefit plans, and employees must have certain rights e.g., rights to information and secret voting; and
- tax benefits that encourage sole proprietors or business firms without succession plansto sdl the
enterprise to employees.

RECOMMENDATIONS OF THE JSCOF-:
The JSCOF noted the concerns of the proponents of ESOPS, namely:

* that the Katz recommendations would not in fact remove, as claimed, tax disincentives to employees; and
that international experience suggested that tax incentives for employers, while not the only factor, was a
critical dement in promoting such arrangements.

The recommendations and public comment clearly indicate the need for further investigation, consultation
and discussion with both business and Iabour on the principle of employee share ownership schemes prior
to any decision being made. Any such decision will, of course, depend on the priority atached to promoting
such schemes weighed againgt other priorities.

19. MISCELLANEQUS - CHAPTER 17

RECOMMENDATIONS OF THE KATZ REPORT:

Incentives for persond saving:

The Commission remains convinced thet the provision of tax incentives for persond saving would do little
more than result in aredirection of persona saving between the various instruments and vehicles that are
available and cdl for ahigher rate of persond tax to finance the incentives, which would reduce after-tax
income out of which savings have to be made.

PUBLIC SUBMISSIONS ON THE KATZ REPORT:

The overdl impresson from submissions received on this topic indicate a generd dissatisfaction with the
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lack of recommendations on thistopic.
Marketable Securities Tax:
KATZ'SRECOMMENDATIONS:

17.4.1 The commission reiterates the recommendation in itsfirst report that the marketable securities tax
should be abolished, together with the various slamp duties on share transactions.

PUBLIC SUBMISSIONS:

The submissons strongly supported this recommendation with many arguing that it was essentid to bring the
JSE into line with other top exchanges and give South Africaa competitive edge.

Taxpayer education:
KATZ'SRECOMMENDATIONS:

17.4.2 Initiatives to provide taxpayer education and to make local revenue offices more accessible to
taxpayers are urgently needed.

PUBLIC SUBMISSIONS:

Submissions indicate a generd pleafrom the working class for tax department representatives to explain
PAY E and how much should be deducted from their wages, ~1 assst with clamsin respect of SITE,
especidly for part time seasona workers. All submissons recognised the importance of this matter.

RECOMMENDATIONS OF THE JSCOF:
Incentives to Encourage Persona Savings

We cannot agree with the Commission's comment that incentives for persona saving could only be financed
by ahigher rate of persond tax, when incentives are granted for contractua savings. In view of the very low
level of persond saving incentives to encourage persona discretionary saving should be investigated.

Marketable Securities Tax

The recommendation to abolish MST and stamp duties made by the Commission needs to be informed by
the following points: The impact on the restructured JSE particularly with regard to settlement systems,
rolling settlement, the establishment of a central depository and an electronic scrip register aswell ason
financid security; evidence arising from recent internationa swep transactionsthat if the rate istoo high
when compared internationally areal danger exists that traders move their business to other international
markets, The discrepancy in that these taxes apply to the JSE, and not the bond or derivatives market; that
the body of evidence and recommendations of previousinquiriesisto abolish MST and Stamp Duty, and
that the decision is dependent on revenue needs

The JSCOF therefore recommends:
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* that the timing of this decision be determined by budgetary condraints.
Taxpayer Education

The recommendation is fully supported. However, the JISCOF expresses its concern at the inadequate
effortsin thisregard to date. We recommend that:

* the CIR, together with the Department of Finance, should ensure that a speciaised communications team
be established, working with representatives of bodies such as Nafcoc (particularly through its provincia
structures, Fabcos, Abasa etc., to ensure an effective information and advice programme isin place as soon
as possible; the new SARS should assume responsibility onceit is established.
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