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VENTERSPOST management has
disclosed that the gold mine’s
R210m extension has not been af-
fected by tax ring fencing rules.

Chairman Mike Tagg says Venters is
not expected to pay tax for “quite a few
years”, after announcing its R210m
rights issue last week.

But the mine has to earn profits be-
fore it can benefit from this tax conces-
sion. After losses for the past three quar-
ters, profits do not look likely for
Venters for the next few years, though
next week it is expected to announce a
break-even for the December quarter.
The mine is 2 marginal and a strong rise
in the gold price could change the bleak
profits-outlook dramatically.

The rights issue is to finance mining in
Venters’s extension area, which has
higher grades than the existing mine.
Tagg says that Venters's production
costs — in today’s money — are expect-
ed to fall from about R1100 to about
R900/0z.

Details

From this year, Tagg says, Venters
will start to pay a lease formula of Y =
10 - 80/X — which will not have a mate-
rial effect on the bottom line. Venters
had been paying royalties, claim licence
fees and mynpachten dues.

Moreover, management has given —
in general terms — details of how the
rights issue will affect the capital struc-
ture of Venters. Current shareholders’
dividends will not be diluted until July 1
1992. The full details of the rights issue
will be announced this Friday.

Venters will issue R210m through the
issue of combined units. These will con-
sist of a number of deferred shares plus
| the option to acquire further deferred

ANALYSIS:
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ords in about 18 months — at a price to
be fixed when the terms of the issue are
announced. About R160m will be raised
by the issue of the deferred shares now
and about R50m when the options are
exercised.

Venters has 20,2-million ordinary
shares in issue and, separately listed,
4,8-million deferred ordinaries. These
will rank pari passu with the ords on
July 11992, taking the total ords to 25-
million. Including the options (which
will be given a separate listing), it is
envisaged that, on July 1 1992, Venters
will have about 50-million ords, and no
other class of capital. To be successful in
the market, it can be expected that the
new deferred ords will be offered at
about a 20%-25% discount to the de-

-ferreds in issue, quoted yesterday at
900c. It seems that 700c is a likely offer
price.

Tagg agrees that the stronger gold
price, which helped to add more than
R125m to Venters's market capitalisa-
tion in the past three months to take it to
about R250m, had a substantial effect on
deciding the ratios that will apply in the
rights issue.

But the mine will remain a marginal
at the current gold price. Tagg says that
everything possible has been done to
contain unit costs. Venters’s September
1989 quartely costs were R1074/0z —
leaving it in the red on the gold price. In
the extension area, yields will be an
expected 4,3 grams a ton, 16,2% higher

“ than, the existing 3,7.

Tagg says that the higher grade, along '

with lower working costs in the exten-
sion area, will mean overall costs of
about 25% less than the “old” mine, or
about R900/0z. The mine, currently
milling 140 000-tons per month (tpm),
will be “replacing” tonnage with activi-
ties in the extension area — rather than
adding to overall output.

From July 1992, Tagg expects that the
extension area will be contributing ton-
nage which will eventually represent
about 60% of the total output of 140 000-
tpm with the balance coming from the
“old” mine.

Replace

Using today’s money, this gives over-
all working costs of about R900/0z. On
the September quarterly rankings of
about 60 gold mines, this moves Venters
from the 38th most expensive producer
to 26th.

Tagg says the proposal to replace out-
put at Venters, rather than add to it, by
mining the extension, was one of the
main reasons the authorities agreed not
to ring fence the new area. Other mate-
rial factors were that Venters was not
expanding output or infrastructure.

The capital structure of the rights
issue was decided upon about four
months ago. Tagg says that if it was
known that gold would strengthen to its
current levels, the structure could well
have been different. “If gold stays up,
shareholders may get some of their
rights issue money back.”

But Tagg says that the most impor-
tant consideration in the rights issue
was to keep Venters going. “By doing
this, Venters will be around to gain the
substantial benefits of any major rise in
the gold price.”
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speets’and different accounting policies

‘are'fiegé$sary, Davis Borkum Hare ana-~ .

‘lyst Manny Pohl says in a paper on'coal
mining taxation.

Pehl recommends that coal mining
companies, which adopt a variety of
accournting methods, use the amortisa-
tion;approach with the comprehensive
method of accounting for deferred tax.

“fFhisis in the best interest of share-
holders if a liberal dividend policy is
adopted,” he says.

Tax-laws reflect the fact that mines
are wasting assets. Mining operations
can thegefore deduct from mining in-

. coms fhe capital expenditure incurred
in ¢arcying on mining operations.

