Corporate income tax

l Introduction

For the period under review, there was a decline in the headline corporate income tax (CIT) rate.
South African companies also pay secondary tax on companies (STC), a tax based on declared
dividends. This tax rate was 12.5 percent for most of the period under review and was reduced to
10 percent in October 2007.

Not all taxes paid in a tax year are attributable to income earned in the same year, due to the system
of provisional tax payments and tax returns being submitted and assessed long after the end of the
tax year. Also, companies have financial years that may differ from the fiscal or calendar year, as
companies are free to choose the period for their financial year (which is normally their tax year).

The South African tax system is residence based, meaning that South African residents are taxed on
their worldwide income. A company that is incorporated in or effectively managed from South
Africa is a South African resident for income tax purposes.

Tax on capital gains is included in company tax revenue, which means that capital gains tax is not
recorded as a separate revenue item but included in corporate income tax.

Different sectors of the economy have different effective tax rates due to specific tax dispensations
and deductions. Examples are the gold mining formula, farming deductions and valuation, insurance
allowances and valuation. Small business corporations with a turnover of not more than R14 million
have a special tax dispensation in the form of a graduated income tax rate table.

This chapter gives an overview of:

e Number of companies

e Provisional tax payments by tax year

e Types of companies

e Taxable income and tax assessed by taxable income group
e Taxable income and tax assessed by sector (industry)

e Companies with assessed losses or profits

e Tax assessed by main sector.

B Number of companies

There are over 2 million corporations (1.6 million close corporations, 400 000 private companies and
40 000 public companies) registered with CIPRO'. About 30 to 35 percent of registered companies
are dormant.

' The Companies and Intellectual Property Registration Office.
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The number of companies registered for income tax purposes increased over the period from
1.2 million in 2002/03 to nearly 2.2 million in 2007/08. On average, only around 65 percent of these
companies were liable to submit tax returns.

At the time the data was extracted (July 2007), the percentage of companies that were assessed with
respect to 2002/03 was 66.8 percent, 58 percent for 2003/04, 47.4 percent for 2004/05 and
29 percent for 2005/06. (See table 3.1).

Table 3.1: Number of companies, 2002/03 — 2007/08

Registered' |Liable to submit Assessed Percentage
Number retums assessed
2002/03 1221273 756 680 505 484 66.8%
2003/04 1283 155 855 683 496 522 58.0%
2004/05 1438 539 993 761 471 513 47 4%
2005/06 1629 288 1025 871 297 781 29.0%
2006/07 1830 147 1248 936
2007/08 2182 638

1. Includes coded cases where status is in suspense, estate and address unknown.

B Provisional tax payments by tax year

The majority of provisional tax payments from companies are received during March, June,
September and December. Provisional taxes for any given tax year are paid in three instalments: the
first is due six months into the company’s tax year; the second at the end of the tax year; and the
third 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).

This is illustrated by the following example: A company with a March year-end, in respect of its
2006 tax year will have made its provisional payments in September 2005 (first payment), March
2006 (second payment) and September 2006 (third payment).

The due dates for the 2006 tax year (for all companies) fall over three fiscal years, as illustrated in
table 3.2.

Table 3.2: Companies: Example of provisional tax payments

Date due

Company financial year-end 2006

Jan Feb Mar Apr May Jun Jul Aug

Sep

Oct

Nov

Fiscal
year

Number of
payments

31-Jul-05
31-Aug-05
30-Sep-05
31-Oct-05
30-Nov-05
31-Dec-05
31-Jan-06
28-Feb-06
31-Mar-06

2006 1st

2006 1st
2006 1st

2006 1st

2006 1st
2006 1st
2006 1st
2006 1st

2006 2nd
2006 2nd
2006 2nd

2006 1st

2005/06

30-Apr-06
31-May-06
30-Jun-06
31-Jul-06

31-Aug-06
30-Sep-06
31-Oct-06
30-Nov-06
31-Dec-06
31-Jan-07
28-Feb-07
31-Mar-07

2006 2nd
2006 2nd
2006 2nd
2006 2nd
2006 2nd

2006 3rd
2006 3rd
2006 3rd
2006 3rd

2006 3rd
2006 3rd

2006 3rd
2006 3rd

2006 2nd

2006 3rd

2006 1st

2006 2nd

2006 1st

2006 2nd

2006 1st

2006 2nd

2006/07

21

30-Apr-07
31-May-07
30-Jun-07

2006 3rd

2006 3rd

2006 3rd

2007/08
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It is also important to note that payments are not received in the month that they are due for a variety
of reasons. These include:

e Adjustments (Paragraph 19(3)?) are made to first and second provisional payments of
companies, which then result in delays in collecting the tax in the month that it is actually due.

e Companies sometimes pay their obligations late (or even early).

