Personal income tax

l Introduction

Personal income tax (PIT) is one of government's main sources of income. Income tax is levied on
residents' worldwide income, with appropriate relief to avoid double taxation. Non-residents are
taxed on their income from a South African source. Tax is levied on taxable income that, in essence,
consists of gross income less exemptions and allowable deductions. (Taxable capital gains also form
part of taxable income.)

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

This chapter gives an overview of:

e Personal income tax rates

e Tax returns and individual taxpayers

e Taxable income and tax assessed

e Individual taxpayers with business income

e Individual taxpayers’ allowances, deductions and fringe benefits.

l Personal income tax rates

The relative tax burden of all individual taxpayers - low, middle and high income earners - has
reduced since 1999/00. The top marginal income tax rate for individuals decreased from 45 percent
in 1999/00 to 42 percent in 2000/01 and to 40 percent in 2002/03. During this period the personal
income tax brackets were increased significantly, which more than compensated for any fiscal drag.

Table 2.1 illustrates the percentage increase in the personal income tax brackets between 2002/03
and 2008/09. The top personal income tax bracket increased from R240 001 in 2002/03 to R490 001
in 2008/09, a cumulative increase of 104.2 percent. During this period, the bottom income tax
bracket increased by 205 percent. The primary rebate increased by 70.4 percent, which resulted in a
similar increase in the income tax threshold (the level of annual income below which no income tax
is payable) for individuals aged younger than 65 years from R27 000 to R46 000 per year. For
individuals aged 65 years’ old and above, the income tax threshold increased by 73.5 percent from
R42 640 to R74 000 per year.

From 2002/03 to 2007/08, over R60 billion was granted in personal income tax relief across the
board, for all income groups. This suggests that because the individual tax burden decreased, the
disposable income of most taxpayers improved.

29



2008 TAX STATISTICS

Table 2.1: Personal Income Tax (PIT) brackets, 2002/03 and 2008/09

2002/03 2008/09 Marginal PIT | Cumulative
rates perce ntage
Rand increase
Brackets - 40000 - 122 000 18% 205.0%
40001 80000 122 001 195 000 25% 143.8%
80001 110 000 195 001 270 000 30% 145.5%
110001 170 000 270 001 380 000 35% 123.5%
170001 240000 380 001 490 000 38% 104.2%
240001 and over 490 001 and over 40%
Rebates
Primary 4 860 8 280 70.4%
Secondary 3000 5040 68.0%
Tax thresholds
Below age 65 27000 46 000 70.4%
Age 65 and over 42640 74 000 73.5%

B Tax returns and individual taxpayers

It should be noted that information on the number of individual taxpayers relates only to those
taxpayers who are required to register with SARS. A large number of formal sector workers — those
earning taxable income below R60 000 per annum (commonly referred to as SITE only taxpayers) —
are not required to register with SARS. During the 2005/06 tax year there were an estimated
4 million formal workers with annual taxable income below R60 000.

Standard income tax on employees (SITE) is not a separate kind of tax. SITE represents payments
towards an employee's income tax liability and in cases of employees subject only to SITE, the tax
deducted from their remuneration by their employers, is their actual income tax liability. SITE
generally applies as a final tax for individuals:

e whose annual net remuneration does not exceed R60 000
e who do not receive a travelling allowance
e who do not receive any other income.

Employees who pay SITE-only do not normally need to register for income tax or submit tax
returns. The tables do reflect some of these registered individual taxpayers with taxable income
below R60 000. A few individual taxpayers in this category are in fact registered due to claims for
retirement fund contributions or medical expenses, prior year trading income or other non-SITE
income, or assessed losses brought forward from previous tax years.

Although SARS does have some information on these individuals, detailed information on their
characteristics and income distribution patterns is not available for inclusion in this publication. It
should also be noted that for individuals below 65 years of age, in 2005/06, the income tax threshold
below which no income tax was payable was R35 000.