It follows that before a mine has
-reached the production stage it cannot
'deductTapital expenditure, which is ac-

curiilated until mining commences. In
_the early years of a mine’s operation it
has'® material tax relief.

nting needed for coal mines
COAL BEW /mw nﬂpxnmcy/? M&M/ ° _‘

After production has begun capital
expenditure ort Shaft sinking and equip-
ment can be deducted for tax purposes.

The Margo Commission said the jus-
tification for allowing immediate
write-off of capital expenditure was
that mining was exceptionally risky.

But, says Pohl, coal mining is less
risky than other types of mining.

Surplus 20

The market is mainly domestic and
dominated by Eskom, a contract market
with no price risk, unlike the volatile
export markets. The current situation is
that Eskom has a surplus of available
coal and the only new colliery develop-
ment will be for the export market.

“This market changes from feast to
famine within months and a three-year
capital expenditure programme could
be aborted overnight.”

, % Pohl says Witbank Colliery and Gold
CHARLOTTE maTHEWS \|_ 7 foh Coal follow the principle of de-

ducting capital expenditure as an ex-
pense, while Amcoal and Trans Natal
Coal Corporation spread the tax relief
over the expected life of the mine.

“Clearly this policy would ensure that
the after-tax earnings attributable to
shareholders is directly related to the
profitability of the company and not the
stage of the development of the mine.”

A company which uses the partial
method of accounting for deferred tax-
ation could become liable for tax in bad
times, which will severely affect after-
tax profits.

A company that uses the comprehen-
sive method may never become liable
for tax and therefore reduces profits and
builds up a permanent cash reserve that
is not distributed to sharehoiders.

Pohl recommends that the compre-
hensive method be adopted with a re-
duction in dividend cover to ensure that
dividends are not affected.
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By Derek Tommey
The Government is making a
major effort to raise money from
its assets — even hefore it priva-
tises them.

In the next year or so tax re-
ceipts from state enterprises
being prepared for privatisation
could run into billions of rands.

This will be a most welcome
development for the ordinary tax-
payer as part of the increased
revenue is expected to be used to
cut personal income tax.

Iscor, which was privatised last
year, has always paid tax so the
Government cannot expect much
extra revenue unless, in private
hands, profits are boosted.

But from April 1, the profit-
able part of the South African
Transport System (Sats) will start
paying company tax. This will be
the first time that the Govern-
ment has received any compensa-
tion directly for the large sums of
money it has invested over the
years in this enterprise.

Posts and Telecommunications
is expected to become liable for
company tax early next year. And
there is a strong possibility that
the other-hig state corporation,
Eskom, will also join the ranks of
taxpayers.

1t has to report shortly on what
the effect will be on its tariff
structure if it has to start paying
tax. -
Pieter van Huyssteen, chair-
man of the Goverment's Privatis-

tion Unit, said in an interview that
following an Act of Parliament
last year Sats would be converted
into two companies from April 1.

The loss-making commuter ser-
vices will be put into one of the
companies which will have it own
board, but wiil be run by Sats,
The remaining profitable part of
Sats will be placed in another
company.

This second company, as it will
be making profits, will be liable
for tax from April 1.

This company will have five
sub-sections - airways, harbours,
the pipe line, rail services and
road services and each will be
operated commercially in order
to develop track records to make
them acceptable to investors.

Mr van Huyssteen said that leg-
islation was to be submitted to
Parliament this year to convert
Posts and Telecommuniations
into two companies.

The postal services would be
in one and the telecommunica-
tions services in another.

This would probably happen
early next year when both com-
panies would also become liable
for tax.

Meanwhile, Eskom is preparing
a report on what the impact on
the economy would be if it be-
came a taxpayer. The report
should be ready soon.

Mr. van Huyssteen said it had
been argued that by exempting”

got cheap electricity.

It may be that any
Eskonn's tariffs as a résult of it
becoming a taxpayer would be
offset by users charging the
higher tariffs against their tax-
able incomes so there would
little benefit to the Receiver.

He said it was important that
tax neutrality be maittained.

1t was possible, he said, that

state enterprisesye

increase in |'

Foskor, which produces phosphor- .

ic acid and fertiliser, could be pri-
vatised later this year.

@ The Government stands to col-
lect tens of billions of rands as
it implements its privatisation
programme, According to figures
given in Parliament last year Sats
has a book value of R14 billion,
but its replacement cost is
R356 billion.

