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Foreword

OREWORD

We publish the 2012 Tax Statistics document four months earlier than the previous four
publications. This has been made possible by the SARS Modernisation Programme, which has

enabled SARS to process taxpayer information faster.

The Tax Statistics Bulletin contains comprehensive data on tax revenue to aid policy makers and
also inform the general public of policy choices that may be available to government in pursuit of
financial stability and sustainability of our country. Editions of this document have been
extensively referenced and used by the media, businesses, academia, various government and

non-governmental organisations.

Publication of comprehensive statistics on tax contributes to fiscal transparency which is key to
good governance. Information contained herein can also assist in the development of evidence-
based and well-informed policy formulation. Fiscal transparency facilitates a more effective
response to changing economic conditions thereby helping to modify the severity of economic
and financial crises. The resilience of the South African economy displayed during the recent
global economic crises and the robustness of the South African tax administration during this

difficult period is evident from the tax statistics presented in the publication.

This publication has evolved significantly over the past and we have introduced many innovations
based on extensive feedback. We would therefore like to thank all contributors to this publication
as well as encourage users of this document to continue sending us feedback on ways to improve

its usefulness.

e N e A

\ J \ J

Oupa Magashula Lungisa Fuzile

Commissioner: SARS Director-General: National Treasury
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About this publication

BOUT THIS PUBLICATION

We have great pleasure in releasing the 2012 Tax Statistics publication which builds and expands on
the previous four editions (2008, 2009, 2010 and 2011). This 5™ edition provides an overview of tax
revenue collections and tax return information for the period 2007/08 to 2011/12 and the 2008 to
2011 tax years respectively.

The Tax Statistics publications provide tax revenue data at a more disaggregated level than statistics
contained in other publications such as the National Treasury’s Budget Reviews and SARS’s Annual
Reports. The objective of this publication is to make available, comprehensive tax revenue data that
may serve to provide context to other published economic and demographic data. The feedback
received indicates that this publication also provides valuable insights into socio-economic policies.

The publication is set out as follows:

* Chapter 1: Revenue collections provides a summary of aggregate tax revenue collection trends
for the period 2007/08 to 2011/12.

* 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 group, age, gender and source of income, as well as on fringe benefits, allowances and
deductions.

* Chapter 3: Company Income Tax (CIT) gives an overview of corporate income tax revenues.
Information on taxable income by income group, sector and type of business entity is provided.

* Chapter 4: Value Added Tax (VAT) gives an overview of VAT. It gives a breakdown of VAT
receipts and refunds by sector and payment category as well as an overview of data on input and
output VAT as derived from VAT returns submitted by vendors.

* Chapter 5: Import VAT 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
Import VAT, customs/import duty and ad valorem excise duty revenues on imported goods.

* The Glossary contains definitions of terms and abbreviations contained in the 2012 Tax
Statistics.

1 . . . . .
The Harmonised System Nomenclature, also known as the International Convention on the Harmonised Commodity
Description and Coding System (or Harmonised System), is 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 widespread consultation with stakeholders and feedback from individual users,

additions and enhancements have been made to this publication. The data series and available

information have been extended and reformatted as follows:

An analysis of payment channels of SARS collections is provided in Chapter 1.

Revenue collection tables on Mineral and Petroleum Resource Royalties (MPRR) per commodity
per fiscal year have been included for the first time.

The methodology to determine the number of liable taxpayers has been amended which has
significantly changed the CIT assessed percentage in Chapter 3 and slightly altered the PIT
assessed percentage in Chapter 2.

A table by income grouping, which is effectively a table by taxable income to which deductions
are added back, has been included in Chapter 2.

A table that shows the effective CIT rate for various taxable income groups, has been included
in Chapter 3.

METHODOLOGY

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

Data have been evaluated for reasonability and any identified outliers 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 July 2012. Given the time delay in the submission of tax returns by
some taxpayers and the time taken to assess such returns, statistics for later years tend to 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 coincides with the financial year of the company for financial
reporting purposes.

A distinction is made between a tax year and a fiscal year. The former is shown as a single year
(e.g. 2010) whilst the latter with a forward slash (e.g. 2011/12).

The methodology used for determining the number of taxpayers liable for assessment has been
improved since the previous edition. This means that the percentage assessed proportions are
not comparable with previous editions. There has been a greater impact on companies than on
individuals due to the number of companies that were regarded as liable per the previous
methodology that, under the new methodology, are not liable.

Tables numbered with an “A” (e.g. Table A1.1.1) are included at the end of the relevant
Chapter.




About this publication

An electronic version of the full publication (as well as the 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/taxstatistics) and that of National Treasury (www.treasury.gov.za/publications/
tax%20statistics).

We welcome your comments and suggestions to enhance the publication’s utility in policy
evaluation and developing new insights in South Africa’s social and economic context. These can be
provided via e-mail to taxstatistics@sars.gov.za.

vii
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Revenue Collections

REVENUE COLLECTIONS

KEY HIGHLIGHTS

For the 2011/12 fiscal year:

* Revenue collection statistics provide compelling evidence of the extent to which the South
African economy recovered from the Great Recession which first manifested in 2008. The
R742.6 billion tax revenue collected was R3.9 billion higher than the revised estimate set in the
February 2012 budget and R68.5 billion (10.2%) higher than that collected in 2010/11;

* The tax-to-GDP ratio increased marginally from 24.5% in 2010/11 to 24.6% in 2011/12, still well
below the peaks of 27.6% and 27.1% that were reached pre-crisis;

* The cost of revenue collection (an important indicator of the efficiency of a revenue
administration) has remained almost constant, increasing marginally from 1.10% in 2010/11 to
1.11%in 2011/12;

* The individual tax register continues to grow strongly with the number of individuals registered
for income tax increasing significantly from 10.3 million in 2010/11 to 13.7 million in 2011/12
(growth of 32.5%); this significant growth has been due primarily to the new policy which
requires that all employers register all their employees regardless of their income;

* As at 31 March 2012, there were just over 2 million companies and 652 349 VAT vendors
registered; and

* (Capital gains tax of R6.8 billion was raised in 2011/12, down from the R9.1 billion raised in
2010/11. This decline is directly attributable to the post-recession slowing in the disposal of
assets and decline in asset values.

INTRODUCTION

In terms of the South African Revenue Service Act (No. 34 of 1997), SARS is mandated to:

* collect all revenues due;

* ensure maximum compliance with tax and customs legislation; and

* provide a customs service that will maximise revenue collection, protect the South African
borders and facilitate trade.

In comparison with its international counterparts and despite general tax relief to both individuals
and companies, South Africa withstood the Great Recession relatively well, maintaining sustainable
budget deficits aided by resilient tax collections.
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This is mainly attributable to the Modernisation programme of SARS, responsive tax policy, and
vigilant compliance-enhancing measures. Notwithstanding, the tax-to-GDP ratio remained well
below pre-crisis levels with CIT being responsible for much of the contraction and return to the long-
term ratio. Given the current uncertain economic climate, it has never been more important that
SARS provides sustainable tax revenue to enable Treasury to maintain a healthy fiscal framework.

This chapter gives an overview of:

*  South Africa’s tax system;

*  Tax buoyancy and elasticity;

. Tax register;

e  Taxrelief and rates;

o Revenue administration;

*  Revenue performance;

¢ Taxrevenue by main category; and
*  Environmental taxes.

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 only on their income from a South African source. Foreign taxes are credited
against South African tax payable on foreign income and the determination of taxable income of
taxpayers may be subject to the provisions of tax treaties that South Africa has in place with other
countries.

TAX REGISTER

One of the strategic objectives of SARS is to grow the tax register and in doing so contribute towards
reducing the tax gap. The level of growth in the register is influenced by socio-economic conditions,
tax policy, legislative amendments and the overall compliance climate. Tax base broadening
activities ensure that those entities not registered for tax, but are liable for registration, are
registered. SARS has pursued increased registrations in a variety of ways including tax education, as
well as outreach and enforcement initiatives.

The tax register (Table 1.1) comprises individuals, companies, employers and VAT vendors as well as

importers and exporters.

¢ The number of individuals registered for income tax has increased significantly from
10.3 million in 2010/11 to 13.7 million in 2011/12, representing 32.5% year-on-year growth (a
slowdown from the previous year’s 74.7% year-on-year growth). This was primarily due to the
new employer filing process that was introduced during 2010 where SARS required employers
to register all individuals issued with an IRP5 regardless of income level;

* The size of the register of active CIT entities has reduced to 2.0 million in 2011/12 from
2.1 million in 2010/11 (a growth of -2.1%), while the overall register for companies grew
between 2010/11 and 2011/12. A higher number of CIT entities during 2011/12 changed to
inactive than the number of new registrants taken on board; and

*  Year-on-year growth in the register of other entities has been moderate.




Revenue Collections

Table 1.1: Tax register, 2007/08 — 2011/12

Individuals® Companies Trusts? Employers? VAT Importers Exporters
Number (CIm? Vendors?
2007/08 5 204 805 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 5920612 1878 856 331954 395 575 685 523 229 442 209 623
2010/11 10 346 175 2078182 326 649 386 428 664 267 238 779 217 359
2011/12 13703 717 2034719 301 365 384 883 652 349 247 595 224 216
Percentage year-on-year growth
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%
2011/12 32.5% -2.1% -1.7% -0.4% -1.8% 3.7% 3.2%

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 has
increased since 2010/11 due to the new employer filing process.

TAX RELIEF AND RATES

Tax relief

In response to the severe inequalities that exist in South Africa most of the tax relief was directed to
lower income brackets. Buoyant revenue collections over the last decade, with the exception of the
post-financial crisis period, allowed Government to grant substantial relief to taxpayers with
R44.4 billion accruing directly to individuals during the 2007/08 to 2011/12 period. In line with
international trends, indirect taxes, which by and large spread tax obligation wider and which are
also generally easier to collect, were increased by R27.6 billion to contain the outflow from the fiscus
to only R32 billion.