The number of individuals registered for income tax (excluding SITE only taxpayers as indicated
above) has grown from 3.6 million in 2002/03 to 5.3 million in 2007/08 (See table 2.2). After
growing at a rate of about 10 percent in 2003/04, this rate has averaged at around 8.3 percent
between 2004/05 and 2005/06.

The number of individuals liable to submit income tax returns increased from 3.5 million in 2002/03
to over 4.8 million in 2006/07. The percentage of individual taxpayers assessed at the time the data
was extracted (July 2007) was 95.1 percent in 2002/03, 92.3 percent in 2003/04, 87 percent in
2004/05 and 71 percent in 2005/06. The tables in this chapter are based on these assessed returns.
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Table 2.2: Number of Individual taxpayers, 2002/03 — 2007/08

Registered' Liable to Assessed Percentage
Number submit returns? assessed
2002/03 3628263 3526 339 3352190 95.1%
2003/04 3991236 3836 422 3 542006 92.3%
2004/05 4 321354 4145 746 3 605378 87.0%
2005/06 4 683821 4530 820 3215192 71.0%
2006/07 5005807 4866 117
2007/08 5 318 441

1. Number of individuals registered as at 31 March of each year.
Includes coded cases where status is in suspense, estate and address unknown.
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 might not be active forthe
specific tax year.

l Taxable income and tax assessed

Table 2.3 shows a summary of the number of taxpayers assessed, taxable income and tax assessed by
taxable income group. The tax assessed as a percentage of taxable income has declined over the
period. This was partly due to PIT relief over the period.

Table 2.3: Individual taxpayers: Summary of taxable income
and tax assessed, 2002/03 — 2005/06

Number of Taxable Tax Tax assessed

taxpayers income assessed asa % of

assessed (R million) (R million) |taxable income
2002/03 3352 190 332 804 79 350 23.8%
2003/04 3542 006 381457 82 641 21.7%
2004/05 3605 378 424 813 92 045 21.7%
2005/06 3215192 415 551 86 208 20.7%

Further detail by taxable income group is provided in table 2.1.1" and table 2.1.2. In terms of taxable
income groups, the largest percentage of taxpayers falls within the R150 000 to R300 000 taxable
income brackets, making up 15.9 percent of the total for the 2005 tax year.

In 2005, about 70 percent of taxpayers (those with taxable income between R50 000 to R300 000 per
year) accounted for 55 percent of personal income tax. The bottom 25 percent of taxpayers (with
taxable income below R50 000) accounted for less than 1 percent of income tax assessed while the
top 5 percent of taxpayers (with taxable income in excess of R300 000 per year) accounted for close
to 45 percent of income tax assessed.

By province

Taxable incomes in the Gauteng province make up almost half of all taxable incomes for persons
and individuals. Table 2.1.3 indicates that around 37 percent of individual taxpayers are registered in
Gauteng, while Western Cape has approximately 17 percent of the total registered individual
taxpayers. This data is based on the office where the taxpayer is registered and not necessarily the
province where the taxpayer resides. These numbers should therefore be viewed as indicative only.

! Tables numbered in italics are included at the end of the chapter.
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By age group

Table 2.1.4 and figure 2.1 give a breakdown of registered individual taxpayers by age group. Around
30 percent of taxpayers are in the 35 to 44 year-old age group, accounting for around 33 percent of
total personal income tax assessed.

Figure 2.1 Numbers of individual taxpayers by age group, 2003 — 2006

1100 000

1000 000 -
900 000 -
800 000 -
700 000 -
600 000 -
500 000 -
400 000 -

Number of taxpayers

300 000 -
200 000 -
100 000 -

Below 18 18-24 25-34 35-44 45-54 55-64 65 and
older

m 2003 ©D2004 m 2005 m 2006

By gender

Males accounted for almost 58 percent of registered individual taxpayers, 65 percent of the total
recorded taxable income earned by registered individual taxpayers and 70 percent of personal
income tax assessed. This reflects the uneven income and employment patterns between males and
females. Females make up about 43 percent of the working population (StatsSA: 2007).