Eskom has fixed assets of |

R28,6 hillion and Post and Tele-
communications has fixed assets
of almost R8 billion.

Compared with these figures,
the R3 billion which the Govern-
ment received from Iscor’s priva-
tisation does not seem to be so
imprssive. B

Of course, the biggest reward
to the Goverment and every South
African will come if the privatis-
ing of these organisations leads to
the more effecient and productive
use of their assets.

If this happens, the resnltant
profits and tax revenues should
play an impértant role in raising

== —

Eskom from tax South Africans

living standards.
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To tilt the playing field of the tax system
in favour of capital-intensive means of pro-
duction, when black unemployment is so
serious, is the height of folly. To avoid policy
decisions that increase unemployment is
worth any amount of haggling between tax
accountants and Receivers of Revenue.

These important issues aside, it is disrup-
tive to change so important a formula at such
short notice, even to put an end to tax
| schemes which take advantage of it.
Government should have realised that so

T incomE TAX r/IM s [1]90
Slashed write-offs

UCT professor of economics Brian Kantor ' —

says the change in depreciation allowance
from the Margo formula of 50:30:20, to 2
straight-line 20% 2 year, stil} Jeaves an unsci-
entific basis for corporate income tax.

That is, if we want a tax system genuinely
neutral in macro-economic eff:ects, aswell as
non-discriminatory between dlff§rent factors
of production and between equipment with
varying working lives. (3 ;7_,0)

The original formula, says I?antor,.was
heavily biased in favour of: ma'chmery wtql a
long working life—if a scxenpﬁc 'calculanon
is made of what depreciation is actually
suffered on a present value basn's‘ .

A serious problem with applying a scien-
tific rate of depreciation is that accountants
and Receivers then have to grapple with
estimates of working life,linstead of a gener-

ised mechanical formula. .
all;Zantor argues problems such as this are a
“powerful argument against taxing corporate

income in the first place. .

He prefers taxation of consumption —
which has major theoretical a.ttractwns bu.t,
for political and administrative reasons, 18
unlikely to win acceptance. A second-best
solution, concedes Kantor, s to tax corpf)rgte
income but to make the basis of d.epreclatlon_
for tax purposes as close as possible to eco-
nomic reality, even if there are administra-
tive difficulties.

FINANCIAL MAIL JANUARY 6 1990

artificial, even overgenerous, a provision was
tailor-made for SA’s ingenious and sophisti-
cated tax-avoidance industry.

Specific anti-avoidance provisions could
have been introduced instead. In particular,
it should not have been difficult to devise an
amendment which prevented a duplication of
the initial 50% write-off through transac-
tions not at arms’ length within the same
group of companies.

It might have been better to enact an anti-
avoidance amendment to the Income Tax
Act and reopen the entire question of how
depreciation should be calculated on an
arithmetically sound basis.

Government should ask itself whether
there is any real reason it still cannot do this,
with the 20% straight-line formula as an
interim measure, )

Kantor’s last word is that accountants and
lawyers “who do not understand the econo-
mics of tax” have been accorded far too

_much influence in determining the structure

of taxes. M i/90 q%;e)
abour un-

These advisers alsﬂe argues,

avoidance schemes for clients.

When they don the hat of adviser to gov-
ernment they tend to overcompensate — the
poacher-turned-gamekeeper syndrome. The
result is often mechanistically punitive legis-
lation which takes no more account of eco-
nomic reality than the tax arrangements it

supersedes.HM gllho @ [ |

der the psychological disadvantage that, in
their private practices, they devise anti-
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JOHANNESBURG. — The cost of im-
ported plant and machinery makes it
214% more expensive for an SA indus-
trialist to start business than his
Japanese counterpart.

This figure, from a Federated Cham-
ber of Industries (FCI) study, is set to
rise if changes to tax depreciation
rules proposed by government are
promulgated.

Comparative premiums over the US,
Britain and West Germany are 118%,
139%, and 159% respectively.

The figures are based on {ax depre-
ciation rules that were changed in
favour of the fiscus in December. An
effect of the changes will be to
increase the premiums quoted even
further.

The study, in response to govern-
ment's call for comment on an investi-
gation into depreciation policy, is now
being used by the FCI to encourage
government to reconsider its decision.

Government's proposal, from the
Department of Finance, is to change
the tax write-off of plant and machin-
ery from 50%:30%:20% over three
years to 20% a year over five years. If
promulgated as proposed, the effect
will be retroactive.

