
 115

4 
Value-added tax 

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

This chapter gives an overview of: 

• Number of registered VAT vendors 
• Domestic VAT: Payments and refunds 
• Turnover 
• The debate around current VAT concessions. 

 Number of registered VAT vendors 
The number of vendors registered for VAT shows a steady increase of 8 percent per year over the 
past five years. (See table 4.1.)  

Table 4.1: Number of registered VAT vendors, 2002/03 – 2007/08

Number
Registered1 Active 

vendors
Percentage of 

registered
2002/03 506 098 487 736 96.4%

2003/04 536 281 507 203 94.6%

2004/05 578 138 530 865 91.8%

2005/06 633 703 618 417 97.6%

2006/07 677 153

2007/08 745 487

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

 Domestic VAT: Payments and refunds 
Table 4.1.11 and table 4.1.2 show the number of vendors, payments and refunds per sector. The 
largest number of VAT vendors in 2005/06 was in the financing, insurance, real estate and business 
services sector (32.5 percent), followed by the agriculture, forestry and fishing (12.9 percent) and the 
retail trade (10.4 percent) sectors.  

                                                        
1 Tables numbered in italics are included at the end of the chapter. 
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Companies in the mining and quarrying sector constitute 0.5 percent of the number of vendors and 
3.8 percent of the total gross VAT payments for 2005/06, but are a negative contributor to net VAT 
(after refunds). The financing, insurance, real estate and business services sector made the largest 
gross domestic VAT payments in 2005/06, totalling R37.9 billion (29.1 percent).  

By payment category 

The requirement for monthly VAT payments applies primarily to larger vendors with taxable 
supplies (turnover) in excess of R30 million per year.  

Around 90 percent of vendors submit returns on a bi-monthly basis (see table 4.2.1). Tables 4.2.2 to 
4.2.5 provide a breakdown of the various sectors’ payments and refunds for the different payment 
periods.  

By type of enterprise 

Corporations (companies and close corporations) formed the bulk of VAT vendors in 2005/06 
(66.3 percent in 2005/06), followed by individuals – sole proprietors (23.9 percent). Corporations 
accounted for 89.3 percent of gross domestic VAT collections. (See table 4.3.1.) 

 Turnover 
For 2006/07, 47.1 percent of VAT vendors registered voluntarily; this means they had an annual 
turnover of less than R300 000. About 67 percent of VAT vendors had a turnover of R1 million or 
less, accounting for 1.6 percent of net domestic VAT collections. The top 5 percent of VAT vendors 
had an annual turnover in excess of R14 million and accounted for 73 percent of the total net 
domestic VAT collections. It should be noted that less than 1 percent of vendors had an annual 
turnover greater than R100 million and this category accounted for 44 percent of the net domestic 
VAT collections. (See table 4.4.1.)  

Current VAT concessions 
Based on the 2005/06 Income and Expenditure Survey (IES)2 the poorest 10 percent of households spend 
on average 34.9 percent of their income on food, beverages and tobacco as opposed to 8 percent for the 
top 10 percent of high-income households. (See table 4.5.1.) The zero-rating of 19 basic foodstuffs and 
illuminating paraffin was intended to alleviate the impact of VAT on the poor. The basic food items are: 
brown bread, maize meal, samp, mealie rice, dried mealies, dried beans, lentils, pilchards, milk powder, 
dairy powder blend, rice, fresh vegetables, fresh fruit, vegetable oil, milk, cultured milk, brown wheaten 
meal, eggs, legumes and pulses3.  

• Bread and cereals account for 27.8 percent of the poorest 10 percent of household expenditure on 
food, beverages and tobacco. The corresponding figure for the top 10 percent of households is 
10 percent and 18.9 percent for all households. (See table 4.5.2.)  

• Meat accounts for 19.8 percent of the poorest 10 percent of household expenditure on food, beverages 
and tobacco. The corresponding figure for the top 10 percent of households is 21.3 percent and 
22.8 percent for all households.  

• Vegetables account for 11.7 percent of the poorest 10 percent of household expenditure on food, 
beverages and tobacco. The corresponding figure for the top 10 percent of households is 7.5 percent 
and 9 percent for all households.  

• Milk, cheese and eggs account for 8 percent of the poorest 10 percent of household expenditure on 
food, beverages and tobacco. The corresponding figure for the top 10 percent of households is 
10 percent and 9 percent for all households.  

2.  Statistics South Africa. 
3. Value-Added Tax Act (1991), Schedule 2, Part B. 
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While the VAT zero-rating of basic foodstuffs (and paraffin) is targeted to assist the poor, higher income 
households also benefit from these concessions. As the non-poor spend significantly more on food, high 
income households receive greater VAT relief in rand terms. The Katz Commission found that the highest 
income households benefit approximately six times more in monetary terms than the poorest households. 
The zero-rating reduces the VAT burden of the poorest households by about 18 percent, compared to a 
6 percent reduction for the highest income groups. However, of the total estimated revenue forgone due to 
the zero-rating, only about a third benefits households in the bottom half of the income distribution4.  