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, 2007/08 — 2011/12

Direct taxes Indirect taxes Total
Rmillion PIT cIT! Other Total Excise  Fuellevy  Other? Total relief
2007/08 -8 870 -2785 -3000 -14 655 1395 950 -90 2 255 -12 400
2008/09 -7 700 -6 900 — -14 600 1350 1250 1500 4100 -10 500
2009/10 -13 550 -1 000 - -14 550 2100 4 890 2 985 9 975 -4 575
2010/11 -5400 -1 350 - -6 750 2 250 3600 450 6 300 -450
2011/12 -8 850 500 -750 -9100 1935 1900 1150 4 985 -4115

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 electricity levy was postponed and introduced in July 2009, as a result, the R2 billion was rolled over from 2008/09 to
2009/10.

More detail on the Budget proposals for a particular fiscal year is set out in the various Budget
Review documents, which can be found at http://www.sars.gov.za/home.asp?pid=292 or
http://www.treasury.gov.za/documents/national%20budget/default.aspx.
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Tax rates

During the period April 2007 to March 2012, the maximum marginal rates have remained mostly
unchanged across all categories (Table 1.3). There was a 1% reduction in the CIT headline rate from
1 April 2008 while the Secondary tax on companies (STC) rate was reduced from 12.5% to 10.0%
from 1 October 2007. Growth in tax revenue has been achieved by growth in taxable economic
activities as well as an increase in compliance as opposed to increasing tax rates.

Table 1.3: Maximum marginal tax rates, 2007/08 —2011/12

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

01 Apr 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 2012 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 ADMINISTRATION

Budget and consolidated revenue

Budget revenue comprises all revenue streams to the fiscus — both tax revenue and non-tax revenue
— but excludes allocations of customs duties to Botswana, Lesotho, Namibia and Swaziland (BLNS) in
terms of the South African Customs Union (SACU) agreement. Consolidated revenue goes one step
further by including revenue collected by the provinces and selected public entities, as well as social
security (Figure 1.1).

In addition to tax revenue, SARS also collects MPRR (included in non-tax revenue) as well as revenue
on behalf of the Unemployment Insurance Fund (UIF) and Road Accident Fund (RAF). The portion
collected by SARS is reflected in the Statement of Financial Performance published in the SARS
Annual Report. About 89% of consolidated revenue is accounted for by tax revenue which is
collected by SARS.

Figure 1.1 lllustration of budget revenue and consolidated revenue

REVENUE COLLECTED BY SARS

Tax revenue All tax revenue

- Mineral and Petroleum Resource Royalties (MPRR)

+ Non-tax revenue . .
- Mining leases and ownership

- SACU payments

= Budget revenue

+ Other revenue Revenue collected on behalf of:
(provinces, social security, - Unemployment Insurance Fund (UIF)
selected public entities) - Road Accident Fund (RAF)

= Consolidated revenue
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Table 1.4 shows the total budget revenue and consolidated revenue.

Table 1.4: Total budget revenue and consolidated revenue, 2007/08 — 2011/12

Tax % of % of Non-tax | Total tax Less: Budget Other3 Consoli-
revenue! budget consoli- | revenue? and SACU revenue dated

revenue dated non-tax payments revenue*

Rmillion revenue revenue
2007/08 572815 102.1% 91.4% 12 693 585 507 -24 713 560 795 65911 626 705
2008/09 625100 102.7% 91.5% 12 616 637 716 -28 921 608 796 74673 683 469
2009/10 598 705  103.3% 90.2% 8889 607 594 -27 915 579 679 84 058 663 737
2010/11 674183  100.7% 89.0% 13 460 687 643 -17 906 669 738 87 775 757 513
2011/12 742650  100.4% 88.9% 18 913 761 562 -21 760 739 802 95 659 835 461

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

2. Includes interest, dividends, rent on land, sales of goods and services, fines and penalties, sales of capital assets,
financial transactions in assets and liabilities and mineral royalties. 2011/12 is unaudited.

3. Includes provinces, social security and selected public entities.

4. The audited figure for Consolidated revenue for 2011/12 was not available at the time of publication. The figure
used is the estimate as provided in the Budget Review 2012.

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 as stated does not include the
non-tax revenue collected by SARS such as the MPRR, UIF and RAF and hence SARS is more efficient
than what the ratio reflects. Over the past years, the cost to revenue collection ratio varied
between a low of 0.98% to a high of 1.17% (Table 1.5). The increase of the rate to 1.17% in 2009/10
was due to the global economic crisis which depressed revenue collections with no downward
adjustment in cost structures possible. For the 2011/12 fiscal year, this rate was 1.11%, remaining in
line with the prior year cost of collection ratio and fairly close to the international 1% benchmark.

Table 1.5: Cost of revenue collections, 2007/08 — 2011/12

Tax revenue Operating Operating cost as
R million collected cost? a %of taxrevenue
2007/08 572 815 5615 0.98%
2008/09 625 100 6511 1.04%
2009/10 598 705 7032 1.17%
2010/11 674 183 7 426 1.10%
2011/12 742 650 8 227 1.11%

1. SARS's operating cost as disclosed in the statement of financial performance
for the controlling entity in the SARS: Own Accounts Financial Statements.

Payment channels of SARS collections

Through its Modernisation programme, SARS migrated the majority of taxpayers onto an electronic
platform thereby reducing the risk associated with cash collections at branch offices. A further two
alternative payment channels to payments at branch offices were made available to taxpayers,
namely:

* an eFiling payment channel where the taxpayer has to register as an eFiling client to enable
electronic payments via this channel; or
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* apayment at bank channel where the taxpayer can make either an internet banking transfer or
an over-the-counter deposit.

The eFiling channel accounted for 64.6% of the value of all payments in 2011/12, significantly
increasing from the 30.8% of the value of payments that were processed in 2007/08 (Figure 1.2
and 1.3).

Figure 1.2 Composition of main channels of payment (value), 2007/08 to 2011/12
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Figure 1.3 Composition of main channels of payment (count), 2007/08 to 2011/12
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In terms of the Income Tax and Value-Added Tax Acts, the SARS Commissioner prescribed that SARS
would no longer process any VAT or PAYE payments in excess of R100 000 at branch offices from the
beginning of 2011/12.
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This ruling further contributed to the continued growth in the use of electronic channels as the
preferred method of payment and the rapid decline in payments made at branch offices. The value
of payments at branch offices reduced from a high of 23.8% in 2007/08 to only 5.2% in 2011/12.

Southern African Customs Union (SACU)

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

The revenue sharing formula has the following three components:

*  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 at 15% of excise duties. 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 other SACU
Member States (the BLNS countries). Table 1.6 shows a summary of contributions to the SACU pool
by the countries while Table 1.7 shows how the revenues are allocated based on the revenue
sharing formula and also provides the percentages of the GDP of each BLNS country which the
allocated revenue represents.

Table 1.6: Contributions to the SACU pool, 2007/08 — 2011/12

Botswana Lesotho Namibia Swaziland Total BLNS |South Africal Total

Rmillion contribution
2007/08 150 100 361 135 746 45 423 46 169
2008/09 312 110 446 64 932 43173 44 105
2009/10 421 81 615 77 1194 40 949 42 142
2010/11 433 185 601 55 1274 49 917 51 192
2011/12 427 158 571 147 1303 60 135 61 437
Percentage year-on-year growth

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%
2011/12 -1.5% -14.5% -5.0% 166.8% 2.2% 20.5% 20.0%

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




2012 Tax Statistics

Table 1.7: Share received from the SACU pool, 2007/08 —2011/12

Botswana Lesotho Namibia Swaziland Total BLNS |South Africa® Total
R million
2007/08 9 001 4098 6 622 4989 24 710 21459 46 169
2008/09 9473 4901 8502 6 009 28 885 15220 44 105
2009/10 9167 4918 8 585 5189 27 859 14 283 42 142
2010/11 6618 2628 5976 2630 17 852 33340 51192
2011/12 8949 2753 7137 2881 21719 39718 61 437
Percentage of total
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%
2011/12 14.6% 4.5% 11.6% 4.7% 35.4% 64.6% 100.0%
Percentage year-on-year growth
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%
2011/12 35.2% 4.7% 19.4% 9.6% 21.7% 19.1% 20.0%

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

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’s contribution.

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.

The global financial crisis highlighted some of the limitations of the current revenue sharing
arrangement and hence SACU initiated a review of the revenue sharing arrangement. This by and
large was triggered by the Common Revenue Pool experiencing a deficit for the first time in
2010/11. The fiscal impact of this was felt across SACU economies, specifically by Member States
where SACU revenues constitute the majority of national income.

Mineral and petroleum resource royalties

The Mineral and Petroleum Resources Royalty Act (MPRRA) 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 the
subject of 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).
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The MPRRA became effective on 1 March 2010 and collections by commodity up to 31 March 2012
are shown in Table 1.8. The abnormal year-on-year growth is as a result of the Act not being
applicable to the full financial years of taxpayers during 2010/11 while it was applicable to the full
financial years in 2011/12.

Table 1.8: Mineral and Petroleum Resource Royalties payments by commodity, 2010/11 and 2011/12

2010/11 relative 2011/12 relative | Year-on-year
R million 2010/11 proportions 2011/12 proportions growth
Coal 258 7.3% 297 5.3% 15.3%
Copper 125 3.5% 79 1.4% -36.4%
Diamond 110 3.1% 290 5.2% 162.9%
Gold and / or uranium 515 14.5% 817 14.6% 58.5%
Industrial minerals* 40 1.1% 299 5.3% 646.1%
Iron ore 1675 47.1% 2501 44.6% 49.4%
Manganese 104 2.9% 149 2.7% 43.8%
Platinum 481 13.5% 853 15.2% 77.3%
Zinc 69 1.9% 143 2.5% 107.3%
Other? 178 5.0% 183 3.3% 2.6%
Total 3555 100.0% 5612 100.0% 57.9%

1. Industrial minerals are geological materials which are mined for their commercial value, which are not mineral
fuels and are not sources of metallic minerals. They are used in their natural state or after beneficiation either
as raw materials or as additives in a wide range of applications (i.e. industrial minerals are all those minerals
other than gold, PGMs, coal, iron ore, chrome, manganese, diamonds, etc.).