FCI Fiscal Policy Working Group
chairman Bob Cole says: “The impact
of the higher costs on fixed costs will
make it all but impossible for SA man-
ufacturers to become internationally
competitive. Fixed costs represent up-
front costs, which are impossible to
change, and apply for the duration of
the asset's useful life.

“Government’s only option is to
change fixed costs to make them inter-
nationally competitive. Up to now, the
chosen policy option has been a con-
tinual depreciation of the currency to

boost nominal returns.

“This is one of the reasons we need
a weak rand — government could
never afford to subsidise to that ex-
tent.”

The FCI's econometric model,
which uses 18 variables, shows that a
piece of plant and machinery costing a
Japanese businessman R1m costs
R2,1m by the time it is ready for com-
missioning in SA.

The difference comprises, among
other things, the import surcharge, im-
port duties, GST and RSC levies.

The largest single addition is
R408 000 — the premium on the pur-
chasing-power parity between the
rand and the yen. This represents the
discount on the purchasing-power
ability of SA's currency oceasioned by
high inflation, political factors and a
weak BoP situation.

When finance costs over 10 years are
added to the equation, the cost is
R44m, representing a 214% premium
on the cost to a Japanese business-

man.

The FCI model, which estimates
averages for changing rates over the
10-year period, shows 16,3% and 4,8%
prime and 14% and 3,5% inflation for
SA and Japan respectively.

Another reason for the 214% premi-
um is that Japanese tax law allows @
10-year tax write-off of the cost of
plant and machinery. The FCI model
is currently being updated to reflect
the proposed SA changeover from
50%:30%:20% over three years to 20% a
year over five years.

The result will be a premium to the
SA businessman even higher than
214%. The FCI says this will make it
practically impossible for SA industry
to become a major contender in the
international manufacturing arena.
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THE cost of imported plant and mach-
inery makes it 214% more expensive
for an SA industrialist to start busi-
ness than his Japanese counterpart.
This figure, from a Federated Cham-
ber of Industries (FCI) study, is set to
rise if changes to tax depreciation
rules proposed by government are
promulgated.

Comparative premiums over the US,
Britain and West Germany are 118%,
139%, and 159% respectively.

The figures are based on tax depreci-
ation rules that were changed in favour of
the fiscus in December. An effect of the
changes will be to increase the premiums
quoted even further.

The study, in response to government’s
call for comment on an investigation into
depreciation policy, is now being used by
the FCI to encourage government to recon-
sider its decision.

Government's proposal, from the De-
partment of Finance, is to change the tax
write-off of plant and machinery from
50%:30%:20% over three years to 20% a
year over five years. If promulgated as
proposed, the effect will be retroactive.

FCI Fiscal Policy Working Group chair-
man Bob Cole says: “The impact of the
higher costs on fixed costs will make it all

. but impossibleaforSA f:
become internationally competitive, Fixed
costs represent up-front costs, which are
impossible to change, and apply for the
duration of the asset’s useful life.

“Government’s only option is to change
fixed costs to make them internationally
competitive. Up to now, the chosen policy
option has been a continual depreciation of
-the currency to boost nominal returns.
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" “This is one of tlie reasons we need a'
weak rand — government could never af-
ford to subsidise to that extent.”

The FCI's econometric model, which
uses 18 variables, shows that a piece of
plant and machinery costing a Japanese
businessman Rin costs R2,1m by the time
it is ready for commissioning in SA. The '
difference comprises, among other things,
the import surcharge, import duties, GST
and RSC levies. . .

The largest single addition is R408 000 —
the premium on the purchasing-power par-
ity between the rand and the yen. This
represents the discount on the purchasing-
power ability of SA’s currency occasioned
by high inflation, politieal factors and a
weak BoP situation,

When finance costs over 10 years are
added to the equation, the cost’is R4,4m,
representing a 214% premium on the cost
to a Japanese businessman. -

The FCI model, which estimates aver-
ages for changing ratés over the 10-year
period, shows 16,3% and 4,8% prime-and
14% and 15% inflation for SA and Japan
respectively. .

Another reason for the 214% premium is
that Japanese tax law allows a 10-year tax
write-off of/the cost.of plant and machin-
A is‘eurrently. beingsup#
dated. to” reflect the proposed “SA*chan-
geover from 50%:30%:20% over three
years to 20% a year over five years.

