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Second Print: Changes/amendments were made to pages 23, 25, 26, 27 and 35 of the
2011 Tax Statistics.




About this publication

BOUT THIS PUBLICATION

We have great pleasure in releasing the 2011 Tax Statistics publication. This 4™ edition provides an
overview of tax revenue collections and tax return information for the period 2006/07 to 2010/11
and the 2007 to 2010 tax years respectively.

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

This 2011 Tax Statistics provides tax revenue data at a more disaggregated level than statistics
contained in other publications such as the National Treasury’s Budget Review and SARS’s Annual
Reports. The publication is set out as follows:

e Chapter 1: Revenue collections provides a summary of aggregate tax revenue collection trends
for the period 2006/07 to 2010/11.

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

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

e Chapter 4: Value-added tax (VAT) gives an overview of value-added tax. It gives a breakdown of
VAT receipts and refunds by sector and payment category and for the first time data on input and
output VAT.

e Chapter 5: VAT on imports and customs duties provides information on the customs value of
imported goods by product type in terms of the Harmonised System®, to chapter level, as well as

VAT on imports, customs/import duty and ad valorem excise duty revenues on imported goods.

e The Glossary contains definitions of terms and abbreviations contained in the tax statistics.

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

In response to user requests, the data series and available information have been extended and

reformatted as follows:

A new table showing the provisional tax by period has been introduced in both the PIT and
CIT chapters, with a further breakdown of CIT provisional payments by the financial-year end
of companies.

A new age-group of 75 years and older has been brought in due to the introduction of a
third (tertiary) rebate for persons in this age group.

Input/output VAT tables and ratios have been introduced.

VAT turnover table has been expanded.

Streamlining of tables after each chapter as opposed to an annexure at the back of the
publication.

METHODOLOGY

All statistics are based on the income, expenses, deductions and items reported by taxpayers
and traders in tax returns.

Data has been evaluated for reasonability and any outliers identified have been excluded
from these statistics.

Nominal figures are used throughout the publication.

Disaggregated income tax data is based on assessed PIT and CIT returns as extracted from
SARS’s systems at the end of November 2011. Given the time delay in the submission of tax
returns by some taxpayers and the time taken to assess such returns, the later years’
statistics may be less complete than that of earlier years.

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

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

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

The tax year for individuals starts on 1 March and ends at the end of February the following
year. The tax year for companies is normally the financial year of the company for financial
reporting purposes.

A distinction is made between a tax year and a fiscal year. The prior is shown as a single year
(e.g. 2008) whilst the later with a forward slash (e.g. 2009/10) refers to a fiscal year.

Tables numbered in italics (e.g. Table A1.1.1) are contained at the end of the relevant
chapter.

Comments or queries are welcome and may be addressed to the dedicated email address:
taxstatistics@sars.gov.za.
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REVENUE COLLECTIONS

KEY HIGHLIGHTS

For the 2010/11 fiscal year:

e The improvement in revenue collections for the 2010/11 fiscal year serves as an important
indicator of South Africa’s economic recovery from the recession. The R674.2 billion tax
revenue collected was R2 billion higher than the revised estimate set in the February 2011
budget and R75.5 billion (12.6%) higher than 2009/10;

e The tax to GDP ratio has remained at 24.5%;

e The cost of revenue collection (an important indicator of the efficiency of a revenue
administration) has decreased from 1.2% to 1.1% and is trending back towards the 1%
benchmark;

e Personal income tax (PIT), Company income tax (CIT) and Value-added tax (VAT) remain the
largest sources of tax revenue, collectively comprising 80.6% of the total tax revenue;

e The tax register continues to grow with the number of individuals registered for income tax
increasing significantly to 10.3 million taxpayers (primarily due to the new employer filing
process where all individuals with an IRP5 are registered regardless of income level), there are
close to 2.1 million companies and 664 267 VAT vendors registered; and

e C(Capital gains tax of R9.1 billion was raised.

INTRODUCTION

As part of its mandate, SARS is required to collect all tax revenue due to the fiscus. South Africa has
had the benefit of a revenue and customs administration with an exceptional record of growing
revenue yield during periods of either economic growth or contraction. Given the current economic
climate it has never been more important than now that SARS provides sustainable and reliable tax
revenue.

SARS is responsible for the collection of 98% of the total budget revenue of government or 88.9% of
consolidated revenue of government (which includes non-tax revenue, revenue from provinces,
social security and selected public entities as well as the SACU payments) in 2010/11.

This chapter gives an overview of:

e South Africa’s tax system;

e Tax register;

e Tax relief and rates;

e Revenue performance;

e Taxrevenue

e Tax revenue by main category; and
e Environmental taxes.
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SOUTH AFRICA’S TAX SYSTEM

South Africa has a residence-based system, which means residents are subject to certain exclusions,
taxed on their worldwide income, irrespective of where their income was earned. Non-residents
are, however, taxed on their income from a South African source. Foreign taxes are credited against
South African tax payable on foreign income and may be subject to the provisions in tax treaties that
South Africa may have in place with other countries.

TAX REGISTER

A primary objective of SARS is to grow the tax register and so reduce the tax gap. The level of
growth is influenced by economic conditions, tax policy, legislative amendments, tax-base
broadening activities (ensuring that those entities not registered for tax are registered) and the
overall compliance climate. SARS has pursued increased registrations in a variety of ways including
education, outreach and enforcement initiatives.

The tax register (Table 1.1) comprises individuals, companies, PAYE, VAT as well as importers and
exporters. The number of individuals registered for income tax has increased significantly from
5.9 million in 2009/10 to over 10.3 million in 2010/11 — 74.7% year-on-year growth. This is primarily
due to the new employer filing process where SARS seeks to register all individuals issued with an
IRPS regardless of income level.

Table 1.1: Tax register, 2006/07 — 2010/11

Individuals® Companies Trusts? PAYE! VAT? Importers Exporters
Number (CIm)*
2006/07 4764 105 1218 905 374 411 349 077 677 153 197 503 185 774
2007/08 5204 805 1584 002 384 747 379 675 745 487 207 906 192 791
2008/09 5 540 646 1834 009 392 260 393974 737 885 228 350 194 286
2009/10 5920 612 1878 856 331954 395575 685 523 229 442 209 623
2010/11 10 346 175 2078 182 326 649 386 428 664 267 238 779 217 359
Percentage year-on-year growth
2006/07 6.4% 15.5% 8.6% 5.7% 6.9% 5.7% 3.8%
2007/08 9.3% 30.0% 2.8% 8.8% 10.1% 5.3% 3.8%
2008/09 6.5% 15.8% 2.0% 3.8% -1.0% 9.8% 0.8%
2009/10 6.9% 2.4% -15.4% 0.4% -7.1% 0.5% 7.9%
2010/11 74.7% 10.6% -1.6% -2.3% -3.1% 4.1% 3.7%

1. Excludes cases where status is in suspense, estate and address unknown. The tax year for individuals starts on
1 March and ends at the end of February the following year. The tax year for companies is normally the financial
year of the company for financial reporting purposes. The number of individuals registered for income tax in
2010/11 has increased due to the new employer filing process.

TAX RELIEF AND RATES

Tax relief

Buoyant revenue collections over the last decade, with the exception of the post-financial crisis
period, allowed Government to grant substantial relief to taxpayers. The benefits of various tax
reforms over the last few years manifested in R47.1 billion in net tax relief granted across various tax
products between 2006/07 and 2010/11 with most accruing directly to individuals.
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Table 1.2 sets out the tax relief over this period with negative values indicating relief to the taxpayer
and positive values showing an increase in the tax obligation.

Table 1.2: Summary effects of tax proposals, 2006/07 — 2010/11

Direct taxes Indirect taxes Total
R million PIT CIT? Other Total Excise  Fuellevy  Other? Total relief
2006/07 -12 125 -2 400 -440 -14 965 1370 - -5 532 -4162 -19 127
2007/08 -8 870 -2 785 -3000 -14 655 1480 950 -175 2 255 -12 400
2008/09 -7 700 -7 400 - -15 100 1350 1250 2 000 4 600 -10 500
2009/10 -13 550 -1 000 - -14 550 2100 4890 2985 9975 -4 575
2010/11 -5 400 -1 350 - -6 750 2 250 3600 450 6 300 -450

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

Tax rates

The maximum marginal rates have remained mostly unchanged over all categories (Table 1.3).
There was a 1% reduction in the CIT headline rate from 1 April 2008 whilst the Secondary tax on
companies (STC) rate was reduced to 10% from 1 October 2007. Growth in tax revenue has been
achieved by growth in taxable economic activities as well as an increase in compliance.

Table 1.3: Maximum marginal tax rates, 2006/07 — 2010/11

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

01 Apr 2006 — 28 Feb 2007 40% 29% 12.5% 14% 8% 8%

01 Mar 2007 — 30 Sep 2007 40% 29% 12.5% 14% 8% 8%

01 Oct 2007 — 31 Mar 2008 40% 29% 10.0% 14% 8% 8%

01 Apr 2008 — 31 Mar 2009 40% 28% 10.0% 14% 8% 8%

01 Apr 2009 — 31 Mar 2010 40% 28% 10.0% 14% 8% 8%

01 Apr 2010 — 31 Mar 2011 40% 28% 10.0% 14% 8% 8%

1. Anindividual's tax year starts on 1 March and ends at the end of February the following year.

REVENUE PERFORMANCE

Budget and consolidated revenue

Budget revenue comprises tax revenue plus receipts from other national departments (non-tax
revenue) excluding payments to Botswana, Lesotho, Namibia and Swaziland (BLNS countries) in
terms of the Southern African Customs Union (SACU) agreement. Consolidated revenue goes one
step further by including the provinces, social security and selected public entities (Figure 1.1).

About 98% of budget revenue and 89% of consolidated revenue is accounted for by tax revenue
which is collected by SARS. In addition to tax revenue, SARS also collects Mineral and Petroleum
Resource Royalties (included in non-tax revenue) as well as revenue on behalf of the Unemployment
Insurance Fund (UIF) and Road Accident Fund (RAF). The revenue for the UIF and RAF is not included
in budget revenue but forms part of the social security funds included in the consolidated revenue
numbers. The portion collected by SARS can be found in the Statement of financial performance
published in the Annual Report.