2. The commaodities grouped under "Other" are: Chrome, Fluorspar, Nickel, Oil and Gas, Phosphates, Vanadium
and Unspecified.

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. 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 resource royalties payable to the State.

REVENUE PERFORMANCE

Total tax revenue collected by SARS has increased from R113.8 billion in 1994/95 to R742.7 billion in
2011/12, representing an average year-on-year increase of 11.7%. The average year-on-year growth
rate decreased from 15.6% for the period 2003/04 to 2008/09 to 5.9% between 2008/09 and
2011/12 due to the Great Recession. However, this growth rate has recovered, for the period
2009/10 to 2011/12, to 11.4% (Table 1.9). A comparison of compound annual growth rates (CAGRs)
for total tax revenue and for CPI for the seventeen periods 1994/95 to 2011/12 appears in
Figure 1.4.
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Table 1.9: CAGRs of total tax revenue, 2003/04 — 2011/12

Fiscal 2004/05 2005/06 2006/07 2007/08 2008/09 2009/10 2010/11 2011/12
Years

2003/04 17.4% 17.4% 17.9% 17.3% 15.6% 12.1% 12.1% 11.9%
2004/05 17.5% 18.2% 17.3% 15.2% 11.0% 11.3% 11.1%
2005/06 18.8% 17.2% 14.4% 9.5% 10.1% 10.1%
2006/07 15.6% 12.3% 6.5% 8.0% 8.4%
2007/08 9.1% 2.2% 5.6% 6.7%
2008/09 -4.2% 3.9% 5.9%
2009/10 12.6% 11.4%
2010/11 10.2%

Figure 1.4 CAGR of total tax revenue vs. CAGR of CPI, 1994/95 - 2011/12

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.

The tax-to-GDP ratio decreased from a 27.6% high in 2007/08, a position it had maintained in the
preceding three years, to 24.5% in 2009/10 as a result of the global financial crisis which led to
revenue contracting. That reduction was mainly due to the decline in the contribution of CIT as a
percentage of GDP which declined from 7.3% in 2008/09 to 5.6% in 2009/10 and further to 4.9% in
2010/11.

In 2011/12 the ratio increased marginally to 24.6%. The increase of the tax-to-GDP ratio for 2011/12
can be attributed to a slight increase in the contribution of CIT, to 5.1%.

Table 1.10 and Figure 1.5 illustrate the change in tax revenue and tax revenue as a percentage of
GDP since 2007/08.
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Table 1.10: Tax revenue as a percentage of GDP, 2007/08 —2011/12

Tax revenue Nominal GDP* Tax revenue as
Rmillion %of GDP
2007/08 572 815 2 075 695 27.6%
2008/09 625 100 2 303 553 27.1%
2009/10 598 705 2440 164 24.5%
2010/11 674 183 2752119 24.5%
2011/12 742 650 3017 939 24.6%

1. Source: Statistics South Africa; Gross Domestic Product (GDP), 1 st Quarter 2012.

Figure 1.5 Tax revenue collections, tax revenue as a percentage of GDP and nominal GDP growth,
2007/08 - 2011/12

Main sources of tax revenue

South Africa classifies revenue according to the Government Financial Statistics (GFS) classification
developed by the 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 13% and other taxes accounting for the remainder. Most
of the increase in nominal tax revenue has been due to a combination of factors such as 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, as
opposed to increases in tax rates.

Figure 1.6 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-ends coincide with these months.
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Figure 1.6 Net monthly tax revenue collections, 2007/08 — 2011/12

Revenue performance trends prior and subsequent to the financial crisis in 2008/09 indicate that the
relative contributions of different taxes to the tax revenue portfolio have changed over the past six
years (Figure 1.7 and Table A1.2.1), with PIT contributing more and CIT less.

The slump in CIT during and following the financial crisis, where the relative contribution of CIT
changed from 24.5% in 2007/08 to 20.4% in 2011/12, distorted the well-established composition
trend with the relative contribution of PIT increasing significantly. The extent of the change is
evident from the fact that while PIT contributed only R28.9 billion more to tax revenue than CIT in
2008/09, this gap has now widened more than threefold to R98.8 billion. PIT has increased from
29.5% of total tax revenue in 2007/08 to 33.7% in 2011/12 while the VAT percentage has dropped to
25.7% in 2011/12 from 27.2% in 2010/11.

Figure 1.7 Composition of main sources of tax revenue, 2007/08 — 2011/12
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Figure 1.8 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 contribution where the CIT collections as a percentage of GDP has
declined from a high of 7.2% in 2008/09 to 5.0% in 2011/12. PIT as a percentage of GDP has been
fluctuating at around 8%, while VAT as a percentage of GDP has decreased from 7.2% in 2007/08 to
6.3% in 2011/12.

Figure 1.8 Main revenue sources as a percentage of GDP, 2007/08 — 2011/12

Tax buoyancy and elasticity

Tax buoyancy is defined as the ratio of the percentage change in tax revenue to the percentage
change in the economic tax base. The revenue changes are inclusive of the increment in revenue
brought about by discretionary factors which include a change in the tax base, and changes in the
calculation of taxable income (for example, income previously considered as exempt becomes
taxable). Tax buoyancy therefore measures the response of tax revenue in relation to changes to
the tax base. Tax elasticity, which is based on revenue changes after adjusting for discretionary
effects, is a measure of the responsiveness of tax revenues to automatic changes in economic
activity and tax administration.

A tax buoyancy ratio of 1.0 indicates that tax revenue growth is increasing at the same pace as
economic growth. A buoyancy ratio of less than one (more than one) shows tax revenue is growing
slower (faster) than the economy. If government spending is to remain approximately proportional
to the size of the economy, then the tax revenue buoyancy ratio determines whether sufficient
funds are available to fund spending without a need to increase tax rates or introduce new tax
products.
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Tax buoyancy ratios are dependent on several structural economic factors that impact on the tax
base and thus tax revenue collections. Structural economic factors such as shifts in the domestic
economy, (e.g. less growth in taxable salary income due to lower growth in employment levels
versus higher payout of unemployment benefits or social grants), may reduce the tax buoyancy ratio
of the tax system. Similarly, developments in the external economy (e.g. less external demand for
mineral resources that impacts on the tax revenue due from the mining sector) may reduce the
overall tax buoyancy ratio of the tax system. Lastly, tax effort and tax evasion also affect the tax
base and thus the tax buoyancy ratio of the tax system.

An analysis of the total tax revenue to GDP buoyancy ratios from fiscal years 1985/86 to 2011/12 is
provided in Figure 1.9. The buoyancy ratios before 1994/95 show more volatility compared to the
long term average ratio of 1.1. This ratio was at its highest in 1984/85 when a buoyancy ratio of
3.0 was recorded after the growth in GDP plummeted due to relatively high increases in interest
rates. This ratio was at its lowest in 2009/10 when it declined sharply to a negative -0.7 after tax
revenues declined in nominal terms due to the global credit crisis. The buoyancy ratio has since
recovered and has returned to the long term average of 1.1 for the 2011/12 fiscal year.

Figure 1.9 Total tax revenue to GDP buoyancy ratio, 1985/86 — 2011/12

Measured tax buoyancy varies considerably from year to year and it is therefore more useful to
measure buoyancy over a longer period. There are various techniques to do this. In the analysis
below the tax revenue to GDP buoyancy ratio for each year was calculated before computing an
average for each decade.

The long term trend is a decline in the average total tax revenue to GDP buoyancy ratio with the
measure having stabilised over the past decade at slightly less than 1.0.
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Table 1.11 depicts the average buoyancy ratios for the seventies, eighties, nineties and 2000s.

Table 1.11: Total tax revenue to GDP buoyancy ratio

Fiscal years Average ratio
1971/72 — 1980/81 1.20
1981/82 — 1990/91 1.36
1991/92 — 2000/01 0.99
2001/02 — 2010/11 0.97

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 constitute the largest category of tax revenue, accounting for about
57% of total tax revenue. This category comprises taxes on persons and individuals, companies,
secondary tax on companies, interest on overdue income tax, tax on retirement funds (abolished in
2007) and small business tax amnesty proceeds.

Figure 1.10 and Table A1.4.1 contain a summary of the taxes on income and profits, while
Tables A1.4.2 and A1.4.3 provide further detail on taxes on persons and individuals and taxes on
companies, respectively.

Figure 1.10 Taxes on income and profits, 2007/08 — 2011/12
300 000
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Chapters 2 and 3 of this publication contain further detail on PIT and 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 either under taxes on persons and individuals or taxes on
companies and is based on the disposal value of assets.
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The cumulative liability raised for CGT since its inception on 1 October 2001 to the end of
March 2012 was R42.9 billion as per Table 1.12. The peak in 2009/10 of R10.4 billion arose due to
some taxpayers being forced into asset sell-offs due to the financial crisis. A decline in asset prices
has led to taxpayers (especially individuals owning property in the housing market) electing to hold
on to assets rather than liquidating them. This resistance to selling has driven the decline in CGT

raised from 2009/10 and this situation is likely to persist until such time as asset prices recover more
substantially.

Table 1.12: Capital gains tax raised, prior to 2007/08 — 2011/12

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 4 357 6 023 10 380
2010/11 2012 7 049 9 061
2011/12 1550 5263 6813
Cumulative 14743 28 206 42949

Taxes on payroll and workforce

Taxes on payroll and workforce consist of the skills development levy (SDL) which 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.

*  Donations tax is levied at 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 VAT, turnover tax on micro businesses, specific excise duties, ad valorem
excise duties, fuel levy, 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 (72%) of revenue in this category (see Figure 1.11). 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.
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Table A1.6.1 gives a breakdown of VAT collections between Domestic VAT payments, Import VAT
and VAT refunds. Further detail is also provided in Chapters 4 and 5 of this publication.