The result will be a premium to the SA
businessman even higher than 214%. The
FCI says this will make it practically im-
possible for SA industry to become a major
contender in the international manufactur-
ing arena, .
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[ THE withdrawal of the 50%:30%:20%
| tax allowange on capital goods was
-an attempt to énd’ tax avoidance

,ant Aiken & Peat, Ron Rankine, said
~ Referring to the proposal to
.change to a 20% a year tax write-off
over five.years, effective December §
15 1989, Rankine said the cliange
;quuld end certain tax avoidance §.

-|"sieh as the one in which a taxpayer
.|- bought equipment, for example, for

-|-forced up the current market value.

|..ances on a significantly greater cost.

e Investmen
-4 “The key is the use of the term

.|-controlled or owned directly or indi-
.|-reetly by substantially the same peo-
.

j' - Rankine said if government’s in-
"1-50%:30%:20% formula, it could have

*|:Wéstment in plant and machinery.

*| try could not afford the accelerated

.| three-year 50%:30%:20% concession’.

'|.striction could -have done the job
‘| ‘without depriving manufacturers,
|- agricultural co-operatives and hotel-

- +The measure would end schemes

,R1im and claimed a 50% write-off in
«<year 1. At the start of year 2, the
[ taxpayer sells the plant to an associ-
- ate for R1,5m, claiming in-
flation and import surcharges had

... “The seller suffers a recoupment
-of the first year’s allowance. But the
. associated company which bought
‘the equipment ig able to claim allow-

Since ‘seller and buyer are ‘related
| parties’, there are considerable_tax
benefits.” 2

‘éonnected person’, which applies to
.the relationship of seller and buyer
companies where both are managed,

tention was to clamp down on
'schemes to avoid or postpone pay-
~ment of taxes built around the

-achieved this without changing the
formula intended to encourage in-

- The grounds for move “appeared
.to carry much more weight than the
-view expressed by Deputy Finance
. Minister Org Marais in a December
15 1989 Press release that ‘the coun-

write-off rate represented by the

‘,.~“Marais’s reasoning that the con-
_cession made capital goods ‘too
cheap’ appeared to fly in the face of a
.now well-established practice of
--granting generous first year capital
goods tax allowances-that went back
10 1975.” .

...Rankine said if Marais’s intention
was to “hammer perceived abuses”,
his proposed “connected persons” re-

C——

| fers of the 50%:30%:20% write-off. -
rm——]
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n By Derek Tommey
The ‘Bfidget} — just about the big-
gest ecbnbndic event of the year —
is a little over two months away.
This riedhs ‘that the Department of
Financé"Still has a fair amount of
hard thinkin to do if it is to resolye
by Budget Day some of the financial
matters bothering business and the
general public,

People would obviously like to
See some reduction in taxation in
the March budget. But they will
also expeet announcements about
the lifting of the 60 percent import
surcharge, clarification on what con-
stitutes capital gain and when Value
Added Tax i to replace GST.

Latest tax‘revenue figures remain
extremely buoyant, apparently
much to the surprise of the authori-
ties. .

In the '89 Budget the Minister of
Finance, Mr Barend du Plessis fore-
cast tax revenues of R552 billion,
which was some 25 percent higher
than the previous year’s estimates
but only 11,1 percent up on the pre-
vious year’s actual collections,

In the eight months ended No-
vember collections totalled
R418billion: This was 384 percent
more than the Treasury received
in-the same eight months of 1988-
89 if the R3billion received from

A

ownturn
[ ehig0 T

to tax cuts'

Iscor’s privatisation is included, and
285 percent up if this money is ex-
cluded.

What this suggests is that total
tax collections this year could sx-
ceed R60 billion and provide room
for some reasonable tax cuts in
1990-91. Such cuts are badly need-
ed. Even Government officials
admit that income tax rates in South
Africa are excessively high and that
the ordinary South African has been
having a raw deal.

Fiscal drag

However, a decision to cut taxes
and the level to which they should
be reduced appears to hinge on how
the economy performs in February
and March. If the economy shows
signs of running down some reason-
able tax cuts are likely,

But the cuts will be limited if
the economy shows signs of being
overheated — although some reduc-
tions will obviously be needed to
counter fiscal drag.

The Minister of Finance, Mr
Barend Du Plessis, has promised
to make a statement on the import,

surchargg atbund budget time, *

While the import surcharge has not
had much apparent effect on curb-
ing imports — the job for which it

. gaO
o

was intended — it has turned out to.
be a prolific source of revenue,
bringing in some R2,5 billion to
R3,0billion a year.