Table 2.1.5 shows the breakdown of taxable income and tax assessed by gender over the period.

By source of income

Registered individual taxpayers employed in the finance, insurance, real estate and business services
sector account for the largest share of total income tax assessed from individuals, averaging about
20 percent of the total for the period 2003 to 2006. The number of individuals registered as taxpayers
within the sector grew from 545 024 in 2003 to 674 769 in 2006 (24 percent).

Table 2.2.1 and table 2.2.2 show the breakdown by source of income; the “other” category as a
source of income comprises on average around 13 percent of individual taxpayers. This category
includes those who indicated their source of income as “other” (as per the SARS source code) or
who left the source of income column blank on the return.

Table 2.2.3 uses the SARS source of income code as in table 2.2.1 and classifies it according to the
Standard Industrial Classification (SIC). It should be noted that the source of income codes by SARS
are not fully aligned with the SIC system used by Stats SA. This means that the numbers per sector
in these tables may differ from those published by Stats SA.
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Table 2.2.4 shows the breakdown according to source of income as indicated on the IRPS form. This
is based on the sector indicated by the employer on the IRP5 form.

B Individual taxpayers with business income

Individual taxpayers with business income amounted to about 4.9 percent of total individual
taxpayers in 2006 (7.5 percent of the total in 2003). Individual taxpayers with business income
derive almost a third of total assessed income (29.9 percent in 2006) from the financing, insurance,
real estate and business services sector. This equates to 18.4 percent of the total taxpayers with
business income and is closely followed by the medical, dental and other health and veterinary
sciences sector, at 20 percent of total assessed income and 23.1 percent of total taxable income.

Table 2.3.1 and table 2.3.2 give a breakdown of the sectors in which individual taxpayers with
business income are active. On average, just over 20 percent of individual taxpayers with business
income recorded negative taxable income (making a loss) over the period.

B Individual taxpayers’ allowances, deductions and fringe benefits

Individual taxpayers’ allowances

Travel allowances make up the largest share of allowances for individuals (60.5 percent in 2006).
The drop in the share of this allowance from 66.1 percent in 2004 can be partly explained by the
changes introduced in 2006 to curb the rise in the abuse of the travel allowance.

Table 2.4.1 provides a summary of individual taxpayers’ allowances. The total allowances amount to
R35.7 billion in 2003, R39.3 billion in 2004, R41.8 billion in 2005 and R41.4 billion in 2006. It
should be noted that the data for 2006 is incomplete due to the lower percentage returns that were
assessed at the time the data was extracted (July 2007).

The more significant allowances are shown per taxable income group in tables 2.4.2 to 2.4.7.

Individual taxpayers’ deductions

At 38.8 percent in 2006, contributions to retirement funding accounted for the largest share of
deductions by individual taxpayers. The use of this deduction is the highest among individual
taxpayers within the R150 000 to R300 000 taxable income brackets.

Table 2.5.1 provides a summary of individual taxpayers’ deductions. The amounts were
R44.2 billion in 2003, R49.6 billion in 2004, R53.2 billion in 2005 and R49 billion in 2006. It should
be noted that the data for 2006 is incomplete due to the lower percentage returns that were assessed
at the time the data was extracted (July 2007).

The more significant deductions are shown by taxable income group in tables 2.5.2 to 2.5.15.

Individual taxpayers’ fringe benefits

Table 2.6.1 provides a summary of fringe benefits. The number of taxpayers receiving fringe
benefits was 1 million in 2003, growing to 1.1 million in 2006. Total fringe benefits amounted to
R6.4 billion in 2003, increasing to R7.3 billion in 2006.

Medical scheme contributions paid on behalf of the employees form the largest share of fringe
benefits in 2006 (35.4 percent), followed closely by the right of an employee to use a company
owned vehicle (33.3 percent).

The more significant fringe benefits are shown by taxable income group in tables 2.6.2 to 2.6.9.
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