Figure 1.11 Value-added tax (VAT), 2007/08 — 2011/12

Taxes on international trade and transactions

Taxes on international trade and transactions comprise of import related taxes. Customs or import
duties are levies imposed on goods imported into South Africa and are imposed as a means to
protect 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. The strong surge in 2010/11 after
the decline in 2009/10 is due to extensive importation of vehicles and capital equipment.

State miscellaneous revenue

This is revenue received by SARS which cannot be allocated to specific revenue types.
ENVIRONMENTAL TAXES

Climate change is a growing and increasingly serious global problem that requires a concerted and
co-ordinated international response to reduce greenhouse gas emissions. As part of its response to
influence and change behaviour, government has introduced several environmental taxes, based on
the “polluter pays” principle.

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 and was
introduced in November 2000 at a rate of R50 per passenger for passengers flying to BLNS
countries and R100 per passenger for international flights. As from 1 October 2011, fee-paying
passengers departing on international flights have been paying a tax of R190 per passenger and
passengers flying to BLNS countries pay R100 per passenger.
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Plastic bags levy was introduced in June 2004, at a rate of 3 cents per bag on certain types of
plastic shopping bags, with the aim of reducing litter and encouraging plastic bag reuse. The
levy was increased to 4 cents per bag in April 2009.

Electricity levy was introduced in July 2009 at a rate of 2 cents/kWh, and it is applied to
electricity generated from non-renewable sources’. The levy increased to 2.5¢/kWh from
1 April 2011 with some of the revenue set aside to fund the rehabilitation of roads damaged as
a result of the haulage of coal for electricity generation. In 2012, the levy was further increased
to 3.5¢/kWh and additional revenue funds energy-efficiency initiatives such as the solar water
heater programme.

Incandescent light bulb levy was introduced in October 2009 at a rate of R3 per globe 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 was introduced in September 2010 for passenger vehicles
and in March 2011 for double cabs, with the main objective of influencing the composition of
South Africa’s vehicle fleet to become more energy efficient and environmentally friendly. For
passenger vehicles, the tax is levied at a rate of R75 per gCO,/km for each gram of emissions
above 120 gCO,/km, and for double cabs it is levied at a rate of R100 per gCO,/km for each
gram of emissions above 175 gCO,/km.

Table 1.13 shows the environmental tax collections over the last few years.

Table 1.13: Environmental taxes, 2007/08 — 2011/12

International  Plastic bags Hectricity Incandescent CO, tax on Total

air departure levy?! levy?! light bulb levy motor vehicle
R million taxt emissions
2007/08 541 86 - - - 627
2008/09 549 79 - - - 628
2009/10 580 111 3342 64 - 4096
2010/11 649 150 5103 151 626 6679
2011/12 762 161 6323 144 1617 9 007

1. Air departure tax, Plastic bags levy and Electricity levy have been restated for 2010/11, largely due to a reallocation

from Plastic bag levy to Electricity levy. This reclassification impacts the sub classification under Environmental
levy only, and therefore has no impact on the revenue as reported.

1 Coal, petroleum-based fuels, natural gas and nuclear energy.
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Personal Income Tax

PERSONAL INCOME TAX

KEY HIGHLIGHTS

For the 2011/12 tax year budget announcements included:

Individual taxpayers’ assessed data for the 2011 tax year show:

The PIT register as at 31 March 2011 grew by 74.7% to over 10.3 million individual taxpayers.

The threshold for the top personal income tax bracket increasing to R552 000;

Primary and secondary rebates increasing to R10 260 and R5 675 respectively;

Corresponding tax thresholds increasing to R57 000 (below age 65) and R88 528 (age 65 and
above).

Of the 4 726 730 taxpayers liable to submit returns, 4 522 692 (95.7%) have been assessed;

Some interesting facts about assessed taxpayers:
0 40.2% were registered in Gauteng;

0 27.5% were in the 35-44 age group;

0 55.7% were male;

0 27.0% were employed in the Financing, insurance, real estate & business services sector;

0 287 834 (6.4%) declared business income.

Taxpayers submitted their returns through the various SARS channels:

0 63% via eFiling;

0 36% via Branch Front End Capturing (SARS staff assist taxpayers by capturing their returns
at branch offices directly into SARS systems);

0 1% submitted manual returns that were scanned.

Of those assessed, 67.9% received refunds, 17.8% owed SARS some tax and 14.3% had a zero

assessment;

The assessed taxpayers had aggregated taxable income of R885.2 billion and a tax liability of

R182.2 billion;

78.2% of taxable income for individuals was derived from salaries, wages and remuneration,

pension, overtime and annuities;

The largest allowance received was the travel allowance (R26.7 billion-37.8% of total

allowances assessed);

Medical aid paid on behalf of employees was the largest fringe benefit (R33.0 billion - 78.8% of

total fringe benefits assessed);

Medical expenses amounting to R54.2 billion and contributions to retirement funding (pension
and retirement annuity funds) amounting to R36.3 billion constituted the largest deductions
(47.1% and 31.6% respectively of total deductions granted).
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INTRODUCTION

Income tax is a tax levied on the taxable income (gross income less exemptions and allowable
deductions) of a person and is determined for a specific year of assessment. Taxable capital gains
also form part of taxable income.

Individuals generally receive most of their income as salary/wages, pension/annuity 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.

PIT is South Africa’s largest source of revenue contributing 33.8% of total tax revenue collections for
2011/12.

This chapter gives an overview of:

* Provisional tax payments;

* Personal income tax rates;

* Tax returns and individual taxpayers data;

* Taxable income and tax assessed;

¢ Assessed individual taxpayers with business income; and

* Assessed individual taxpayers’ allowances, fringe benefits and deductions.

PROVISIONAL TAX PAYMENTS

Any person who receives income other than remuneration is a provisional taxpayer. For the
2011/12 tax year provisional tax payments contributed 6.2% to net PIT collections. The introduction
of the 80% rule for all years of assessment beginning on or after 1 March 2008 (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 ruling 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 — 2011/12

Period 1st Percentage 2nd Percentage 3rd Percentage Total
Rmillion 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% 6 150 33.5% 16 568
2009/10 4539 12.4% 8 358 31.0% 4746 -22.8% 17 643
2010/11 5814 28.1% 7 848 -6.1% 1560 -67.1% 15221
2011/12 5813 0.0% 8598 9.6% 1165 -25.3% 15575
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%
2011/12 37.3% 55.2% 7.5% 100.0%
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PERSONAL INCOME TAX RATES

The personal income tax brackets have been adjusted upwards substantially to compensate
taxpayers for the effect of inflation (fiscal drag), while the 40% top marginal income tax rate for
individuals has remained in place over the last decade.

Table 2.2 illustrates the increase in the personal income tax brackets between the 2008 and the
2011 tax years. The threshold of the top personal income tax bracket increased from R450 000 in
2008 to R552 000 in 2011, a cumulative increase of 22.7%. During this period, the ceiling of the
bottom income tax bracket increased from R112 500 in 2008 to R140 000 in 2011, a cumulative
increase of 24.4%.

Table 2.2: Personal income tax (PIT) brackets, 2008 and 2011

Tax year 2008 2011 Marginal PIT | Cumulative
rates percentage
Rand increase
Brackets 0 - 112500 0 — 140000 18% 24.4%
112501 - 180000 140001 - 221000 25% 22.8%
180001 - 250000 221001 - 305000 30% 22.0%
250001 - 350000 305001 - 431000 35% 23.1%
350001 - 450000 431001 - 552000 38% 22.7%
450 001 and over 552 001 and over 40%
Rebates
Primary 7740 10 260 32.6%
Secondary 4680 5675 21.3%
Tax thresholds
Below age 65 43 000 57 000 32.6%
Age 65 and over 69 000 88 528 28.3%

The primary rebate increased by 32.6%, which resulted in a corresponding increase in the income tax
threshold (the level of taxable annual income below which no income tax is payable) for individuals
younger than 65 years from R43 000 to R57 000. For individuals aged 65 years and above, the
income tax threshold increased by 28.3% from R69 000 to R88 528.

Fiscal drag relief

The tax burden as an aggregate over all taxpayers (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.

Figure 2.1 illustrates the impact of fiscal drag relief over time. 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
39.8% in 2011/12 if their income had just 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 17.8%.
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Figure 2.1 Example of tax relief granted to an individual with taxable income of R100 000 in 1994/95

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 the widening of the income brackets as a
policy intervention to reduce income inequality and provide for more spending power amongst
lower income groups.

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

Taxable income Tax at Tax at Effective rates
1994/95 rates 2011/12 Tax at Tax at
rates 1994/95 rates 2011/12 rates

1994/95¢ 2011/122 1994/95* 2011/12 2011/12 1994/95! 2011/12° 2011/12
22000 63572 2385 18 100 3 10.8% 28.5% 0.0%
25000 72241 3225 21828 1563 12.9% 30.2% 2.2%
30 000 86 689 4625 28 041 4164 15.4% 32.3% 4.8%
40 000 115 585 8225 40 466 9 365 20.6% 35.0% 8.1%
50 000 144 481 12 325 52 892 14 567 24.6% 36.6% 10.1%
100 000 288 963 33765 115019 51 549 33.8% 39.8% 17.8%
150 000 433 444 55 265 177 146 99 265 36.8% 40.9% 22.9%
200 000 577 925 76 765 239 272 152 652 38.4% 41.4% 26.4%
250 000 722 407 98 265 301 399 209 663 39.3% 41.7% 29.0%
300 000 866 888 119 765 363 526 267 455 39.9% 41.9% 30.9%
350 000 1011 369 141 265 425 653 325248 40.4% 42.1% 32.2%
400 000 1155851 162 765 487 780 383 040 40.7% 42.2% 33.1%
450 000 1300 332 184 265 549 907 440 833 40.9% 42.3% 33.9%
500 000 1444 813 205 765 612 034 498 625 41.2% 42.4% 34.5%
600 000 1733776 248 765 736 288 614 210 41.5% 42.5% 35.4%
700 000 2022739 291 765 860 542 729 796 41.7% 42.5% 36.1%
800 000 2311702 334765 984 796 845 381 41.8% 42.6% 36.6%
900 000 2 600 664 377 765 1109 050 960 966 42.0% 42.6% 37.0%
1000 000 2889 627 420 765 1233304 1076 551 42.1% 42.7% 37.3%

1. Excludes the transitional levy.
2.2011/12 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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TAX RETURNS AND INDIVIDUAL TAXPAYERS DATA

Improved turnaround times and filing compliance

The SARS Modernisation programme offered significant improvements in processing turnaround
times, improvements in service levels and increased efficiencies. (It is one of SARS’s strategic
objectives to divert resources from activities that can be automated to focus on more skills-intensive
activities).