Figure 1.1
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Illustration of budget revenue and consolidated revenue

REVENUE

Tax revenue

+ Non-tax revenue

- SACU payments

= Budget revenue

+ Other revenue
(provinces, social security,
selected public entities)

= Consolidated revenue

COLLECTED BY SARS

All tax revenue

- Mineral and Petroleum Resource Royalties (MPRR)

- Mining leases and ownership

Revenue collected on behalf of:

- Unemployment Insurance Fund (UIF)
- Road Accident Fund (RAF)

Table 1.4 shows the total budget revenue and consolidated revenue.

Table 1.4: Total budget revenue and consolidated revenue, 2006/07 — 2010/11

Tax % of % of Non-tax | Total tax Less: Budget Other?® Consoli-
revenue®! budget consoli- | revenue? and SACU revenue dated

R million revenue dated non-tax payments revenue
2006/07 495 549 97.9% 91.6% 10 843 506 392 -25195 481 197 60 027 541 224
2007/08 572 815 97.8% 91.4% 12 693 585 507 -24 713 560 795 65911 626 705
2008/09 625 100 98.0% 91.5% 12 616 637 716 -28921 608 796 74 202 682 997
2009/10 598 705 98.5% 90.1% 8 889 607 594 -27 915 579 679 84 662 664 340
2010/11 674 183 98.0% 88.9% 13 460 687 643 -17 906 669 738 88 661 758 398

1. Mining leases and ownership has been reclassified as non-tax revenue. Adjustments have been made to previous

years for comparative purposes.

N

financial transactions in assets and

w

liabilities and mineral royalties.

. Includes provinces, social security and selected public entities.

Southern African Customs Union (SACU)

. Includes interest, dividends, rent on land, sales of goods and services, fines and penalties, sales of capital assets,

South Africa, along with Botswana, Lesotho, Namibia and Swaziland, is a signatory to the

SACU agreement. The SACU countries apply a common external tariff and have similar customs and

excise legislation, the same excise duties on imported and locally manufactured goods and the same

import duties on imported goods.

distributed among the SACU members based on a revenue sharing formula.

The revenue sharing formula has the following three components:

Excise and customs (import duty) revenues are pooled and

The customs component is calculated from the Cost Insurance Freight (CIF) value at border

posts of goods imported from all other member states into the area of each as a percentage
of the total CIF value of intra-SACU imports.
The excise component is calculated from the value of each member state’s GDP in a specific

calendar year as a percentage of total SACU GDP in such a year.

The development component is set as 15% of excise duties.
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The share accruing to each member country is calculated based on the country’s GDP per capita

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

countries whose GDP per capita falls below the SACU’s per capita average, are compensated by the

other relatively better off member states.

South Africa administers this revenue pool and makes quarterly payments to the BLNS countries.

Table 1.5 shows a summary of contributions to the SACU pool

Table 1.6 shows how the revenues are allocated based on the revenue sharing formula.

by the countries whilst

It should be noted that South Africa collects a significant amount of customs and excise revenues on
behalf of BLNS countries and this is reflected under South Africa.

Table 1.5: Contributions to the SACU pool, 2006/07 — 2010/11

Botswana Lesotho Namibia Swaziland Total BLNS |South Africa® Total
R million contribution
2006/07 174 87 364 162 786 40563 41 349
2007/08 150 100 361 135 746 45423 46 169
2008/09 312 110 446 64 932 43173 44 105
2009/10 421 81 615 77 1194 40 949 42 142
2010/11 433 185 601 55 1274 49 917 51192
Percentage year-on-year growth
2006/07 -9.6% -1.0% 85.8% 428.5% 55.3% 21.1% 21.6%
2007/08 -13.8% 15.9% -0.8% -16.5% -5.1% 12.0% 11.7%
2008/09 108.3% 9.9% 23.5% -52.4% 25.0% -5.0% -4.5%
2009/10 35.0% -26.5% 38.0% 19.1% 28.0% -5.2% -4.5%
2010/11 3.0% 127.7% -2.3% -28.3% 6.7% 21.9% 21.5%
1. Contribution by South Africa includes collections on behalf of BLNS countries.

Table 1.6: Share received from the SACU pool, 2006/07 — 2010/11

Botswana Lesotho Namibia Swaziland Total BLNS |South Africa® Total
R million
2006/07 7 756 3945 8161 5321 25184 16 165 41 349
2007/08 9 001 4098 6 622 4989 24 710 21 459 46 169
2008/09 9473 4901 8502 6 009 28 885 15 220 44 105
2009/10 9167 4918 8585 5189 27 859 14 283 42 142
2010/11 6618 2628 5976 2 630 17 852 33 340 51192
Percentage of total
2006/07 18.8% 9.5% 19.7% 12.9% 60.9% 39.1% 100.0%
2007/08 19.5% 8.9% 14.3% 10.8% 53.5% 46.5% 100.0%
2008/09 21.5% 11.1% 19.3% 13.6% 65.5% 34.5% 100.0%
2009/10 21.8% 11.7% 20.4% 12.3% 66.1% 33.9% 100.0%
2010/11 12.9% 5.1% 11.7% 5.1% 34.9% 65.1% 100.0%
Percentage year-on-year growth
2006/07 62.5% 71.1% 109.7% 69.7% 78.5% -18.8% 21.6%
2007/08 16.1% 3.9% -18.9% -6.2% -1.9% 32.7% 11.7%
2008/09 5.2% 19.6% 28.4% 20.4% 16.9% -29.1% -4.5%
2009/10 -3.2% 0.4% 1.0% -13.6% -3.6% -6.2% -4.5%
2010/11 -27.8% -46.6% -30.4% -49.3% -35.9% 133.4% 21.5%

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

to the SACU Secretariat.
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Customs duties are paid to South Africa on goods imported by BLNS countries from abroad and
transported via South Africa in bond to the BLNS countries. Excise duty is collected at source and
paid in South Africa on excisable goods exported from South Africa to BLNS countries.

SACU has initiated a review of the revenue sharing arrangement, this follows the global financial and
economic crisis that highlighted some of the limitations of the current revenue sharing arrangement.
This resulted in the Common Revenue Pool experiencing a deficit for two consecutive years in
2009/10 and 2010/11. The fiscal impact of this was felt across SACU economies, specifically by
Member States where SACU revenues contribute significantly to finance national expenditures. The
Heads of state and government directed that a review of the revenue sharing arrangement should
take place.

Mineral and petroleum resource royalties

The Mineral and Petroleum Resources Royalty Act gives effect to section 3(2)(b) of the Mineral and
Petroleum Resources Development Act (MPRDA). The relevant section of the MPRDA reads: “As the
custodian of the nation’s mineral and petroleum resources, the State, acting through the Minister
may: in consultation with the Minister of Finance, determine and levy, any fee or consideration
payable in terms of any relevant Act of Parliament”. Resource royalties are not a tax; they instead
represent compensation for the permanent loss of non-renewable commodities.

The exploration for and extraction of mineral and petroleum resources in South Africa have been
subject to various pieces of legislation over the years. These various pieces of legislation dealt with a
myriad of issues, such as the ownership of mineral resources, the right to undertake exploration and
mining operations, environmental and safety concerns relating to mining operations and State
mining lease payments (where applicable).

The MPRDA brings South Africa’s mining legislation in-line with prevailing international norms. All
mineral rights will henceforth vest with the State as custodian of minerals resources on behalf of
South African citizens. The Minerals and Petroleum Resources Royalty Act (MPRRA) which
complements the MPRDA provides for the compensation to the State (as custodian) for the
country’s permanent loss of non-renewable resources. Whereas consideration for the extraction of
mineral and petroleum resources was previously payable to the State only in certain cases (i.e.
where mining was conducted on State land), the exploitation of all minerals and petroleum
resources in South Africa will henceforth require consideration in the form of mineral and petroleum
royalties payable to the State.

As the MPRRA only became effective on 1 March 2010 further details on the collection trends will be
provided in the next edition of the tax statistics.

TAX REVENUE

Tax to GDP ratio

Total tax revenue as a percentage of GDP is an important economic indicator as it indicates the share
of a country’s output that is collected by the government through taxes. It is used internationally by
institutions such as the International Monetary Fund (IMF) and World Bank for comparative
purposes.
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The tax to GDP ratio has remained unchanged at 24.5% from 2009/10 to 2010/11. The ratio has
been decreasing over the last several years from a 27.6% high in 2007/08 to the current 24.5% as a
result of the global financial crisis when revenue contracted. The reduction is mainly due to the
decline in the contribution of CIT as a percentage of GDP which declined from 7.2% in 2008/09 to
5.5% in 2009/10 and further to 4.8% in 2010/11. Table 1.7 and Figure 1.2 illustrate the change in tax
revenue and tax revenue as a percentage of GDP since 2006/07.

Table 1.7: Tax revenue as a percentage of GDP, 2006/07 — 2010/11

Tax revenue Nominal GDP* Tax revenue as
Rmillion % of GDP
2006/07 495 549 1832762 27.0%
2007/08 572 815 2 075695 27.6%
2008/09 625 100 2 303553 27.1%
2009/10 598 705 2440 164 24.5%
2010/11 674 183 2754 276 24.5%

1. Source: Statistics South Africa; Gross Domestic Product (GDP), 3™ Quarter 2011.

Figure 1.2 Tax revenue collections, tax revenue as a percentage of GDP and nominal GDP
growth, 2006/07 - 2010/11
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Cost of revenue collections

The cost of revenue collection is an important indicator of the efficiency of the collecting authorities
and is generally used as a benchmark internationally. This ratio is calculated by expressing the cost
of internal operations as a percentage of total tax revenue. This ratio improves when the non-tax
revenue collected by SARS such as the MPRR, UIF and RAF are included, as these are collected from
the same cost structure. Over the past years, the cost to revenue collection ratio varied between a
low of 0.9% to a high of 1.2% (see Table 1.8). The reason the rate increased to 1.2% in 2009/10 was
due to the global economic crisis which depressed revenue collections with no downward
adjustment in cost structures possible. For the 2010/11 fiscal year this rate was 1.1% indicating a
trend back towards the 1% benchmark due to internal cost control and higher revenue.
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Table 1.8: Cost of revenue collections, 2006/07 — 2010/11

Tax revenue Operating Operating cost as
R million collected cost? a %of taxrevenue
2006/07 495 549 5156 1.0%
2007/08 572 815 5615 1.0%
2008/09 625 100 6511 1.0%
2009/10 598 705 7032 1.2%
2010/11 674 183 7 426 1.1%

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

Main sources of tax revenue

South Africa classifies revenue according to the Government Financial Statistics (GFS) classification
developed by the International Monetary Fund (IMF) and the Standard Chart of Accounts (SCOA) as
developed by National Treasury.