Impact of VAT zero-ratings 
Further, empirical evidence based on household spending patterns suggests that existing VAT zero-
ratings and exemptions, almost in all cases, confer substantially more benefits on higher income than on 
lower income groups. There are very few concessionary items where the absolute spending by lower 
income expenditure groups exceeds that of higher income expenditure groups. This is particularly true of 
some “basic foodstuff” items where the share of expenditure by the low income expenditure quintiles is 
relatively low, given the pattern of income inequality in South Africa5.  

Table 4.5.3 indicates that the bottom 50 percent of households based on income, account for only 
31.9 percent of the total expenditure on food, beverages and tobacco. The top 20 percent of households 
based on income, account for 37.8 percent of total expenditure on food, beverages and tobacco.  

With the exception of maize meal, bread flour and maize rice, the savings derived by higher income 
groups from current zero-ratings are generally substantially higher than those enjoyed by lower income 
groups. In absolute terms the total savings from current VAT concessions enjoyed by the high and very 
high expenditure groups are estimated to have exceeded that accruing to the very low and low expenditure 
groups by almost R2 825 million in 20066. It should be noted that suppliers of maize meal and fresh milk 
benefit more from the current zero-rating than consumers, whereas the bulk of the zero-rating benefits in 
respect of rice and brown bread accrue to consumers. 

Efficacy of VAT zero-ratings 
It needs to be noted, however, that revenue lost through zero-rating has to be made up elsewhere, most 
probably through a higher VAT standard rate or higher personal income taxes.  

Arguments in favour of VAT zero-rating are based on the assumption that it results in lower absolute and 
relative prices of zero-rated goods than would have been obtained otherwise. But it is unrealistic to 
assume that the full benefit of zero-rating will accrue to the consumer in the form of lower prices. The 
extent of the price change will depend on the market structure and the relevant price elasticities of supply 
and demand. Even when the differential tax treatment of goods has significant immediate effects on 
relative prices, these effects normally diminish over time as shifts in demand from taxed goods to non-
taxed substitutes tend to raise the prices of non-taxed goods. Also, a significant number of poor 
consumers purchase their basic necessities from informal businesses that are not VAT vendors or 
businesses that are subject to limited competition. This is true especially in rural areas, but also applies to 
urban informal settlements where consumers effectively have limited alternative sources of supply. In such 
cases the benefits of a VAT zero-rating are unlikely to be passed on to consumers. A prime example is 
paraffin, where very little of the VAT zero-rating benefit has been passed on to the poor despite the 
subsequent price regulation measures - the nationally prescribed maximum retail price. 

Implications for tax compliance and administration 
Differentiated VAT rates involve an increase in compliance costs for businesses, particularly small 
businesses. A firm that deals in products with different rates, for example, a grocer that sells zero-rated 
milk along with standard rated soft drinks, has to keep separate accounts for the different rated items. 
International experience indicates that firms with multiple-rate outputs have up to double the compliance 
costs of firms with single-rate outputs7. 

 
4. Katz Commission: Interim Report of the Commission of Inquiry into certain aspects of the Tax Structure of South 

Africa (1994) pg 113 
5. National Treasury: The VAT Treatment of Merit Goods and Services (2007) pg 115.  
6. Ibid. 
7. Cnossen S.: VAT in South Africa: Single, Dual or Multiple Rate Structure? (1999) pg. 8. 
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It is apparent that relief through VAT zero-rating assists the poor modestly in absolute rand terms, while 
benefiting the non-poor by substantially greater amounts. There are compelling arguments against further 
VAT zero-rating of goods in a context where expenditure programmes can provide effective relief from 
poverty and where such programmes are under-funded or not appropriately targeted.  

The impact of VAT on the poor should be considered alongside other components of public expenditure 
and other forms of tax, most notably the income tax system which is in its design infinitely more suited to 
address the distributional objectives of government. Further attempts to provide relief to the poor through 
VAT exemptions and zero-ratings are likely to be both unsound in terms of tax policy and ineffective in 
terms of social policy. Instead of trying to amend and distort the VAT system, its strengths should be used 
to generate revenue that will enable the government to help the poor in more effective ways, such as 
targeted expenditure programmes in the form of social grants. This would be a more positive approach 
than manipulating VAT to the point where its merits as a revenue-productive, neutral tax instrument are 
eroded8. 
8. Tait A.: Value-Added Tax: International Practice and Problems, IMF (1991) pg. 44 
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