The improvement in filing compliance from 2008/09 to 2011/12 was notable. The on-time filing
indicator registered an increase from 58% in 2008/09 to a level of 83.2% for the 2011 filing season
(up from 80.7% in 2010). Among the key factors which have encouraged this growth in compliance
are improvements in the ease of submission through electronic filing, pre-population of returns and
third party validations, along with the introduction of penalties for outstanding returns. eFiling
continues to grow and less than 1% of filers still make use of the paper-based channels to submit
their returns, a massive improvement from the 98.8% that made use of paper based channels in
2006.

Faster turn-around times in assessing tax returns also enabled SARS to issue more rapidly income tax
refunds of R12.7 billion (11.5% more than in 2010) which in turn benefited the economy. During
2011, SARS paid 85.4% of income tax refunds within 72 hours of the return being submitted
compared to 74.3% in 2010.

Tax register

During 2010 SARS changed its policy on registration requirements and stipulated that everyone who
is formally employed must be registered by their employer for PIT, as opposed to only those who are
above the tax threshold. This approach saw the number of individuals almost doubling since
2009/10 to 10.3 million taxpayers on register (Table 2.4).

Table 2.4: Number of individual taxpayers, 2008 — 2011

Registered? Percentage | Taxyear Liable to Assessed Percentage
growth in submit assessed
Date register returns?
31-Mar-08 5204 805 9.3% 2008 4298 718 4123231 95.9%
31-Mar-09 5 540 646 6.5% 2009 4561 541 4 420 407 96.9%
31-Mar-10 5920612 6.9% 2010 4766 975 4584 519 96.2%
31-Mar-11 10346 175 74.7% 20113 4 805 206 4522 692 94.1%

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.

3. Compulsory for all employees of employer to be registered for income tax from 2011.

Liable and assessed individual taxpayers

A change in the definition for calculating liable cases was made to improve the accuracy and
completeness thereof. Liable cases per tax year are now defined as all those taxpayers that have
been assessed for a tax year plus those that have submitted returns that have not been assessed
plus the following taxpayers that have not submitted returns as yet:
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*  taxpayers who received interest in excess of the tax thresholds;
*  taxpayers who previously had business income; and
*  taxpayers who had taxable income greater than R120 000.

The number of individuals liable to submit income tax returns increased from close to 4.3 million in
2008 to over 4.8 million in 2011. At the end of July 2012, the percentage of individual taxpayers
assessed was 95.9%, 96.9%, 96.2% and 94.1% for the tax years 2008 to 2011 respectively. As the
years progress the older years’ percentage assessed moves closer to 100%, as outstanding
assessments are finalised. It is important to note that the statistics in the rest of this chapter are
based on assessments issued.

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.

Tax assessed as a percentage of taxable income is relatively stable and points to the effectiveness of
tax policy on fiscal drag relief to effectively counter inflation. The decline of nearly 1% in the
effective rate in 2010 and onwards is mainly due to a slowing in the growth of taxable income and a
reduction in average tax, the former largely as a result of the impact of the financial crisis on
employment and remuneration levels and the latter as result of the adjustment of the tax rates in
favour of taxpayers for 2010.

Table 2.5: Assessed individual taxpayers: Summary of taxable income and tax assessed, 2008 — 2011

Number of Taxable Average Tax Average tax | Tax assessed

taxpayers income taxable assessed assessed (R) as a % of
Tax year assessed (Rmillion) income (R) (Rmillion) taxable income
2008 4123231 692 570 167 968 149 524 36 264 21.6%
2009 4 420 407 796 819 180 259 170 532 38578 21.4%
2010 4584 519 830 157 181 078 170 551 37 202 20.5%
2011 4522 692 885 241 195 733 182 163 40 278 20.6%

Distribution of tax liability across taxable income and income groups

Whilst the contribution to the fiscus by taxpayers mimics the income inequalities in South African
society, significant upward social mobility is evident from the tax records.

In Table 2.6 the distribution of taxpayers, taxable income and tax assessed across major taxable
income groups is shown. The table shows that for the 2011 tax year nearly half of the assessed
individual taxpayers have taxable income below R120 000. These taxpayers earned 10.8% of taxable
income and contributed only 3.3% of the tax assessed. Over 47% of the taxpayers earned between
R120 000 and R400 000 and were liable for over 40.1% of the tax assessed.

Figure 2.2 provides a graphical representation of the percentage distribution of the number of
taxpayers that have been assessed, their taxable income and their tax liability for the 2011 tax year.
Greater detail by taxable income group is provided in Table A2.1.1.
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Table 2.6: Distribution of assessed individual taxpayers over selected taxable income groups,
2008 — 2011

Percentage Taxable income group 2008 2009 2010 2011
Taxpayers <=0 7.1% 6.4% 6.1% 4.6%
1—60 000 16.1% 14.7% 14.4% 13.8%
60 001 — 120 000 28.3% 25.4% 25.2% 24.0%
120 001 — 400 000 41.3% 45.3% 45.9% 47.8%
400 000 + 7.1% 8.3% 8.4% 9.7%
Total 100.0% 100.0% 100.0% 100.0%
Taxable income <=0 -2.7% -2.6% -2.9% -2.6%
1-60 000 3.4% 2.9% 2.7% 2.4%
60 001 — 120 000 15.4% 12.7% 12.5% 11.0%
120 001 — 400 000 49.1% 50.8% 52.2% 51.3%
400 000 + 34.8% 36.2% 35.5% 37.9%
Total 100.0% 100.0% 100.0% 100.0%
Tax assessed <=0 0.0% 0.0% 0.0% 0.0%
1-60 000 0.3% 0.2% 0.0% 0.0%
60 001 — 120 000 6.6% 5.0% 4.1% 3.2%
120 001 — 400 000 41.4% 41.5% 41.8% 40.1%
400 000 + 51.8% 53.3% 54.0% 56.6%
Total 100.0% 100.0% 100.0% 100.0%
Figure 2.2 Distribution of taxpayers in taxable income groups,2011

Table A2.1.2 reflects income included in the final taxable income calculation as per the assessment.
It should be noted that interest exemptions and CGT exclusions have however not been taken into
account. Income as reflected in the table is therefore based on taxable income to which all
deductions granted have been added. The income as reflected is therefore not reflective of gross
income. The difference between income and taxable income is 11.5% in the 2011 tax year but the
difference was only 9.6% in the 2008 and 2009 tax years. This is mainly as a result of the manner in
which employer medical scheme contributions on behalf of employees and medical deductions are
accounted for, which changed in the 2011 tax year.
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Table 2.7 illustrates the distribution of income and the granting of deductions in income groups (as
opposed to taxable income groups). The largest portion of the R115 billion allowed as deductions in
2011 as per Table A 2.7.1 was in the main granted to taxpayers in the R120 000 to R400 000 income

bracket, with 14.2% of their income granted as a deduction.

Table 2.7: Taxpayers in income groups, deductions granted and taxable income, 2011

Tax year 2011
Income group Number of Income before  Deductions Taxable
taxpayers deductions allowed income
(Rmillion) (Rmillion) (Rmillion)
<=0 189 316 -21 238 898 -22 136
1-60 000 542 167 18 140 1780 16 359
60 001 — 120 000 928 224 84 211 9557 74 654
120 001 — 400 000 2 309 846 502 994 62 454 440 540
400 000 + 553 139 416 102 40 278 375823
Total 4522 692 1000 209 114 968 885 241
Income group Average Average Average Percentage of
income per deduction taxable income income
assessed allowed per assessed granted as
taxpayer (R) (R) taxpayer (R) deduction
<=0 -116 927 4745 -121 672 4.1%
1-60 000 30174 3283 26 891 10.9%
60 001 — 120 000 80 427 10 296 70131 12.8%
120 001 — 400 000 190 723 27 038 163 684 14.2%
400 000 + 679 437 72 818 606 619 10.7%
Total 195 733 25420 170 313 13.0%
By province

The distribution of taxpayers, taxable income and tax assessed between provinces/offices of
registration shows that there is a slight decline in the percentage of taxpayers in the three largest
provinces (in terms of numbers) and a corresponding increase in the remaining provinces. Over 71%
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 (Table A2.1.3 and Figure 2.3).

Figure 2.3 Percentage of assessed individual taxpayers by province, 2008 — 2011
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It should be noted that this is not necessarily representative of residence, economic activity or
employment in provinces as taxpayers may reside or be employed in a different province to the
office of registration. For example, a taxpayer may work and reside in Brits (North West), but may
be 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. It is however still
interesting to note that the smaller provinces showed growth with the larger provinces’ relative
portions declining slightly over the period.

By age group

Table A2.1.4 and Figure 2.4 show a breakdown of assessed individual taxpayers by age group. The
proportion of younger taxpayers in the age group 25-34 has grown, largely at the expense of the
proportion in the 35-54 year age groupings. Note however, that the number of assessed taxpayers
in the 35-54 year age grouping has increased over this period, but it has increased more slowly than
that of other groupings. Close to 30% of the assessed taxpayers fall in the 35 to 44 age group. 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 2.4 Percentage of assessed individual taxpayers by age group, 2008 — 2011

By gender

The percentage of female taxpayers has been steadily increasing over the last few years. For the
2011 tax year, as indicated in Table A2.1.5 and Figure 2.5, females account for 44.3% of the assessed
individual taxpayers, earn 36.3% of the taxable income and contribute 29.6% of tax assessed.
Females on average had taxable income of R160 702, and were liable for tax of R26 919 at an
effective rate of 16.8% as opposed to the males who had an average taxable income of R223 550
and were liable for tax of R50 885 at an effective rate of 22.8%. From the aforementioned statistics
it is evident that females on average earn 28.1% less than males as measured through taxable
income, and are liable for 47.1% less tax than their male counterparts.
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Figure 2.5 Percentage of male and female assessed individual taxpayers by taxable income group, 2011

Table A2.1.6 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 19.9% with a taxable income of between R750 000 and
R1 million in 2011 are female, and this proportion declines further to only 7.1% for those with a
taxable income of over R5 million. The number of females as a percentage of the total assessed has
increased from 42.5% in 2008 to 44.3% in 2011 as relatively more females than males enter the
labour market and became liable for tax.