PIT, CIT and VAT combined account for around 80% of total tax revenue, with the fuel levy, excise
and customs duties accounting for around 12% and other taxes accounting for the remainder. Most
of the increase in nominal tax revenue has been due to a combination of inflation, high commodity
prices, high wage settlements, increases in the value of imports, private consumption in the
economy as well as improvements in tax administration and tax compliance.

Figure 1.3 and Table A1.1.1 show the monthly and quarterly trends in the collection of tax revenues.
The peaks in June, September, December and March, are mainly due to provisional CIT payments
from companies whose year-end coincide with these months. However, this is moderated by
economic conditions.

Figure 1.3 Net monthly tax revenue collections, 2006/07 - 2010/11
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The composition of total tax revenue collections by tax type has changed over the years (See
Figure 1.4 and Table A1.2.1). The effects of the global financial crisis can be clearly seen as PIT has
increased from 28.4% of total tax revenue in 2006/07 to 33.7% in 2010/11. The CIT percentage has
decreased from 24% in 2006/07 to 19.7% in 2010/11, whilst the VAT percentage has remained at
around 27% after declining to 24.7% from 2008/09 to 2009/10.

Figure 1.4  Composition of main sources of tax revenue, 2006/07 - 2010/11
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Figure 1.5 shows the main sources of tax revenue as a percentage of GDP. From the figure, the
effects of the global financial crisis and the lag effects of the recession can be clearly seen especially
in the CIT percentages where the CIT as percentage of GDP has declined from a high of 7.2% in
2008/09 to 4.8% in 2010/11. PIT as a percentage of GDP has been fluctuating around 8%, whilst VAT
as a percentage of GDP has decreased from 7.3% in 2006/07 to 6.7% in 2010/11.

Figure 1.5 Main revenue sources as a percentage of GDP, 2006/07 - 2010/11
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2011 Tax Statistics

TAX REVENUE BY MAIN CATEGORY

Tax revenue is divided into taxes on income and profits, taxes on payroll and workforce, taxes on
property, domestic taxes on goods and services, taxes on international trade and transactions as
well as a state miscellaneous revenue category. Table A1.3.1 shows tax revenue by main category.

Taxes on income and profits

Taxes on income and profits is the largest category of tax revenue for government accounting for
close to 60% of total tax revenue. This category includes taxes on persons and individuals,
companies, secondary tax on companies, interest on overdue income tax as well as tax on
retirement funds (which was abolished in 2007) and small business tax amnesty proceeds.

Figure 1.6 and Table A1.4.1 contain a summary of the taxes on income and profits, whilst
Tables A1.4.2 and A1.4.3 provide further detail on taxes on persons and individuals and taxes on
companies respectively.

Figure 1.6 Taxes on income and profits, 2006/07 - 2010/11
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Chapters 2 and 3 of this publication contain further detail on Personal income tax (PIT) and Company
income tax (CIT) respectively.

Capital gains tax (CGT) is raised on assessment and forms part of normal income tax liability. The
revenue collected from CGT is reflected under either taxes on persons and individuals or taxes on
companies and is based on the disposal of assets.

The cumulative liability raised for CGT since its inception on 1 October 2001 to the end of
March 2011 was R36.1 billion and progress since it was first introduced is shown in Table 1.9.




Revenue Collections

Table 1.9: Capital gains tax raised, prior to 2007/08 — 2010/11

Capital gains tax raised
R million Individuals Companies Total
Prior to 2007/08 1850 3241 5091
2007/08 1167 2494 3661
2008/09 3807 4136 7943
2009/10 4357 6023 10 380
2010/11 2012 7049 9 061
Cumulative 13193 22943 36 136

Taxes on payroll and workforce

Taxes on payroll and workforce consists of the Skills development levy (SDL) and is a compulsory levy
aimed at funding training costs incurred by employers. SARS administers the collection of this levy in
conjunction with the Department of Labour.

Taxes on property

Taxes on property consists of donations tax, estate duty, securities transfer tax (STT) and transfer
duty.

e Donations tax is levied a flat rate of 20% on the value of the donation (R100 000 exemption
available to natural persons).

e [Estate duty is levied at a rate of 20% on the dutiable amount of the estate (there are certain
admissible deductions allowed on the total value of the estate).

e STTis atax levied at a rate of 0.25% on every transfer of a security.

e Transfer duty is the largest source of revenue in this category and is levied on the acquisition of
property at a progressive rate for all persons including companies, close corporations and trusts
(maximum of 8% on the value exceeding R1.5 million) as from 23 February 2011.

Domestic taxes on goods and services

This category consists of Value-added tax (VAT) as well as turnover tax on micro businesses, specific
excise duties, ad valorem excise duties, fuel levy collections, international air passenger departure
tax, electricity levy and environmental taxes such as the plastic bags levy, incandescent light bulb
levy and the recently introduced CO, tax on motor vehicle emissions. Table A1.6.1 provides a
summary of the domestic taxes on goods and services collections.

VAT is the largest source of revenue in this category (accounting for around 75% of revenue in this
category (see Figure 1.7)). VAT is levied a rate of 14% on goods and services, with certain
exemptions and zero-ratings and is also levied on the importation of goods and services into South
Africa. Table A1.6.1 gives a breakdown of VAT collections between Domestic VAT payments, VAT on
imports and VAT refunds. Further detail is also provided in Chapters 4 and 5 of this publication.

Taxes on international trade and transactions

Taxes on international trade and transactions mainly comprise of customs duties. Customs or
import duties are levies imposed on goods imported into South Africa and are imposed as a means
to protect certain local producers. This category also includes miscellaneous customs and excise
receipts that have not yet been allocated to the appropriate duty types as well as the diamond
export levy which was imposed to stimulate the local diamond polishing industry.




2011 Tax Statistics

Figure 1.7  Value-added tax (VAT), 2006/07 - 2010/11
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State miscellaneous revenue

This is revenue received by SARS in respect of taxes that cannot be allocated to specific revenue
types.

ENVIRONMENTAL TAXES

Climate change is a serious global problem that requires both a concerted international response

and national efforts to reduce greenhouse gas emissions. As part of its response to climate change

government has introduced several environmental taxes. Environmental taxes are based on the

“polluter pays” principle and they seek to influence and change behaviour.

The following environmental taxes have been introduced over the last few years:

International air passenger departure tax: is a tax imposed on international air travel. As from
1 October 2011 fee-paying passengers departing on international flights pay a tax of R190 per
passenger. Passengers flying to Botswana, Lesotho, Namibia and Swaziland (BLNS countries) pay
R100 per passenger.

Plastic bags levy: is a levy on certain types of plastic shopping bags. The levy aims to encourage
the reuse of these bags.

Electricity levy: is a levy applied to electricity generated from non-renewable and nuclear
energy sources at 2.5¢/kWh from 1 April 2011. Some of this revenue is set aside to fund the
rehabilitation of roads damaged as a result of the haulage of coal for electricity generation.
Incandescent light bulb levy: was introduced to promote energy efficiency and reduce electricity
demand. Energy-saving light bulbs last longer and require five times less electricity and result in
lower greenhouse gas emissions.

CO, tax on motor vehicle emissions: the main objective of this tax is to influence the composition
of South Africa’s vehicle fleet to become more energy efficient and environmentally friendly.




Revenue Collections

Table 1.10 shows the environmental tax collections over the last few years.

Table 1.10: Environmental taxes, 2006/07 — 2010/11

International Plastic bags  EHlectricity levy Incandescent CO, tax on Total

air departure levy light bulb levy motor vehicle
R million tax emissions
2006/07 485 75 - - - 560
2007/08 541 86 - - - 627
2008/09 549 79 - - - 628
2009/10 580 111 3342 64 - 4096
2010/11 648 258 4996 151 626 6 679
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Personal Income Tax

PERSONAL INCOME TAX

KEY HIGHLIGHTS

For the 2010 tax year:

e The top personal income tax bracket increased to R525 000;

e The primary and secondary rebates increased to R9 756 and R5 400 respectively;

e The tax thresholds increased to R54 200 (below age 65) and R84 200 (age 65 and above);
e The PIT register grew by 6.9% to over 5.9 million individual taxpayers.

Individual taxpayers’ assessed data for the 2009 tax year show:
e Of the 4 523 474 taxpayers liable to submit returns, 4 223 017 (93.4%) have been assessed;
e The assessed taxpayers had an aggregate taxable income of R779.9 billion and a tax liability of
R168.1 billion, of which:
o 40.5% were registered in Gauteng;
o 28.5% were in the 35-44 age group;
o 56.6% were male;
o 16% were employed in the Financing, insurance, real estate and business services sector;
o 144 217 (3.4%) have business income;
e 55.5% of taxable income derives from salaries, wages and remuneration;
e The largest allowance claimed is the travel allowance;
e Medical aid paid on behalf of employees is the largest fringe benefit;
e Contributions to retirement funding (pension and retirement annuity contributions) constitute
the largest deductions.

INTRODUCTION

Income tax is a tax levied on the taxable income (gross income less exemptions and allowable
deductions) of a person for a specific year of assessment.

Personal income tax (PIT) is government's largest source of revenue contributing 33.7% of total tax
revenue collections for 2010/11. Taxable capital gains also form part of taxable income.

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

This chapter gives an overview of:

e Provisional tax payments

e Personal income tax rates;

e Tax returns and individual taxpayers;

e Taxable income and tax assessed;

e Assessed individual taxpayers with business income; and

e Assessed individual taxpayers’ allowances, fringe benefits and deductions.
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PROVISIONAL TAX PAYMENTS

The introduction of the 80% rule (as set out in the Fourth schedule to the Income Tax Act) requires
taxpayers with taxable income in excess of R1 million, to settle at least 80% of their tax liability by
the time they make their second provisional payment. This increased the combined first and second
payments and substantially reduced third payments. The change to the payment trends is reflected

in Table 2.1 below.