Under the provisional tax payment system, taxes for a specific tax year are paid over a number of
fiscal years as indicated in table 3.3. In 2006/07 for example, more than 90 percent of the eventual
tax liability was paid over two tax years: about 57 percent in the specific tax year and about
35 percent in the following year.

Table 3.3: Companies: Provisional tax payments by tax year paid, 2000/01 — 2006/07

R million Fiscal year

Tax year (down) 2000/01 2001/02 2002/03 2003/04 2004/05 2005/06 2006/07
1998 131 - - - - - -
1999 4618 470 - - - - _
2000 17 073 6 316 465 167 873 1115 94
2001 7 685 24 412 10288 313 67 22 35
2002 96 10 554 32262 12 037 322 96 180
2003 18 89 14 498 32 379 5665 272 97
2004 0 3 13 16 312 40808 6 667 340
2005 0 0 51 60 23 851 50 958 7291
2006 0 0 0 2 36 30 280 67 730
2007 0 0 30 25 8 17 42 369
Total' 29 622 41 844 57 608 61 294 71629 89 428 118136
prior to y-1 131 470 465 479 1262 1505 746
y-1 4618 6 316 10288 12 037 5665 6 667 7291
y 17 073 24 412 32262 32 379 40 808 50 958 67 730
y+1 7 685 10 554 14 498 16 312 23 851 30 280 42369
post y+1 114 92 95 87 44 17 -
Total 29 622 41 844 57 608 61294 71629 89 428 118 136
prior to y-1 0.4% 1.1% 0.8% 0.8% 1.8% 1.7% 0.6%
y-1 15.6% 15.1% 17.9% 19.6% 7.9% 7.5% 6.2%
y 57.6% 58.3% 56.0% 52.8% 57.0% 57.0% 57.3%
y+1 25.9% 252% 25.2% 26.6% 33.3% 33.9% 35.9%
post y+1 0.4% 0.2% 0.2% 0.1% 0.1% 0.0% 0.0%
Total 100.0% 100.0% 100.0% 100.0% 100.0% 100.0% 100.0%

1. Due to timing differences these figures do not balance to actual provisional tax collections reflected in Table 1.6.3.

Tables 3.1.1° to 3.1.3 show a breakdown of the provisional tax payments by sector.

[] Types of companies

Table 3.2.1 shows the breakdown of the number of companies assessed by type as well as by
negative, zero or positive taxable income.

2 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.

3 Tables numbered in italics are included at the end of the chapter.
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Close corporations (CCs) account for nearly 67 percent of the total number of companies assessed in
2005. Private companies constituted 27 percent, while listed, unlisted and “other” companies made
up more than 6 percent of the total number of companies assessed.

B Taxable income and tax assessed by taxable income group

Table 3.3.1 shows taxable income and tax assessed by taxable income group for all companies.
While the total number of companies assessed decreased over the three years from 505 484 in 2003
to 471 513 in 2005, the amount of tax assessed increased from R51.1 billion to R59 billion. Given
the time delay in the submission of tax returns by some taxpayers and the time taken to assess the
returns, the latter year’s statistics are lower than that of earlier years.

It is interesting to note that the percentage of companies with a positive taxable income is increasing,
from 25.7 percent in 2003 to 31 percent in 2006.

Table 3.3.2 shows that while more than 75 percent of the income tax assessed is paid by large
companies with taxable income exceeding R10 million, these companies represent only 1.2 percent
of the companies assessed for income tax purposes.

B Taxable income and tax assessed by sector (industry)

Table 3.4.1 shows the taxable income and tax assessed by sector for all companies.

Table 3.4.2 uses the SARS source of income code as shown in table 3.4.1 and classifies it according
to the Standard Industrial Classification (SIC). It should be noted that the SARS source of income
codes are not fully aligned with the SIC system used by Statistics South Africa. This means that the
figures in these tables may be different from those published by Stats SA.

There was an increase in the number of companies registering positive taxable income, from 129 778
in 2003 to 134 766 in 2005. (See table 3.4.3 and table 3.4.4.)

Table 3.4.5 shows the companies reporting negative taxable income, while fable 3.4.6 shows
companies reporting zero taxable income. Sectors with an increasing number of companies reporting
zero taxable income include catering and accommodation, construction, and social and related
community.

[] Companies with assessed losses or profits

Tables 3.5.1 to 3.5.3 show the total number of companies and those with assessed losses or profits
by sector.

Around 72 percent of the companies had assessed losses; 37 percent of these companies were in the
financing, insurance, real estate and business services sector and around 12 percent in the retail
sector.

B Tax assessed by main sector

Tables 3.6.1 to 3.6.16 show for each of the tax years (from 2003 to 2006) the tax assessed and the
number and percentage of companies assessed by main sector and taxable income group.
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