By source of income

Figure 2.6 and Table A2.2.1 show selected sources of income. Over 3.9 million individual taxpayers
in 2011 received income from salaries and wages or remuneration, pensions or annuities, whilst over
2.9 million of these taxpayers also received annual payments in the form of bonuses or leave pay.

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

There were over 190 000 individual taxpayers’ with interest income in excess of the exemption limit
applicable for interest in 2011. The taxable portion of local interest as well as foreign interest
income appears to declining. Local interest would also have declined significantly in line with the
bank repo rate which declined rapidly from 12% in 2008 to 5.5% as at 31 March 2012.

1 See Table A2.2.1 for detailed description of source codes.
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Figure 2.6 Assessed individual taxpayers’ taxable income by source of income, 2011

By sector

In 2011, assessed individual taxpayers employed in the Financing, insurance, real estate & business
services sector accounted for the largest number of taxpayers and also make the largest contribution
to tax assessed, at 27.0% and 32.5% respectively. See Table A2.3.1 and Figure 2.7.

Figure 2.7 Assessed individual taxpayers’ tax assessed by sector, 2011

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.
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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 6.4% of total
individual taxpayers in 2011 (9.0% of the total in 2008), the decline being mainly due to the impact
of the global financial crisis on especially small businesses as well as an increase in the number of
individuals in the formal labour market.

Individual taxpayers in the Financing, insurance, real estate & business services sector with business
income contribute slightly more than a third of the total assessed taxable income of this group of
taxpayers (38.4% in 2011). This equates to 27.8% of the total assessed individual taxpayers having
business income and is followed by the Retail and Wholesale trade sectors with 15.8% of the total
assessed individual taxpayers.

ASSESSED INDIVIDUAL TAXPAYER ALLOWANCES, FRINGE BENEFITS AND
DEDUCTIONS

Assessed individual taxpayers’ allowances

The travelling allowance continues to be the largest allowance for individuals despite having been
steadily decreasing in relative contribution from 49.4% in 2008 to 37.8% in 2011. This decline can be
partly explained by the policy changes that were applied to the travel allowance to curb the abuse of
travelling expenses as a mean to lower taxable income. The more significant allowances are shown
per taxable income group in Tables A2.5.2 to A2.5.4 and Figure 2.8.

It must be noted that during the 2010 tax year 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.

Figure 2.8 Assessed individual taxpayers’ allowances, 2011

2 See Table A2.5.1 for detailed description of source codes.
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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 R14.0 billion in 2008, increasing to R41.9 billion in 2011.

Medical scheme contributions paid on behalf of employees remains the largest fringe benefit
claimed amounting to R6.6 billion in 2008 which increased to R33.0 billion in 2011. The abnormal
increase in 2011 is due to a change in the treatment of employer contribution to medical schemes
on behalf of employees, this is also reflected in the increase in medical deductions that was granted.
The more significant fringe benefits are shown by taxable income group in Tables A2.6.2 to A2.6.4.

Assessed individual taxpayers’ deductions

Table A2.7.1 provides a summary of individual taxpayers’ deductions allowed on assessment. The
deduction in respect of pension fund and retirement annuity fund contributions collectively has
declined slightly to 31.6% in 2011. The proportion of amounts allowed as deductions for medical
expenses (excluding deductions allowed associated with disability) have increased marginally from
2008 to 2010. The exceptional increase of 45.8% in 2011 can be ascribed to the claiming of medical
expenses by the taxpayers that now have a medical fringe benefit as explained in the paragraph
above.

The more significant deductions are shown by taxable income group in Tables A2.7.2 to A2.7.8 and
Figure 2.9.

Figure 2.9 Assessed individual taxpayers’ deductions, 2011

3 See Table A2.6.1 for detailed description of source codes.
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Company Income Tax

COMPANY INCOME TAX

KEY HIGHLIGHTS

Companies’ assessed data for the 2010 tax year shows:

* Roughly a third of the 559 954 companies assessed had positive taxable income, a third had
taxable income equal to zero and the remaining third was in a loss position;

e 221 large companies with taxable income in excess of R200 million were liable for 50% of the
tax assessed; and

* The Financing, insurance, real estate and business services, Wholesale trade and Retail trade
sectors collectively make up 53.1% of the assessed companies and are responsible for close to
41.9% of tax assessed.

INTRODUCTION

All companies and close corporations are required to register as provisional taxpayers. CIT was the
third largest contributor to tax revenue in 2010/11, accounting for 20%.

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 of these are the gold mining
formula, farming deductions and valuation, and accelerated depreciation of capital assets for
qualifying sectors. Small business corporations with a turnover of not more than R14 million qualify
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 pay
only turnover tax.

As part of CIT, companies are required to pay CGT on the disposal of assets. Tax levied on dividends
has been changed from STC which was payable at a rate of 10% to Dividend Withholding Tax (DWT)
to be in line with international practice. Countries such as the United States and Ireland have a
similar system. The DWT only came into effect on 1 April 2012 at a rate of 15% and the change thus
does not impact the tax years covered in this publication.

This chapter gives an overview of:

i Provisional tax payments;

*  Number of tax registered companies;

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

*  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 with a third voluntary payment (topping-up) after the end of the tax year to avoid
being charged with interest.

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
introduction of the 80% rule for all years of assessment beginning (or commencing) on or after
1 March 2008 (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 or incur significant penalties. 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 the 2011 tax year.

Table 3.1: Example of timeline for provisional tax payments

Date due

Company financial year-end 2011

Jan

Feb Mar

Apr

May Jun Jul Aug

Sep

Oct Nov

Fiscal
year

Number of
payments

31-Jul-10
31-Aug-10
30-Sep-10
31-Oct-10
30-Nov-10
31-Dec-10
31-Jan-11
28-Feb-11
31-Mar-11

2011 1%t

2011 2

2011 1%
2011 1

2011 2
2011 2

2011 1%

2011 1%t
2011 1
2011 1%t
2011 1

2011 1¢

2010/11

12

30-Apr-11
31-May-11
30-Jun-11
31-Jul-11

31-Aug-11
30-Sep-11
31-Oct-11
30-Nov-11
31-Dec-11
31-Jan-12
28-Feb-12
31-Mar-12

2011 3¢

2011349t 2011 3¢

2011 2

2011 3¢

2011 2™
2011 2™
2011 2™
2011 2

2011 3¢
2011 3¢
2011 3¢
2011 3¢

2011 2™

2011 3¢

2011 1
2011 1%

2011 2
2011 2

2011 1

2011 2™

2011/12

21

30-Apr-12
31-May-12
30-Jun-12

2011 3¢
2011 3¢

2011 3¢

2012/13

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.
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As a result of more considered application of Paragraph 19(3) and due to improved compliance with
the provisional tax rule (80% rule for second provisional tax payments), third provisional payments
declined from 22.1% of provisional tax paid in 2008/09 to only 4.0% in 2011/12.

Figure 3.1 shows provisional tax payments by provisional period for the 2010 tax year.

Figure 3.1 Provisional tax payments by provisional period, 2010

Taxes for a specific tax year are paid over a number of fiscal years as illustrated in Table 3.2. During
the 2010/11 and 2011/12 fiscal year approximately 55% of the tax liability was paid in the current
tax year and around 44% in the subsequent year.

Table 3.2: Provisional tax payments by tax year and fiscal year, 2007/08 — 2011/12

R million

Tax year (down) 2007/08 2008/09 2009/10 2010/11 2011/12 Total
Prior to 2005 1460 262 202 26 15 1966
2006 8 182 475 119 43 18 8 837
2007 82 936 9311 467 121 59 92 893
2008 50 220 99 010 7 435 275 270 157 210
2009 248 56 821 72913 2 645 182 132 810
2010 25 334 54 551 74 048 1925 130 882
2011 1 0 8 59 829 86 424 146 262
post 2011 — — — 14 69 125 69 140
Total 143 072 166 214 135 696 137 002 158 017

prior to y-1 1460 737 788 465 543

y-1 8 182 9311 7 435 2 645 1925

y 82 936 99 010 72913 74 048 86 424

y+1 50 220 56 821 54 551 59 829 69 125

post y+1 274 334 8 14 -

Total 143 072 166 214 135 696 137 002 158 017

prior toy-1 1.0% 0.4% 0.6% 0.3% 0.3%

y-1 5.7% 5.6% 5.5% 1.9% 1.2%

y 58.0% 59.6% 53.7% 54.0% 54.7%

y+1 35.1% 34.2% 40.2% 43.7% 43.7%

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

Total 100.0% 100.0% 100.0% 100.0% 100.0%
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Companies are allowed to choose their financial year ends. The year of assessment (tax year) of a
company corresponds with its financial year.

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 on average over 55% to the total provisional tax for a specific fiscal year.

The

provisional tax collected increased over the years from R143.1 billion in 2007/08 to R158.0 billion in
2011/12, 10% overall growth, but the impact of the global financial crisis still lingers and collections
have still not reached the level that was reached in 2008/09.