Table 2.1: Provisional tax payments by provisional period, 2007/08 — 2010/11

Period 1st Percentage 2nd Percentage 3rd Percentage Total

R million Provisional change Provisional change Provisional change

Fiscal year period period period

2007/08 3433 4551 4608 12 592
2008/09 4037 17.6% 6381 40.2% 6150 33.5% 16 568
2009/10 4539 12.4% 8357 31.0% 4746 -22.8% 17 643
2010/11 5814 28.1% 7848 -6.1% 1560 -67.1% 15221
Percentage of total

2007/08 27.3% 36.1% 36.6% 100.0%
2008/09 24.4% 38.5% 37.1% 100.0%
2009/10 25.7% 47.4% 26.9% 100.0%
2010/11 38.2% 51.6% 10.2% 100.0%

PERSONAL INCOME TAX RATES

The 40% top marginal income tax rate for individuals has remained in place over the last decade,
though the personal income tax brackets have increased substantially to compensate taxpayers for

the effect of inflation (fiscal drag).

Table 2.2 illustrates the increase in the personal income tax brackets between the 2007 and the
2010 tax years. The top personal income tax bracket increased from R400 000 in 2007 to R525 000
in 2010, a cumulative increase of 31.3%.

increased from R100 000 in 2007 to R132 000 in 2010, a cumulative increase of 32%.

Table 2.2: Personal Income Tax (PIT) brackets, 2007 and 2010

During this period, the bottom income tax bracket

Tax year 2007 2010 Marginal PIT | Cumulative
rates percentage
Rand increase
Brackets 0 — 100 000 0 — 132000 18% 32.0%
100001 - 160000 132001 - 210000 25% 31.3%
160001 - 220000 210001 - 290000 30% 31.8%
220001 - 300 000 290001 - 410000 35% 36.7%
300001 - 400 000 410001 - 525000 38% 31.3%
400 001 and over 525 001 and over 40%
Rebates
Primary 7 200 9 756 35.5%
Secondary 4 500 5400 20.0%
Tax thresholds
Below age 65 40 000 54 200 35.5%
Age 65 and over 65 000 84 200 29.5%
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The primary rebate increased by 35.5%, which resulted in a corresponding increase in the income tax
threshold (the level of annual income below which no income tax is payable) for individuals younger
than 65 years from R40 000 to R54 200 per year. For individuals aged 65 and above, the income tax
threshold increased by 29.5% from R65 000 to R84 200 per year.

Fiscal drag relief

The tax burden (as indicated by the tax assessed as percentage of taxable income) over the period of
review has remained relatively stable around 21%. This is indicative of the effectiveness of
combating fiscal drag through tax relief. The extent of fiscal drag relief that has been granted over
the years is better illustrated by means of an example.

An individual with taxable income of R100 000 in 1994/95 was paying tax at an effective tax rate of
33.8%, this would have increased to 39.5% in 2010/11 if their income had only kept pace with
inflation and if no adjustments to the income tax brackets were made. The impact of the actual tax
rate adjustments from 1994/95 for the same scenario results in a significant lowering of the effective
rate to only 18.2% (see Figure 2.1).

Table 2.3 shows the tax relief granted to individuals since 1994/95. Fiscal drag relief is much more
prominent in the lower income groups due to the effect of bracket creeping.

Table 2.3: Tax relief granted to individuals since 1994/95

Taxable income Tax at Tax at Effective rates
1994/95 rates 2010/11 rates Tax at Tax at
1994/95 rates 2010/11 rates
1994/95' 2010/11? 1994/95' 2010/11 2010/11 1994/95' 2010/11°3 2010/11
22 000 58 152 2385 15770 207 10.8% 27.1% 0.4%
25000 66 082 3225 19180 1635 12.9% 29.0% 2.5%
30 000 79299 4625 24 863 4014 15.4% 31.4% 5.1%
35000 92 515 6425 30 546 6 393 18.4% 33.0% 6.9%
40 000 105732 8225 36 229 8772 20.6% 34.3% 8.3%
45000 118 948 10 275 41912 11151 22.8% 35.2% 9.4%
50 000 132 164 12 325 47 595 13530 24.6% 36.0% 10.2%
75 000 198 247 23015 76 011 29 502 30.7% 38.3% 14.9%
100 000 264 329 33765 104 426 48 189 33.8% 39.5% 18.2%
125 000 330411 44 515 132 841 69 284 35.6% 40.2% 21.0%
150 000 396 493 55 265 161 257 92 413 36.8% 40.7% 23.3%
175 000 462 576 66 015 189 672 116 489 37.7% 41.0% 25.2%
200 000 528 658 76 765 218 087 141 600 38.4% 41.3% 26.8%
250 000 660 822 98 265 274 918 193 999 39.3% 41.6% 29.4%
300 000 792 987 119 765 331749 246 865 39.9% 41.8% 31.1%
350 000 925 151 141 265 388 580 299 731 40.4% 42.0% 32.4%
400 000 1057 316 162 765 445 410 352 596 40.7% 42.1% 33.3%
450 000 1189 480 184 265 502 241 405 462 40.9% 42.2% 34.1%
500 000 1321645 205 765 559 072 458 328 41.2% 42.3% 34.7%
600 000 1585974 248 765 672733 564 060 41.5% 42.4% 35.6%
700 000 1850 303 291765 786 395 669 791 41.7% 42.5% 36.2%
800 000 2114 632 334 765 900 056 775523 41.8% 42.6% 36.7%
900 000 2 378 961 377 765 1013718 881 254 42.0% 42.6% 37.0%
1 000 000 2643 290 420 765 1127 379 986 986 42.1% 42.7% 37.3%

1. Excludes the transitional levy.
2. 2010/11 based on 1994/95 adjusted by inflation.
3. This scenario assumes no fiscal drag relief with tax rates being kept at 1994/95 rates.
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Figure 2.1 Example of tax relief granted to an individual with taxable income of R100 000 in
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TAX RETURNS AND INDIVIDUAL TAXPAYERS

Improved turnaround times and filing compliance

The SARS modernisation programme offered significant improvements in processing turnaround
times, improvements in service levels and increased efficiencies and has released SARS resources to
focus on higher value-adding activities.

During the 2009 tax season, 2.3 million returns were assessed within 24 hours. This volume
increased by 18% in 2010 tax season to 2.7 million returns. This rapid turnaround allowed SARS to
refund eligible taxpayers in record time. During Tax Season 2011, SARS paid R11.9 billion in refunds
to individual taxpayers compared to the R10.5 billion in Tax Season 2010 — a 13% increase. Of these
refunds, 79% were paid within 48 hours of assessment. This means that the vast majority of
taxpayers who were due a refund received it in their bank accounts less than three days after
submitting their returns.

The improvement in filing compliance from 2008/09 to 2010/11 has been dramatic. On-time filing
increased from 58% in 2008/09 to the level of 80.7% in 2010/11 during the filing season. This was
further supported by the introduction of the new administrative penalty system with a
proportionate penalty system for outstanding returns which has meant greater consequences for
taxpayers who do not comply with filing requirements.

Tax register

As a result of the new employer filing process, where SARS seeks to register all individuals with an
IRP5 certificate regardless of income level, the tax register increased substantially. It is intended
that SARS track individuals who may not be eligible to pay tax at the present moment, but will
become eligible in future. Salaried individuals with simple tax affairs and an annual remuneration
below R120 000 and with exempt investment income are not required to complete and submit tax
returns.
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The number of individuals registered for income tax has grown from over 4.7 million in 2007 to over
5.9 million in 2010 (See Table 2.4). Subsequent to growing at a rate of 9.3% in 2008, the annual
growth rate in registered individuals slowed to 6.9% in 2010.

Table 2.4: Number of individual taxpayers, 2007 — 2010

Registered! Percentage Liable to Assessed Percentage
growthin submit assessed
Tax year register returns?
2007 4764 105 6.4% 4191 757 4 068 691 97.1%
2008 5204 805 9.3% 4214 598 3960 792 94.0%
2009 5 540 646 6.5% 4 523 474 4223017 93.4%
2010 5920612 6.9% 4 667 562 4 275 480 91.6%

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

Liable and assessed individual taxpayers

The number of individuals liable to submit income tax returns increased from close to 4.2 million in
2007 to over 4.6 million in 2010. At the end of November 2011, the percentage of individual
taxpayers assessed was 97.1%, 94%, 93.4% and 91.6% for 2007 to 2010 respectively. As the years
progress the percentage assessed moves closer to 100%, due to the returns outstanding, for various
reasons, being finalised. The statistics in the rest of this chapter are based on assessed returns.

TAXABLE INCOME AND TAX ASSESSED

Table 2.5 shows a summary of the number of individual taxpayers assessed, their taxable income
and tax assessed by taxable income group.

Table 2.5: Assessed individual taxpayers: Summary of taxable income and tax
assessed, 2007 — 2010

Number of Taxable Tax Tax assessed

taxpayers income assessed as a % of
Tax year assessed (Rmillion) (R million) taxable income
2007 4 068 691 590 738 125 342 21.2%
2008 3960 792 680 218 147 860 21.7%
2009 4223 017 779 947 168 084 21.6%
2010 4275480 801 654 166 310 20.7%

The decrease in the number of taxpayers is noticeable in the 2008 tax year due to the submission
threshold having been increased to R120 000 taxable income. Assessed tax has also decreased as a
result. Tax assessed as a percentage of taxable income is relatively stable and points to the ability of
tax policy to effectively counter fiscal drag. The decline of nearly 1% in the effective rate in 2010 is
mainly due to a slowing in the growth of average taxable income in 2010 to just 1.5% and a
reduction of 2.3% in average tax, the former largely as a result of the impact of the financial crisis on
employment and remuneration levels and the latter due to the adjustment of the tax rates for 2010.
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In Table 2.6 the distribution of taxpayers, taxable income and tax assessed over major taxable
income groups is shown. The table shows that for the 2009 tax year nearly half of the assessed
individual taxpayers have taxable income below the R120 000. These taxpayers earned 12.3% of
taxable income and contributed only 4.9% of the tax assessed. Over 45% of the taxpayers earned

between R120 000 and R400 000 and were liable for over 41% of the tax assessed.