Figure 3.2 Provisional tax payments by company financial year-end, 2010

As a result of the increasing 1* and 2 provisional tax payments, the 2009/10 and later fiscal years
saw a significant decline in third payments from R36.7 billion in 2008/09 to R6.3 billion in 2011/12

(Table 3.3).
Table 3.3: Provisional tax payments by provisional period by fiscal year, 2007/08 —2011/12
Period 1st Percentage 2nd Percentage 3rd Percentage Total
Rmillion Provisional change Provisional change Provisional change
Fiscal year period period period
2007/08 49 132 63 441 30 499 143 072
2008/09 56 399 14.8% 73 066 15.2% 36 749 20.5% 166 214
2009/10 45 819 -18.8% 72 380 -0.9% 17 497 -52.4% 135 696
2010/11 53993 17.8% 73 554 1.6% 9 455 -46.0% 137 002
2011/12 64 188 18.9% 87 577 19.1% 6 253 -33.9% 158 017
Percentage of total
2007/08 34.3% 44.3% 21.3% 100.0%
2008/09 33.9% 44.0% 22.1% 100.0%
2009/10 33.8% 53.3% 12.9% 100.0%
2010/11 39.4% 53.7% 6.9% 100.0%
2011/12 40.6% 55.4% 4.0% 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 ON REGISTER

On 31 March 2011 SARS had nearly 2.1 million companies on register with most being inactive or
dormant. With the base broadening through education, outreach and enforcement initiatives, it has
resulted in a 10.9% increase in the number of companies registered since 31 March 2009.

The number of companies liable to submit returns grew from 719 326 to 791 573 between the 2008
and 2011 tax years. For 2008, 85.6% of the liable companies had been assessed whilst only 51.5%
had been assessed for 2011 (Table 3.4).

Table 3.4: Number of companies, 2008 — 2011

Registered? Percentage Number Liable to Assessed Percentage
growth in submit assessed
Fiscal year register Tax year returns?
31-Mar-09 1834 009 15.8% 2008 719 326 615 686 85.6%
31-Mar-10 1878 856 2.4% 2009 747 042 607 471 81.3%
31-Mar-11 2078301 10.6% 2010 817 645 559 954 68.5%
31-Mar-12 2034719 -2.1% 2011 791573 407 286 51.5%

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.

There has been a change in the methodology for calculating liable cases. Liable cases per tax year
are now defined as all those taxpayers that have been assessed for a tax year plus those that have
submitted returns that have not been assessed plus companies that have been assessed in the past
that have not submitted a return as yet.

Provisional tax as indicator of completeness of 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. 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.

Table 3.5 shows the tax assessed for the specific tax year against the provisional tax payments
received. From the table, for the 2009 to 2011 tax years, more provisional tax was paid than actual
tax assessed. In some cases tax assessed is more than the provisional tax collections as additional
taxable income may be identified during the assessment process if the taxpayer failed to take that
additional taxable income into account at the time of making their provisional tax payments. The
differences are addressed by collecting assessment payments or by refunding over payments.
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Table 3.5: Provisional tax payments and tax assessed by tax year, 2008 — 2011

R million Provisional tax Tax Tax assessed as % of
Tax year payments assessed provisional tax payments
2008 157 210 160 631 102.2%

2009 132 810 128 886 97.0%

2010 130 882 118 006 90.2%

2011 146 262 84 199 57.6%

The tables in the rest of this chapter (Tables A3.3.1 to A3.9.2) therefore reflect tax assessed as a
percentage of provisional tax payment collections rather than the percentage assessed.

DISTRIBUTION OF 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.
Approximately 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 50% of the company income tax assessed in 2010 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.

Table 3.6 shows the effective tax rates for companies assessed in 2010. Although the statutory
company tax rate is fixed at 28% selected companies are liable for company tax at different rates,
these would for example include personal service providers, non resident companies, small business
corporations (impact which can be seen in R1 to R1 million grouping), long term insurance
companies, oil and gas companies and gold mining companies.

Table 3.6: Number of companies, taxable income and tax assessed, 2010

Taxable income Number Taxable income| Assessed tax | Effective rate

Loss 202 393 -375 850 775 N/A
R nil 193 357 - 36 N/A
R1 to R1 million 140 119 24 259 5635 23.2%
R1 million to R100 million 23 626 153 644 43 591 28.4%
R100 million + 459 240 657 67 969 28.2%
Total 559 954 418 560 118 006 28.2%

Figure 3.3 provides a distribution of the number of companies assessed and the tax assessed for the
2010 tax year.
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Figure 3.3 Number of assessed companies, taxable income and tax assessed per taxable income group, 2010

TAXABLE INCOME AND TAX ASSESSED BY SECTOR

The Financing, insurance, real estate & business services sector is the largest sector, with over 35%
of the total number of assessed companies. This sector accounts for 59% of net taxable income yet
only contributes 29% of tax assessed in the 2010 tax year. The anomalous contribution can be
explained by the extent of losses in other sectors where, for example, mining has a net taxable
income of -5.9% yet is liable for 5.1% of the assessed tax.

Figure 3.4 shows tax assessed for the top sectors for the 2010 tax year.

Figure 3.4 Companies tax assessed by sector, 2010
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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 shows the companies reporting positive, negative and zero taxable income
respectively.

COMPANIES WITH ASSESSED LOSSES OR PROFITS

The Financing, insurance, real estate & business services sector is the sector which has the most
number of companies with assessed losses followed by the Retail trade sector. For the 2010 tax
year, these two sectors respectively accounted for 35.8% and 12.9% of all companies with 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. Figure 3.5 shows the distribution of taxpayers by main
sector and taxable income groups for the 2010 tax year.

Figure 3.5 Number of taxpayers by main sector and taxable income group, 2010

Total number of taxpayers

Other

Community, socialand personal..
Finance’

Transport, storage and communi-..
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Value-Added Tax

VALUE-ADDED TAX

KEY HIGHLIGHTS

For the 2011/12 fiscal year:

* VAT revenue collections improved moderately supported by growing real domestic household
consumption;

* Domestic VAT payments increased by 7.4%, Import VAT increased by 23.9% while VAT refunds
increased by 26.4%, the combined effect of the three resulting in year on year growth of 4.1%;

* Growth in domestic VAT payments came mainly from the Financing, insurance, real estate and
business services sector, Agriculture, forestry & fishing and Coal & petroleum products sectors,
offset by declines in the Vehicle, parts & accessories and construction sectors;

* VAT refunds grew in the Mining & quarrying, Coal & petroleum and Agriculture, forestry &
fishing sectors due to increased capital expenditure. Furthermore, improved and faster
processing of refunds were made possible by the introduction of modernised risk management
algorithms;

* There were 652 349 registered VAT vendors of which 438 740 (67.3%) were active in making
payments and receiving refunds:

0 32.3% of VAT vendors were in the Financing, insurance, real estate and business services
sector;
0 87.1% of VAT vendors submitted returns on a bi-monthly basis;
0 Companies and close corporations made up 69.8% of VAT vendors; and
0 46.3% of VAT vendors had a turnover of R1 million or less.
e Although only 8.9% of VAT vendors submitted returns on a monthly basis (others submit

bi-monthly or bi-annually) they contributed 76.0% of VAT payments and received 88.2% of
VAT refunds.

INTRODUCTION

VAT is an indirect tax based on consumption of goods and services in the economy. Revenue is
raised for the government by requiring traders or vendors to register and to charge VAT on taxable
supplies of goods or services.

The essential characteristics of an indirect tax type such as VAT are as follows:

* The tax applies generally to transactions related to goods and services;
* ltis proportional to the price charged for the goods and services;
* ltischarged at each stage of the production and distribution process; and
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* The taxable person (vendor) may deduct the tax paid during the preceding stages, that is, the
burden of the tax is on the final consumer.

The South African 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.

This chapter only covers actual VAT payments and VAT refunds of registered VAT vendors. Import
VAT collected from importers is dealt with separately in Chapter 5 and is based on declarations on
Bills of Entry.

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, refund or a
nil return.

VAT is currently levied at the standard rate of 14% on most goods and services and taxable supplies,
whilst some provision is made for zero rating of supplies to assist the poor. A supplier of zero-rated
supplies charges output tax at zero per cent. 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. Vendors
making supplies at the standard or zero-rate are entitled to a deduction of input tax (at 14%) paid on
goods or services acquired for the purpose of making such supplies.

Exempt supplies are not subject to VAT. An example of a VAT exempt supply is the 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:

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

*  Turnover of VAT vendors.

NUMBER OF REGISTERED VAT VENDORS

The number of vendors registered for VAT purposes has been declining in the period under review.
This was due to the introduction of additional registration and legislative requirements to improve
authenticity of vendors thereby limiting the risk to the fiscus. 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.
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Table 4.1: Number of registered VAT vendors, 2008/09 — 2011/12

Number Registered? Active Percentage of
Fiscal year vendors registered
2008/09 737 885 530 349 71.9%
2009/10 685 523 493 092 71.9%
2010/11 664 267 466 070 70.2%
2011/12 652 349 438 740 67.3%

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 2011/12 were in the Financing, insurance, real estate &
business services sector (34.0%) followed by the Agriculture, forestry & fishing (13.3%) and the Retail
trade (9.7%) sectors.

Vendors in the Financing, insurance, real estate & business services sector make the largest
proportion of gross domestic VAT payments totalling R70 billion (32.3%) in 2011/12 (Figure 4.1).
Only 0.5% of vendors are in the Mining & quarrying sector and contributed 3.2% of the total gross
VAT payments for 2011/12 yet they received 24.7% of refunds. This makes the Mining sector a
negative contributor to net VAT, due to the extent of mineral exports (zero- rated sales).

Figure 4.1 Gross VAT payments by sector, 2011/12

VAT refunds arise mainly when a vendor’s input exceeds their output, which may occur as a result of

the following:

* selling zero-rated items (exports or other zero-rated items);
* investing in capital projects; or
* restocking or selling merchandise below cost.
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VAT refunds were most prominent in the Mining & quarrying, Financing, insurance, real estate &
business services and Agriculture, forestry & 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 Distribution of VAT refunds by sector, 2011/12

By payment category

The VAT collected by the majority of vendors is usually paid over to SARS every two months, but in
cases where the vendor’s 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.

Figure 4.3 Distribution of VAT vendors by payment category, 2011/12
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Close to 90% of vendors submit returns on a bi-monthly basis (Figure 4.3). However the 8.9% who
submit on a monthly basis contribute over 76% of VAT payments and account for over 88% of VAT
refunds.

Most vendors that submit monthly returns are from the Financing, insurance, real estate & 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.

By type of enterprise

Companies and close corporations accounted for nearly 70% of VAT vendors for 2011/12 and
contributed over 90% of the domestic VAT payments and close to 90% of the VAT refunds. Although
individuals (sole proprietors) made up close to 20% of VAT vendors they only accounted for 3.1%
and 1.7% 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 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 exactly to the
actual collections as shown in Table A4.1.1 due to several reasons, including:

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

The total values for output VAT and input VAT declared are the sum of all returns that also include
the intermediate transactions between VAT vendors. As there is no output VAT payable on zero-
rated goods and services, the output of these goods are not reflected in the output VAT, but the
input VAT claimed thereon is included in the input VAT totals. Output VAT on exempt goods and
services is either accounted for in total or partially while there is no claim for input VAT on these
goods and services. In addition, changes in the use of goods and or changes in accounting practices
as well as the write off of bad debts or the recovery of bad debts, is added to or subtracted from the
total output VAT declared and input VAT claimed.
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Table 4.2 illustrates that, in 2011/12, for every R1 of domestic VAT payment there is a VAT refund
of RO.59.

Table 4.2: Relationship between domestic VAT payments and VAT refunds,
2008/09 — 2011/12

For each R1 Domestic VAT payment, there is
VAT refunds of
Fiscal year
2008/09 0.71
2009/10 0.59
2010/11 0.56
2011/12 0.59

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 R1
in VAT.

For 2011/12 (Tables 4.3 and A4.4.2), for each R1 in domestic VAT collected:

* R3.33in output VAT was declared (R740.8 billion + R222.4 billion) and
* R2.33ininput VAT was claimed (R518.4 billion + R222.4 billion).

Similarly for each R1 in VAT refunded (Tables 4.3 and A4.4.3):

* R1.32in output VAT was declared (R173.4 billion + R131.3 billion) and
* R2.32ininput VAT was claimed (R304.7 billion + R131.3 billion).

Table 4.3 illustrates that irrespective of whether the economy is growing or shrinking, the ratios
move in a fairly narrow range. It is merely the quantum of the declarations that vary with the level
of economic activity.

Table 4.3: Output and Input VAT declared for each R1 domestic VAT collected and refunded,
2008/09 — 2011/12

For each R1 | Domestic VAT Domestic VAT Net Domestic | VAT refunded VAT refunded Net VAT

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

2008/09 -2.28 3.28 1.00 -2.35 1.35 -1.00

2009/10 -2.22 3.22 1.00 -2.27 1.27 -1.00

2010/11 -2.27 3.27 1.00 -2.40 1.40 -1.00

2011/12 -2.33 3.33 1.00 -2.32 1.32 -1.00

Certain sectors show significant departure from the aggregate ratios. For example, the mining
sector which in 2011/12 claimed the most refunds of all sectors (R30.2 billion) declared only R0.53 in
output VAT and claimed R1.53 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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Figure 4.4 Composition of Domestic VAT payments (output/input), 2008/09 — 2011/12
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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.

DISTRIBUTION OF VENDORS BY TURNOVER GROUP

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

The manner in which the annualised turnover is calculated is described below:

* 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 sum of the turnover declared on the 12 returns.

* 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 2011/12, close to 50% of VAT vendors had a turnover of R1 million or less. These vendors,
however, accounted for only 3.0% of domestic VAT payments and 5.0% of VAT refunds. On the
other hand, 1.9% of VAT vendors that had an annual turnover greater than R100 million accounted
for 61.1% and 76.5% of domestic VAT payments and VAT refunds respectively.




2012 Tax Statistics

Figure 4.5 Distribution of vendors by turnover group, 2011/12
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Import VAT and Customs Duties

IMPORT VAT AND CUSTOMS DUTIES

KEY HIGHLIGHTS

For the 2011/12 fiscal year:

* Mainly as a result of strong imports in capital equipment and vehicles, Import VAT grew by
32.5% compared to the previous year;

* Machinery, mechanical appliances & electrical equipment contributed the most to VAT on
goods imported (27.2%);

* Vehicles, aircrafts, vessels and associated transport equipment accounted for 31% of customs
duties;

* The importation of associated transport equipment was the main contributor to ad valorem
excise duties at 66.1%;

* Imports from Asia and Europe world zones accounted for more than 80% of the combined total
Import VAT, customs duties and ad valorem excise duties; and

* The majority of imports originated from China and Germany at 20.5% and 11.9% of the
combined total Import VAT, 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 Import VAT, customs duties and ad valorem excise duties
(Duty 1-2B).

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

Import VAT is levied at a rate of 14% on the importation of goods into South Africa with certain
imported goods being exempted in terms of the VAT Act of 1991. This includes goods destined for
the SACU member countries (BLNS).

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%.




2012 Tax Statistics

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).

These customs values are declared 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

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

Figure 5.1 Import VAT, customs and ad valorem duties by section, 2011/12

The Machinery & mechanical appliances, electrical equipment section accounts for the largest
customs value of goods imported in 2011/12 (20.0%), followed by Mineral products (16.8%) &
vehicles, aircraft, vessels & associated transport equipment (13.1%).

Import VAT for 2011/12 was largely collected from the importation of Machinery & mechanical
appliances, electrical equipment (27.2%), Vehicles, aircraft, vessels & associated transport
equipment (20.4%) and Products of the chemical & allied industries (10.2%).

The largest contributor of customs duties for 2011/12 was vehicles, aircraft, vessels & associated
transport equipment (31.0%), Textiles & textile articles (16.4%) and Prepared foodstuffs, beverages,
spirits & vinegar (9.7%).




Import VAT and Customs Duties

Ad valorem excise duty revenues (Duty 1-2B) for 2011/12 were mostly collected from the
importation of Vehicles, aircraft, vessels & associated transport equipment (66.1%) and Machinery
& mechanical appliances, electrical equipment (30.5%).

By world zone and selected trade blocs

Imports from Asia and Europe accounted for 83.1% of the combined total Import VAT, customs
duties and ad valorem excise duties followed by the Americas at 12.7%.

Table A5.2.1 contains the combined total of Import VAT, customs duties and ad valorem duties
(Duty 1-2B) by world zone for 2011/12, as well as selected trade blocs.

By country of origin

The top 5 countries of origin (i.e. China, Germany, UK, USA and Japan) account for over half of the
combined total Import VAT, customs duties and ad valorem excise duties for 2011/12.

During 2011/12, China and Germany continued to be the largest originators of goods coming into
South Africa making up 20.5% and 11.9% of the combined total Import VAT, customs duties and
ad valorem excise duties respectively.

From China, the imported goods with the highest customs value and Import VAT were computers;
the goods incurring the most customs duties were footwear whilst the largest contributors to
ad valorem excise duties were cellular phones and videophones.

From Germany, the imported goods with the highest customs value and Import VAT 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 by origin sorted on the 2011/12 combined
total of Import VAT, customs duties and ad valorem duties (Duty 1-2B).

Figure 5.2 Import VAT, customs and ad valorem duties by country of origin, 2011/12
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LOSSARY

Ad valorem excise duties

Air passenger departure tax

BLNS countries

Capital gains tax (CGT)

CO, tax on motor vehicle emissions

Company income tax (CIT)

Cost of revenue collection

Customs duties/import duties

Diamond export levy

Direct taxes

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.

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.

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).

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.

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.

Comprises provisional and assessed taxes paid by
companies (net of refunds).

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

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.

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.

Taxes charged on taxable income or capital of individuals
and legal entities.
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Donations tax

Duty 1-2B

Electricity levy

Employees’ tax

Environmental levy

Estate duty

Excise duties

Gross domestic product (GDP)

Great Recession

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
R10 000 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
advalorem duty on cosmetics, televisions, audio
equipment and motor cars. Relief from excise duty is
available where excisable products are exported.

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

Reference to the recession that started in December
2007 in terms of the Great Depression of the 1930s.
Generally, the Great Recession lasted longer and was
more severe than prior recessions. However, the severity
of economic decline has not eclipsed the levels reached
by the Great Depression.




Fiscal drag 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.

Fiscal year 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 resource A levy imposed on exploration and extraction of minerals
royalty and petroleum resources. This levy took effect from

1 March 2010.
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Motor Industry Development
Programme (MIDP)

National Revenue Fund

Non-tax revenue

Output VAT

Pay-As-You-Earn (PAYE)

Personal income tax (PIT)

PGMs

Plastic bags levy

Primary rebate

Progressive tax

Is a programme that was implemented on
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.

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

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).

Platinum group metals (PGMs) are found as a compound
which includes six pure metals with high melting points:
platinum (Pt), palladium (Pd), rhodium (Rh), iridium (Ir),
osmium (Os) and ruthenium (Ru); as well as gold and
base metals such as nickel, copper and cobalt. In addition
to their oxidation and reduction properties, these metals
have the ability to stay stable at high temperatures and
are extremely resistant to corrosion.

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.




Provisional tax (companies)

Provisional tax (individuals)

Provisional tax (paragraph 19(3))

Provisional tax (80% rule)

Residence based tax system

Secondary tax on companies (STC)

Securities transfer tax (STT)

Skills development levy (SDL)

Southern African Customs Union (SACU)

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.

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 20009.

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

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.

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.

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 R500 000 (R250 000 before 1 August 2005).

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.
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Specific excise duty

Stamp duty

Tax amnesty

Tax base

Tax buoyancy

Tax on retirement funds (TRF)

Tax-to-GDP ratio

Tax revenue

Tax year

Taxable income

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.

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.

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.

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

It is a measure of the ratio of change in tax revenue given
the change in the tax base (GDP).

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.

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.




Transfer duties

Turnover tax

Uncertificated securities tax

Value-added tax (VAT)

From 23 February 2011 to date this duty is payable by all
persons when they acquire property as per a graduated
rate that starts at 3% of the value above R600 000 and
ends at a rate of 8% of the value exceeding R1.5 million.

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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