Table 2.6: Distribution of assessed individual taxpayers over selected taxable income
groups, 2007 — 2010

Percentage Taxable income group 2007 2008 2009 2010
Taxpayers <=0 8.3% 6.8% 6.1% 5.7%
1 -60 000 17.6% 15.1% 13.7% 13.1%
60 001 — 120 000 32.9% 28.2% 25.0% 24.5%
120 001 — 400 000 35.7% 42.4% 46.6% 47.9%
400 001 — 5 000 001 + 5.5% 7.4% 8.6% 8.8%
Total 100.0% 100.0% 100.0% 100.0%
Taxable income <=0 -2.8% -2.7% -2.6% -2.9%
1-60 000 4.2% 3.1% 2.6% 2.4%
60 001 — 120 000 20.4% 15.1% 12.3% 11.8%
120 001 — 400 000 48.4% 49.4% 51.1% 52.6%
400 001 — 5 000 001 + 29.9% 35.1% 36.6% 36.0%
Total 100.0% 100.0% 100.0% 100.0%
Tax assessed <=0 0.0% 0.0% 0.0% 0.0%
1-60 000 0.4% 0.2% 0.1% 0.0%
60 001 — 120 000 9.6% 6.4% 4.8% 3.9%
120 001 - 400 000 43.9% 41.3% 41.5% 41.9%
400 001 — 5 000 001 + 46.1% 52.0% 53.5% 54.2%
Total 100.0% 100.0% 100.0% 100.0%

Figure 2.2 provides a graphical representation of the number of taxpayers and the tax assessed for
the 2009 tax year by taxable income group. Further detail by taxable income group is provided in

Table A2.1.1.

Figure 2.2

Number of assessed individual taxpayers and tax assessed, 2009

225000 1

200 000 A

175000

150 000

125000

100 000

75000

Number of taxpayers

50 000

25000 A

N umber of taxpayers

e Tax assessed (R million)

<0

10001 - 20 000
40001 — 50 000

70001 — 80 000
100001 — 110 000

550 001 — 560 000

130001 — 140 000
160001 — 170 000
190 000 — 200 000
220001 - 230 000
250001 - 260 000
280001 — 290 000
310001 - 320 000
340001 - 350 000
370001 — 380 000
400001 — 410 000
430001 — 440 000
460001 — 470 000
490001 — 500 000
520001 - 530 000
580 001 — 590 000
620 001 — 640 000

Taxable income group

680 001 — 700 000

800 001 — 850 000
1000 001 - 1 200 000

12000 001 +

2000 001 - 3 000 000
5000 001 — 6 000 000

9000

8000

7000

6000

5000

4000

3000

2000

1000

R million




Personal Income Tax

By province

The distribution of taxpayers, taxable income and tax assessed between provinces/offices of
registration has been stable over the period under review. Over 70% of individual taxpayers were
registered in three provinces (Gauteng, Western Cape and KwaZulu-Natal) and are responsible for
close to 80% of the total tax assessed (see Table A2.1.2).

Please note that this is not necessarily representative of employment in provinces, as taxpayers may
be employed in a different province as opposed to the province of the office where the taxpayer is
registered for tax. For example, a taxpayer may work and reside in Brits (North West), but is
registered at the Pretoria office (Gauteng). This taxpayer’s taxable income and tax assessed would
therefore be reflected in Gauteng and not in the North West province.

By age group

Table A2.1.3 and Figure 2.3 show a breakdown of assessed individual taxpayers by age group. The
relative contributions of the different age groups of taxpayers show little change over the period.
Close to 30% of the assessed taxpayers fall in the 35 to 44 age group. Together this group earns
close to a third of the total taxable income and is also responsible for close to a third of the total tax
assessed.

Figure 2.3 Percentage of assessed individual taxpayers by age group, 2007 - 2010
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By gender

The percentage number of female taxpayers has been steadily increasing over the last few years.
For the 2009 tax year, as indicated in Table A2.1.4 and Figure 2.4, females account for 43.4% of the
assessed individual taxpayers, earn 34.4% of the taxable income and contribute 27.8% of tax
assessed. This indicates that females still occupy the lower income levels whilst males the higher
levels of income.
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Figure 2.4  Percentage of male and female assessed individual taxpayers by taxable income
group, 2009
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Table A2.1.5 shows that individuals with a taxable income between zero and R120 000 are nearly
evenly split between females and males, but as the taxable income increases the proportion of
females to males declines significantly. Only 17.5% with a taxable income of between R750 000 and
R1 million in 2009 are female, this proportion declines further to only 7.3% females for those with a
taxable income of over R5 million. The number of females as a percentage of the total assessed has
increased from 42.4% in 2007 to 44.1% in 2010 as relatively more females than males enter the
labour market and became liable for tax.

By source of income

Figure 2.5 and Table A2.2.1 show selected sources of income. Over 3.2 million individual taxpayers
in 2009 received income from salaries and wages or remuneration whilst close to 2.7 million of these
taxpayers also received annual payments in the form of bonuses or leave pay.

Figure 2.5  Assessed individual taxpayers’ taxable income by source of income, 2009

Annual payment
10.9%

Local interest
3.0%

Overtime
3.5%

Income (Salaries, Director's income

wages, 5.1%
remuneration)
67.5% o
Commission
3.6%

Pensionincome
3.1%
Il other sources
ofincome
3.3%




Personal Income Tax

It must be noted that during 2010 income source codes 3603, 3607 and 3610 were consolidated into
source code 3601. Table A2.2.1 shows this consolidation of all the previous years for comparative
purposes.

There were over 280 000 individual taxpayers’ with interest income in excess of the exemption limit
applicable in 2009. The taxable portion of local interest income appears to be growing as a
proportion of taxable income, with taxable foreign interest declining.

By sector

In 2009, assessed individual taxpayers employed in the Financing, insurance, real estate and business
services sector account for the largest number of taxpayers and also make the largest contribution
to tax assessed, at 16% and 21.6% respectively. See Table A2.3.1 and Figure 2.6.

Figure 2.6  Assessed individual taxpayers’ tax assessed by sector, 2009
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Table A2.3.2 uses SARS’s sector codes, as in Table A2.3.1, and reclassifies these codes according to
the Standard Industrial Classification (SIC). It should be noted that the source of income codes used
by SARS are not fully aligned with the SIC system used by Statistics South Africa.

ASSESSED INDIVIDUAL TAXPAYERS WITH BUSINESS INCOME

Table A2.4.1 gives a breakdown of the sectors in which assessed individual taxpayers with business
income are active. Assessed individual taxpayers with business income amounted to 3.4% of total
individual taxpayers in 2009 (4% of the total in 2007).

Individual taxpayers in the Financing, insurance, real estate and business services sector with
business income contribute almost a third of the total assessed taxable income (30% in 2009). This
equates to 19.7% of the total assessed individual taxpayers having business income and is closely
followed by the Retail trade sector with 15.1% of the total assessed individual taxpayers.
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ASSESSED INDIVIDUAL TAXPAYER ALLOWANCES, FRINGE BENEFITS
AND DEDUCTIONS

Assessed individual taxpayers’ allowances

The travelling allowance despite continuing to be the largest of all the allowances for individuals has
been steadily decreasing in relative contribution from 54.8% in 2007 to 45.6% in 2010. This decline
can be partly explained by the policy changes applicable to the travel allowance to curb the rise in
the granting of this allowance.

It must be noted that during 2010 income source codes 3706, 3710, 3711 and 3712 were
consolidated into source code 3713. Table A2.5.1 shows this consolidation of all the previous years
for comparative purposes.

The more significant allowances are shown per taxable income group in Tables A2.5.2 to A2.5.4 and
Figure 2.7.

Figure 2.7  Assessed individual taxpayers’ allowances, 2009
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Assessed individual taxpayers’ fringe benefits

Table A2.6.1 provides a summary of fringe benefits. As from the 2010 tax year, fringe benefit source
codes (3803 to 3809) have been consolidated into source code 3801. For comparative purposes this
new consolidated source code is shown at the bottom of the table. Total fringe benefits amounted
to R12.7 billion in 2007, increasing to R15.7 billion in 2010.

Medical scheme contributions paid on behalf of employees remains the largest fringe benefit
claimed amounting to R6.9 billion in 2009. The more significant fringe benefits are shown by taxable
income group in Tables A2.6.2 to A2.6.4.




Assessed individual taxpayers’ deductions
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Table A2.7.1 provides a summary of assessed individual taxpayers’ deductions. The deduction in
respect of pension fund and retirement annuity contributions collectively has remained fairly
constant at 35.7% in 2009. The proportion of amounts allowed as deductions for medical expenses
(excluding deductions allowed associated with disability) have increased marginally from 2007 to

20009.

The more significant deductions are shown by taxable income group in Tables A2.7.2 to A2.7.8 and

Figure 2.8.

Figure 2.8  Assessed individual taxpayers’ deductions, 2009
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Company Income Tax

COMPANY INCOME TAX

KEY HIGHLIGHTS

Companies’ assessed data for the 2009 tax year shows:

e Roughly a third of all companies assessed had positive taxable income, a third had taxable
income equal to zero and the remaining third had negative taxable income;

e 52.5% of income tax assessed is paid by 243 large companies with taxable income in excess of
R200 million; and

e The finance, wholesale trade and retail trade sectors collectively make up 53.6% of the
assessed companies and are responsible for close to 40% of tax assessed.

Change in provisional tax pattern:

e Third provisional payments declined from 22.5% in 2008/09 to 6.9% in 2010/11 as a result of
the introduction of a new provisional tax rule (80% rule for second provisional tax payments).

INTRODUCTION

After Personal income tax (PIT) and Value-added tax (VAT), Company income tax (CIT) is the third
largest contributor to tax revenue. All companies and close corporations (CC) are required to
register as a taxpayer.

The current headline CIT rate is 28%, with certain sectors of the economy having different effective
tax rates due to specific tax dispensations and deductions. Examples are the gold mining formula,
farming deductions and valuation, and accelerated depreciation of capital for qualifying sectors.
Small business corporations with a turnover of not more than R14 million can apply for a special tax
dispensation in the form of a graduated income tax rate table as opposed to having a fixed rate.
Micro businesses with an annual turnover of less than R1 million may also elect to only pay turnover
tax.

As part of CIT, companies may also have to pay capital gains tax (CGT) on disposal of assets.
Secondary tax on companies (STC) is payable at a rate of 10% on dividends when declared. STC will
be replaced by a Dividends withholding tax as from 1 April 2012.

This chapter gives an overview of:

e Provisional tax payments;

e Number of companies;

e Taxable income and tax assessed by taxable income group and by sector;
e Companies with assessed losses or profits; and

e Tax assessed by main sector.
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PROVISIONAL TAX PAYMENTS

Companies automatically fall into the provisional tax system — which is a system that requires
taxpayers to provide for their final tax liability by paying two amounts during the course of the year
of assessment. The aim is to assist taxpayers to meet their liabilities in the form of two payments
made from income received during the tax year, instead of a single, large sum after the end of the
tax year bringing tax revenue in line with actual economic activity. Final liability, however, is
determined upon assessment. A third payment (topping-up) after the end of the tax year is
optional.

The first provisional tax payment must be made within six months of the year of assessment. The
second payment must be made no later than the last working day of the year of assessment. The
third payment is voluntary and may be made within seven months of the year of assessment, where
the year of assessment is February, and within six months of the year of assessment, for any other
year of assessment. Table 3.1 provides an illustration of the provisional payment timeline by
companies’ financial year-end whilst Figure 3.1 shows the provisional tax payments by period for
2009.

Table 3.1: Example of timeline for provisional tax payments
Company financial year-end 2010 Fiscal {Number of
Date due Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec year |payments
31-Jul-09 | 2010 1*

31-Aug-09 2010 15t

30-Sep-09 2010 1%t
31-Oct-09 2010 1
30-Nov-09 2010 1% 2009/10 12
31-Dec-09 2010 18t

31-Jan-10 | 2010 2™ 2010 18

28-Feb-10 2010 2 2010 1t

31-Mar-10 2010 2 2010 18

30-Apr-10 2010 2 2010 18t

31-May-10 2010 2 2010 18
30-Jun-10 2010 2 2010 1%
31-Jul-10 | 2010 3¢ 2010 2nd

31-Aug-10 2010 2nd

30-Sep-10 201039 2010 3¢ 2010 2nd

31-Oct-10 2010 3¢ 2010 2

30-Nov-10 2010 3¢ 2010 2nd
31-Dec-10 2010 3¢ 2010 2nd
31-Jan-11 2010 3¢

28-Feb-11 2010 3¢

31-Mar-11 2010 3¢

2010/11 21

30-Apr-11 2010 3¢
31-May-11 2010 3¢ 2011/12 3
30-Jun-11 2010 3¢

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

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




Figure 3.1 Provisional tax payments by provisional period, 2009
Rmillion 3rd period
12331
9.3%
1st period
49 402
37.4%
2nd period
70321
53.3%

Company Income Tax

Taxes for a specific tax year are paid over a number of fiscal years as illustrated in Table 3.2.

Approximately 55% of the tax liability is paid in the current tax year and around 40% in the

subsequent year.

Table 3.2: Provisional tax payments by tax year and fiscal year, 2006/07 — 2010/11

R million

Tax year (down) 2006/07 2007/08 2008/09 2009/10 2010/11 Total
2004 432 151 57 38 678
2005 7 855 331 170 141 8 502
2006 66 954 8182 475 119 43 75773
2007 42 471 80 123 9311 467 121 132 493
2008 481 50 220 96 128 7 435 275 154 538
2009 7 248 56 821 72 332 2 645 132 054
2010 25 334 54 551 74 149 129 064
2011 - 1 0 8 59 829 59 838
Total 118 205 139 281 163 295 135 092 137 068

prior to y-1 432 482 701 765 445

y-1 7 855 8182 9311 7 435 2 645

y 66 954 80 123 96 128 72 332 74 149

y+1 42 471 50 220 56 821 54 551 59 829

post y+1 493 274 334 8 -

Total 118 205 139 281 163 295 135 092 137 068

prior to y-1 0.4% 0.3% 0.4% 0.6% 0.3%

y-1 6.6% 5.9% 5.7% 5.5% 1.9%

y 56.6% 57.5% 58.9% 53.5% 54.1%

y+1 35.9% 36.1% 34.8% 40.4% 43.6%

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

Total 100.0% 100.0% 100.0% 100.0% 100.0%

Companies are allowed to choose the period for their financial year ends. The year of assessment

(tax year) of a company corresponds with its financial year. A significant number of companies have

elected a February year-end to coincide with the individual taxpayers’ tax year.
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Companies with February, March, June, September and December year-ends, are significant
provisional taxpayers (see Figure 3.2). The June and December year-end companies have
contributed over 50% to the total provisional tax for a specific fiscal year. The provisional tax

collected increased over the years from R118.2 billion in 2006/07 to R137.1 billion in 2010/11, 16%
overall growth.

Figure 3.2 Provisional tax payments by company financial year-end, 2009
R million Feb
28557

21.6%

Allother months
5374
4.1%

Dec
39369
29.8%

The introduction of the 80% rule, which was implemented for companies with year-ends after
1 March 2009, requires taxpayers with taxable income in excess of R1 million to settle at least 80%
of their tax liability by the time they make their second provisional payment or incur significant
penalties. As a result, the 2009/10 fiscal year saw a significant decline in third payments (by
R27.3 billion from 2008/09 to R9.5 billion in 2010/11) while first and second provisional payments

increased relative to the total provisional tax for each year (see Table 3.3).

Table 3.3: Provisional tax payments by provisional period by fiscal year, 2006/07 — 2010/11

Period 1st Percentage 2nd Percentage 3rd Percentage Total

R million Provisional change Provisional change Provisional change

Fiscal year period period period

2006/07 39812 48 703 29690 118 205
2007/08 49 132 23.4% 59 650 22.5% 30499 2.7% 139 281
2008/09 56 399 14.8% 70 147 17.6% 36 749 20.5% 163 295
2009/10 45819 -18.8% 71776 2.3% 17 497 -52.4% 135 092
2010/11 53993 17.8% 73620 2.6% 9 455 -46.0% 137 068
Percentage of total

2006/07 33.7% 41.2% 25.1% 100.0%
2007/08 35.3% 42.8% 21.9% 100.0%
2008/09 34.5% 43.0% 22.5% 100.0%
2009/10 33.9% 53.1% 13.0% 100.0%
2010/11 39.4% 53.7% 6.9% 100.0%
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Table A3.1.1 shows the provisional tax payments by company financial year-end and provisional
period by fiscal year, whilst Table A3.1.2 shows by tax year. Table A3.2.1 shows a breakdown of the
provisional tax payments by sector.

NUMBER OF COMPANIES

SARS has nearly 2.1 million companies on register for the 2010 tax year, however, some of these
companies are inactive or dormant. Tax base broadening through education, outreach and
enforcement initiatives have resulted in a 10.6% increase in the number of companies registered
since 2009.

The number of companies liable to submit returns grew from just over 1 million to over 1.6 million
between the 2007 and 2010 tax years. For 2007, 54.6 of the liable companies had been assessed
whilst only 28% had been assessed for 2010 (see Table 3.4).

Table 3.4: Number of companies, 2007 — 2010

Number Registered* Percentage Liable to Assessed Percentage
growth in submit assessed

Tax year register returns?

2007 1584 002 30.0% 1042 162 569 425 54.6%

2008 1834 009 15.8% 1321190 587 740 44.5%

2009 1878 856 2.4% 1496 587 561 967 37.5%

2010 2078 182 10.6% 1678883 470 153 28.0%

1. Excludes cases where status is in suspense, estate and address unknown. The tax year for companies
is normally the financial year of the company for financial reporting purposes.
2. These are companies that are active and not dormant.

Provisional tax as indicator of completeness of assessments

Even though a large number of companies are inactive or dormant they are still liable to submit
returns. The tax assessed as a percentage of the provisional tax payments received for the relevant
tax year is therefore a better proxy to determine the completeness of the issued assessments.
Provisional tax collections for a specific tax year has been close to 100% of the final liability as per
assessments issued and provisional tax collections for a tax year are known long before assessments
for a tax year are known, which allows for fairly reliable extrapolations.

Table 3.5 shows the tax assessed for the specific tax year against the provisional tax payments
received. From the table, for the 2007 to 2009 tax years, over 95% of the provisional tax payments
have already been received. The tax assessed is more than the provisional tax collections as
additional taxable income may be identified in cases where the taxpayer failed to take such income
into account at the time of making their provisional tax payments. The difference is reconciled by
collecting assessment payments or by releasing refunds.

Table 3.5: Provisional tax payments and tax assessed by tax year, 2007 — 2010

R million Provisional tax Tax Tax assessed as % of
Tax year payments assessed provisional tax
2007 132 493 138 161 104.3%

2008 154 538 158 917 102.8%

2009 132 054 125 749 95.2%

2010 129 064 82 107 63.6%
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The tables in the rest of this chapter (Tables A3.2.1 to A3.9.2), therefore reflect tax assessed as a
percentage of provisional tax payment collections rather than the percentage assessed.

TAXABLE INCOME AND TAX ASSESSED BY TAXABLE INCOME GROUP

Table A3.3.1 shows taxable income and tax assessed by taxable income group for all companies.
Around a third of companies reported positive taxable income, a third reported negative taxable
income and the remaining third reported zero taxable income.

Table A3.3.2 shows that 52.5% of the company income tax assessed in 2009 was paid by large
companies with taxable income exceeding R200 million. These companies represent only 0.1% of
the total number of companies assessed for income tax purposes.

Figure 3.3 provides a distribution of the number of companies assessed and the tax assessed for the
2009 tax year.

Figure 3.3 Number of assessed companies and tax assessed, 2009 (taxable income in excess of

R500 000)
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1. Figure 3.3 excludes 132 303 companies in the taxable income group R1 to R500 000 with tax
assessed of R3.1 billion.

TAXABLE INCOME AND TAX ASSESSED BY SECTOR

The Financing, insurance, real estate and business services sector is the largest sector, with over 35%
of the total number of assessed companies, paying over 25% of the all tax assessed from a base
which constitutes over 30% of taxable income. The anomalous contribution can be explained by the
fact that this sector has the largest number of companies in an assessed loss position.
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There are, however, substantial differences in the contribution of companies in the various sectors
and the tax assessed. While the Mining and quarrying sector constitutes only 0.4% of the assessed
taxpayers in 2009, the tax assessed is 10.2% of the total. In contrast, the Agencies and other services
sector constitutes 8% of taxpayers with an assessed tax of 2.3% of the total.

Figure 3.4 shows tax assessed for the top sectors for the 2009 tax year.
Table A3.4.1 shows the taxable income and tax assessed by sector for all companies.

Table A3.4.2 uses SARS’s source of income codes as shown in Table A3.4.1 and reclassifies these
codes according to the Standard Industrial Classification (SIC). It should be noted that SARS’s source
of income codes are not fully aligned with the SIC system used by Statistics South Africa.

Tables A3.4.3 to A3.4.5 show the companies reporting positive, negative and zero taxable income
respectively.

Figure 3.4 Companies tax assessed by sector, 2009

R million Mining and
quarrying
Financing, 12803

i 0,
insurance, real 10.2%

estate & business

services Transport, storage

36787 & communications

29.3% 10485
8.3%

Coal & petroleum
products
7494
6.0%

——_ Retailtrade

6901
5.5%
\Wholesale trade
Allother sectors \_ 6 057
40350 Longterm 489
32.1% insurance
4872
3.9%

COMPANIES WITH ASSESSED LOSSES OR PROFITS

The Financing, insurance, real estate and business services sector is the sector which has the most
number of companies with assessed losses followed by the retail trade sector. For the 2009 tax
year, 36% of the total assessed taxpayers in this sector had assessed losses.

Table A3.5.1 shows the total number of companies with assessed losses or profits by sector.

TAX ASSESSED BY MAIN SECTOR

Tables A3.6.1 to A3.9.2 show the number of taxpayers and tax assessed by main sector and taxable
income group for each of the tax years.
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Value-Added Tax

VALUE-ADDED TAX

KEY HIGHLIGHTS

For the 2010/11 fiscal year:

e Despite the unfolding downward scenarios dominated by events in the US and Euro-zone and
weak domestic aggregate demand, VAT revenue collections improved considerably in 2010/11;

e Domestic VAT payments increased by 5.1% while VAT refunds declined by 11.7%, the combined
effect of the two resulting in growth of 30.6%;

e Growth in domestic VAT payments came mainly from the Financing, Retail trade and Agencies
and other services sectors, offset by a decline in the Construction sector;

e VAT refunds declined in the Financing, Agriculture and Mining and quarrying sectors;

e There were 664 267 registered VAT vendors of which 466 050 (70.2%) were active submitting
VAT returns;
o 33.8% of VAT vendors were in the Financing sector;
o 87.2% of VAT vendors submitted returns on a bi-monthly basis;
o Although only 8.7% of VAT vendors submitted returns on a monthly basis they contributed

76% of VAT payments and 87.6% of VAT refunds;

o Companies and close corporations made up 69.2% of VAT vendors; and

e 49.6% of VAT vendors had a turnover of R1 million or less.

INTRODUCTION

The South African Value-added tax (VAT) system is destination based, which means that only the
consumption of goods and services in South Africa is taxed. VAT is therefore paid on the supply of
goods or services in South Africa, as well as on the importation of goods into South Africa.

VAT is currently levied at the standard rate of 14% on most goods and services and taxable supplies
are either standard-rated or zero-rated. A supplier of zero-rated supplies is not required to charge
output tax on those supplies but is nevertheless entitled to a deduction of input tax paid on goods or
services acquired for the purpose of making such supplies. There is a wide range of basic food items
as well as petrol, diesel and illuminating paraffin that are zero-rated. Exports are also zero-rated.

Exempt supplies are excluded from VAT. An example of supplies that are exempt from VAT is rental
of residential property. Unlike either standard-rated or zero-rated supplies, exempt supplies are not
taxable activities, so a supplier of exempt goods or services is not allowed to claim input VAT in
relation to the input side of those supplies.

This chapter gives an overview of:

e The number of registered VAT vendors;
e Domestic VAT: Payments and refunds
e Input/output VAT; and

e Turnover.
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NUMBER OF REGISTERED VAT VENDORS

The number of vendors registered for VAT purposes has declined since 2007/08. This was due to
additional registration and legislative requirements as well as a clean-up of the VAT register. For the
purposes of Table 4.1, a vendor is regarded as active if a payment was either received or a refund
was made to the vendor during the fiscal year.

Table 4.1: Number of registered VAT vendors, 2007/08 — 2010/11

Number Registered? Active Percentage of
Fiscal year vendors registered
2007/08 745 487 526 571 70.6%
2008/09 737 885 530 342 71.9%
2009/10 685 523 493 083 71.9%
2010/11 664 267 466 050 70.2%

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

By sector

The largest number of VAT vendors for 2010/11 were in the Financing, insurance, real estate and
business services sector (33.8%) followed by the Agriculture, forestry and fishing (13.3%) and the
Retail trade (9.8%) sectors.

Companies in the Financing, insurance, real estate and business services sector make the largest
proportion of gross domestic VAT payments totalling R66 billion (32.1%) in 2010/11 (see Figure 4.1).
The companies in the Mining and quarrying sector at 0.5% and 3.2% of the total gross VAT payments
for 2010/11 are a negative contributor to net VAT.

Figure 4.1 Gross VAT payments by sector, 2010/11
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Value-Added Tax

VAT refunds arise mainly when a vendor’s inputs exceeds their output, which may occur as a result
of the following:

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

VAT refunds were most prominent in the Mining and quarrying, Financing, insurance, real estate and
business services and Agriculture, forestry and fishing sectors, as set out in Figure 4.2. Table A4.1.1
shows the detailed number of vendors, payments and refunds per sector.

Figure 4.2 VAT refunds by sector, 2010/11

I Financing,
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By payment category

The VAT collected by vendors is usually paid over to SARS every two months, but in cases where the
value of taxable supplies (turnover) in a 12 month periods exceeds R30 million, the vendor must
account for VAT on a monthly basis. Certain farming enterprises are allowed to pay VAT on a bi-
annual basis and small businesses with taxable supplies less than R1.5 million in any consecutive 12-
month period may pay their VAT every four months.

Close to 90% of vendors submit returns on a bi-monthly basis (see Figure 4.3), 8.7% submit on a
monthly basis, contributing over 75% of VAT payments and over 80% of VAT refunds. The remainder
of the vendors submit returns either 4-monthly, 6-monthly or annually.

Most vendors that submit monthly returns are from the Financing, insurance, real estate and
business services sector followed by the Retail trade sector.

Table A4.2.1 provides a summary of the VAT payments and refunds by payment category whilst
Tables A4.2.2 to A4.2.5 provide a breakdown of the payments and refunds by sector for the different
payment categories.
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Figure 4.3 VAT vendors by payment category, 2010/11
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By type of enterprise

Companies and close corporations make up nearly 70% of VAT vendors for 2010/11 and accounted
for over 90% of the domestic VAT payments and close to 90% of the VAT refunds. Although
individuals (sole proprietors) made up over 20% of VAT vendors they only accounted for 3.2% and
2% of the total domestic VAT payments and refunds respectively.

Table A4.3.1 shows a summary of domestic VAT payments and refunds by type of enterprise.

INPUT/OUTPUT VAT

The mechanics of the VAT system are based on a subtractive or credit input method which allows a
vendor to deduct the tax incurred on the vendor inputs (input tax) from the tax collected on the
supplies made by the vendor (output tax). There are, however, some expenses upon which input tax
cannot be claimed, such as the acquisition of motor cars and entertainment in most instances.

VAT charged on supplies made (output tax) less VAT paid to suppliers (input tax) is equal to the
amount of VAT payable or refundable. VAT returns submitted result in either a payment or a refund.

The input/output tables (Tables A4.4.1 to A4.4.3) indicate the values as per the actual VAT return
submission (VAT201 form). The values for VAT payments and refunds do not tie-up to the actual
collections as shown in Table A4.1.1 due to several reasons, including:

e adjustments may be made through the audit process
e actual payments may not have been made and accrued to debt
e refunds may be delayed due to additional verification procedures.




Value-Added Tax

It should also be noted that the overall GDP cannot be inferred from the total value for inputs and
outputs due to the multiple inclusion of output and input VAT declarations as it flows through the
value-chain. For example, goods are manufactured and sold on to a wholesaler, which on sells to a
retailer, which on sells to a final consumer. The aforementioned will result in output VAT and input
VAT declared at three different points in the value-chain on the same goods. Furthermore, output
and input VAT does not reflect any values declared by vendors with zero-rated and exempt items.

Table 4.2 illustrates that, in 2010/11, for every R1 of domestic VAT payment there is a VAT refund of
RO.56.

Table 4.2: Relationship between domestic VAT payments and VAT refunds, 2007/08 — 2010/11

For each R1 Domestic VAT payments
there is

Fiscal year VAT refunds of

2007/08 0.62

2008/09 0.71

2009/10 0.57

2010/11 0.56

The relationship between output and input VAT is best illustrated by calculating how much output
VAT is declared to finally collect R1 in domestic VAT and how much input VAT is claimed to refund
R1in VAT.

For 2010/11, for each R1 in domestic VAT collected:
e R3.27in output VAT was declared (R673.7 billion + R206.2 billion) and
e R2.27in input VAT was claimed (R467.5 billion + R206.2 billion).

Similarly for each R1 in VAT refunded:
e R1.40in output VAT was declared (R161.3 billion + R114.9 billion) and
e R2.40in input VAT was claimed (R276.2 billion + R114.9 billion).

Table 4.3 illustrates that irrespective of whether the economy is growing or shrinking, the ratio’s
move in a fairly narrow range. It is merely the quantum of the declarations that vary with the
economy.

Table 4.3: Output and Input VAT declared for each R1 domestic VAT collected and refunded,
2007/08 — 2010/11

Domestic VAT Domestic VAT Net Domestic | VAT refunded VAT refunded Net VAT
For each R1 payments payments VAT payments | there is input there is output refunded
there is input there is output claimed of declared of
Fiscal year claimed of declared of
2007/08 -2.32 3.32 1.00 1.35 -2.35 -1.00
2008/09 -2.28 3.28 1.00 1.33 -2.33 -1.00
2009/10 -2.22 3.22 1.00 1.29 -2.29 -1.00
2010/11 -2.27 3.27 1.00 1.40 -2.40 -1.00

Certain sectors show significant departure from the aggregate ratios. For example, the mining
sector which in 2010/11 claimed the most refunds of all sectors (R25.6 billion) declared only R0.62 in
output VAT and claimed R1.62 in input VAT for each R1 in VAT refunds claimed. This is mainly due to
the extent of their zero-rated export sales.
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The input and output relationship is also shown in Figure 4.4 while Tables A4.5.1 and A4.5.2 show
these ratios for each sector.

Figure 4.4  Composition of Domestic VAT payments (output/input), 2007/08 - 2010/11
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TURNOVER

To calculate turnover, one cannot only utilise turnover as declared on the VAT returns and
assessments processed during a fiscal year as these returns and assessments may pertain to tax
periods outside the fiscal year, resulting in either an overstated or understated turnover if too few or
older outstanding returns are submitted.

The turnover, as shown in Table A4.6.1, is therefore based on a system calculated annualised
turnover per vendor, which utilises the 12-month period of each fiscal year to calculate a vendor’s
turnover.

The manner in which the annualised turnover is calculated is best illustrated as follows:

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

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

In 2010/11, close to 50% of VAT vendors had a turnover of R1 million or less, these vendors,
however, accounted for only 3.7% of domestic VAT payments and 5.9% of VAT refunds. On the
other hand, 1.6% of VAT vendors that had an annual turnover greater than R100 million accounted
for 59.3% and 73.6% of domestic VAT payments and VAT refunds respectively.
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VAT on Imports and Customs Duties

VAT ON IMPORTS AND CUSTOMS DUTIES

KEY HIGHLIGHTS

For the 2010/11 fiscal year:

e The steady recovery from the global financial crisis resulted in VAT on imports improving by
17.3% against the previous year;

e Machinery and mechanical appliances, electrical equipment contributed the most VAT on
imports on goods imported (29.9%);

e Customs duties and ad valorem excise duties were mostly derived from vehicles, aircrafts,
vessels and associated transport equipment at 30.4% and 62.5% respectively;

e Imports from Asia and Europe world zones resulted in over 80% of the combined total VAT on
imports, customs duties and ad valorem excise duties; and

e Most imports originate from China and Germany at 21% and 12.5% of the combined total VAT
on imports, customs duties and ad valorem excise duties respectively.

INTRODUCTION

VAT is levied on the importation of goods and services into South Africa, whilst customs duties are
imposed on designated imported goods. Additional ad valorem customs duties are levied on a wide
range of luxury or non-essential items such as perfumes, firearms and games. These import duties
are levied with the aim of raising revenue from the upper end consumers and protecting the local
market.

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

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

VAT on imports is levied at a rate of 14% on the importation of goods into South Africa with certain
imported goods being exempted. This includes the SACU member countries (Botswana, Lesotho,
Namibia and Swaziland).

The value that is placed on the importation of goods is deemed to be the value of goods for customs
duty purposes as well as any duty the Customs and Excise Act levies on the importation plus 10% of
that value. However, if the goods originated from a SACU member country the value is not
increased by the 10%.

Customs values are set by the General Agreement on Tariffs and Trade (GATT) valuation code which
has six valuation methods. The majority of goods are valued using method one, which is the actual
price paid or payable by the buyer of the goods. The "free-on-board" price forms the basis for the
value, but allows for certain deductions (such as interest charged on extended payment terms) and
additions (such as certain royalties).




2011 Tax Statistics

These customs values are made to Customs on a Bill of Entry (BOE) at the time of importation. The
tables in this chapter reflect the values as processed on these BOE transactions and will therefore
differ from the actual cash payments received.

By customs section

The Machinery and mechanical appliances, electrical equipment section (19.9%) accounts for the
largest customs value of goods imported in 2010/11, followed by Mineral products (15.6%) and
Vehicles, aircraft, vessels and associated transport equipment (11.5%).

VAT on imports for 2010/11 was largely derived from Machinery and mechanical appliances,
electrical equipment (29.9%), Vehicles, aircraft, vessels and associated transport equipment (13.6%)
and Products of the chemical and allied industries (11.2%).

The largest contributor of customs duties for 2010/11 was Vehicles, aircraft, vessels and associated
transport equipment (30.4%), Textiles and textile articles (13.1%) and Prepared foodstuffs,
beverages, spirits and vinegar (10.2%).

Ad valorem excise duty revenues (Duty 1-2B) for 2010/11 were mostly derived from the Vehicles,
aircraft, vessels and associated transport equipment section (62.1%) and the Machinery and
mechanical appliances, electrical equipment section (34.6%).

Table A5.1.1 shows the customs value of imports, VAT on imports, customs duties and ad valorem
excise duties by customs section while Figure 5.1 shows the top combined VAT on imports, customs
duties and ad valorem sections.

Figure 5.1 VAT on imports, customs and ad valorem duties by section, 2010/11
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By world zone and selected trade blocs

Imports from Asia and Europe world zones resulted in 82.4% of the combined total VAT on imports,
customs duties and ad valorem excise duties followed by the Americas at 13.3%.




VAT on Imports and Customs Duties

Table A5.2.1 shows the combined total of VAT on imports, customs duties and ad valorem duties
(Duty 1-2B) by world zone for 2010/11, as well as selected trade blocs.

By country of origin

The top-5 countries of origin (i.e. China, Germany, US, Japan and the UK) account for over half of the
combined total VAT on imports, customs duties and ad valorem excise duties for 2010/11.

For 2010/11, China and Germany continue to be the largest originators of goods coming into South
Africa making up 21% and 12.5% of the combined total VAT on imports, customs duties and
ad valorem excise duties respectively.

From China, the imported goods with the highest customs value and VAT on imports were
computers, the goods incurring the most customs duties were footwear whilst the largest
contributors to ad valorem excise duties were from cellphones and videophones.

From Germany, the imported goods with the highest customs value and VAT on imports were Motor
Industry Development Programme (MIDP) automotive parts, while the goods attracting the most
customs duties and ad valorem excise duties were motor vehicles.

Table A5.3.1 and Figure 5.2 show the Top-25 countries of origin sorted on the 2010/11 combined
total of VAT on imports, customs duties and ad valorem duties (Duty 1-2B).

Figure 5.2 VAT on imports, customs and ad valorem duties by country of origin, 2010/11
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LOSSARY

Ad valorem excise duties These duties are levied on certain selected locally
manufactured goods. The duties are levied at the
same rate of duty on imported goods of the same class
or kind and are levied on those items specified in
schedule 1 Part 2B of the Harmonized System.

Air passenger departure tax Is a tax imposed on international air travel. As from
1 October 2011 fee-paying passengers departing on
international flights pay a tax of R190 per passenger.
Passengers flying to Botswana, Lesotho, Namibia and
Swaziland (BLNS countries) pay R100 per passenger.

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

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

CO, tax on motor vehicle emissions The main objective of this tax is to influence the
composition of South Africa’s vehicle fleet to become
more energy efficient and environmentally friendly.

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

Cost of revenue collection Is an indication of the efficiency with which revenue is
collected.
Customs duties/import duties These are levies imposed on goods imported into

South Africa. Import duties are imposed as a means to
protect certain local producers. They also include anti-
dumping and countervailing duties.

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

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




2011 Tax Statistics

Donations tax

Duty 1-2B

Electricity levy

Employees’ tax

Environmental levy

Estate duty

Excise duties

Gross domestic product (GDP)

Fiscal drag

Fiscal year

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

Refers to the Ad valorem excise duties on imports.

This is a levy applied to electricity generated from non-
renewable and nuclear energy sources at 2.5¢/kWh
from 1 April 2011. Some of this revenue is set aside to
fund the rehabilitation of roads damaged as a result of
the haulage of coal for electricity generation.

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

Introduced with the purpose of protecting and
conserving the local and global environment. See also
Plastic bags levy, Incandescent light bulb levy,
electricity levy and CO, tax on motor vehicle emissions.

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

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

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

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

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




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

Harmonised system Is essentially, the system according to which all
internationally traded products, components, or
commodities are classified and is also known as the
International Convention on the Harmonised
Commodity  Description and Coding  System
(Harmonised System).

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

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

Indirect taxes Are taxes imposed on goods and services (e.g. VAT)
rather than on individuals or companies. See also
Direct taxes.

Input VAT Is when a vendor buys goods or services from another
supplier, VAT is charged on the purchase price.

Marginal income tax rate The rate of tax on an incremental unit of income.

Mineral and petroleum royalty A levy imposed on exploration and extraction of
minerals and petroleum resources. This levy took
effect from 1 March 2010.

Motor Industry Development Programme Is a programme that was implemented on

(MIDP) 1 September 1995. This programme has been
reviewed twice since then and will continue until 2012.
The MIDP consists of three distinctive key areas: Light
motor vehicle manufacturers; Medium and heavy
motor vehicle manufacturers; and Local Component
manufacturers. Participants save money in the form of
a reduction on import duties due to the incentives of
the MIDP programme.

National Revenue Fund The fund is the consolidated account of the national
government into which all taxes, fees and charges
collected must be paid.




2011 Tax Statistics

Non-tax revenue

Output VAT

Pay-As-You-Earn (PAYE)

Personal income tax (PIT)

Plastic bags levy

Primary rebate

Progressive tax

Provisional tax (companies)

Provisional tax (individuals)

Provisional tax (paragraph 19(3))

Is income received by the government in the form of
interest and dividends (from parastatals, public
entities) and as a result of administrative charges,
licences, fees, and sales of goods and services.

Is the VAT charged by a vendor when they sell their
own goods or services.

Is a tax that employers deduct from the employment
income of employees this ensures that an employee’s
income tax liability is settled in a continuing fashion, at
the same time that the income is earned. See also
Employees tax.

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

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

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

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

For any given tax year, are paid in three instalments:
the 1° due six months into the company’s tax year; the
2" at the end of the tax year; and the 3™ six months
after the end of the tax year (unless the tax year ends
at the end of February, then the third is due seven
months after the end of the tax year). The majority of
provisional tax payments from companies are received
during March, June, September and December.

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

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




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

Residence based tax system Is a system where residents are taxed on their
worldwide income, irrespective of where their income
was earned.

Secondary tax on companies (STC) Tax on dividends declared by a company, calculated at

the rate of 10% (12.5% prior to 1 October 2007) of the
net amount of dividends declared.

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

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

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

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

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

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

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

Tax on retirement funds (TRF) Was a tax levied on the gross interest, net rental and
foreign dividend income of retirement funds i.e.
pension, provident and retirement annuity funds. This
tax was abolished in 2007.
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Tax-to-GDP ratio

Tax revenue

Tax year

Taxable income

Transfer duties

Turnover tax

Uncertificated securities tax

Value-added tax (VAT)

For public finance comparison purposes, a country’s
tax burden or tax-to-GDP ratio is computed by taking
the total tax payments for a particular fiscal year as a
fraction or percentage of the GDP for that year.

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

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

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

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

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

See Securities transfer tax.

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