1t is likely the Treasury will not
want to lose such a large cash in-
flow at one fell swoop so there is
a possibility that the surcharge will
be reduced only in stages over the
next two years or so. :

The uncertainty about capital
gains and how they should be taxed
has led to considerable criticism of
the tax system recently and has also
led to calls for the clarification of
these matters,

Currently, it seems thiifthe Trea-
sury is considering détermining
what is a capital gain arid liable for
tax by the length of time:thg invest-
ment is held — which is the position
in the United States. In addition cap-
ital gains taxes are likely‘to be le-
vied at a much lower rate-than in-
come and company tax rates;

If the Treasury decides’on this
route it would seem-a sénsible so-
Iution to ticklish problem. b

However, there ":are"ﬁt'" "apparent-
ly & feiy- problems’ surréuriding the
introduction of Value gdded Tax
and-it-is a question of wait and see
whether these can bejeleared up in
time for the Budget. .-

———
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THE proposed change in the tax treatment
of depieciation could knock 21c a share off
Nampak’s. earnings . in ‘the current year,
said chairman David Brown at yesterday’s

AGM in' Johannesburg, ( %8, 2 20)
/ Brown annouriced a RY66m tisstie wad-
dinig' mill was to be built at Klip River,
near Johannnesburg, and would be com-
missioned towards-the end of 1991.

It addition, he said Nampak exper-
ienced a disappointing rate of improve-
ment in its trading results in the first
quatter of the .current year, but’should
nevertheless report “betfer operating re-
sults? in the first half. .

Brown attributed “disappointing”
growth to customer destocking, competi-
tion, pricing and industrial action at both
Nampak’s and customers’ operations,

Nampak tax fears

worse position than the 25% straight-line
allowance in force prior to the current
50:30:20 basis. He emghasised the damag-
ing implications t )
changes. held for foreward investment
lanning, o
P Brow% believed the new Klip River wad-
ding mill and Metal Box glass factory in
Natal might esca;
on at leasgt a portion of their capital costs

the propose

ampak fears bigger tax bill

. capital-expenditure budget of R260m, re-

as well as'many other companies, in a

at such arbitary

| ZILLA EFRAT - |

Nampak is the first listéd company to
publicly quantify the effects of the pro-
posed tax depreciation system, )

In sharp criticism-of the aiithorities for
moving the tax godlposts without adequate
warning and proposing:changes from the .
50:30:20 formula to a.20% straight-liné ba-:
sis, Brown said its:adoption “will have an
adverse egect on 'the 1990'and subsequent
results”, a0 e

1t could add R10m’ to Nampalk’s tax
charge this year:based on the: 1990 group

ducing earnings by 2ic a share.
Brown said the proposals put Nampak,

O To Page 2

B

20 From Page 1

as the contracts were finalised before the

es were announced. However, yntil
&l}x‘: I:ggislatim; \Y]as p{ont).ulgated he eould
be sure of the situation.

Sno{n the year ended September 1989, Naril-

X" pak’s earnings rose 28% to 458¢ a share. llc]l

@the annual report, Brown said 1990 "hg !

“prospects for continuing real growt| ; ul

d s stem% warned that the growth rate could slow
X compared with the previous year.
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GOVERNMENT’s propesal to
change tax depreciation rules in its
favour has raised howls of outrage
from most quarters. The mooted
change, from 50%:30%:20% of the
cost of plant and machinery to 20% a
year over five years, substantially
increases the net present-value cost
of plant and machinery.
Announced on December 15, and
effective to that day when legislation
is passed by Parliament, the propos-
al affects long-term corporate plans.
The high cost of plant and machinery
necessarily means such items form
an integral part of such plans.
Earlier this week, the Federated

Chamber of Industry (FCI} released*

a study based on computer model-
ling of the 5090:30%:20% tax depreci-
ation system. One result was that an
SA industrialist pays 214% more in
nominal terms for plant and machin-

ery, including finance costs over 10
years, than his Japanese counter-
part.

The controversial purchasing

power parity (PPP) equation was
part of the model. This assumes that
equal units of purchasing power in
two countries do not trade at 1:1 in
international currency markets. The
difference in PPP between, say,
Japan and SA is explained particu-
larly by the outlook for inflation,
political factors and balance of pay-
ments situations.

But the esoterics of international
comparisons seem to have detracted

Outrage

DA 4 U

from the basis, m_E_ ww onale, for tax

depreciation. In SA, capital (which
includes plant and inery) is ig-
nored for tax purposes. Capital

gains, say on the gains realised in the

sale of a residential house owned for
40 years, are not taxed.

Encourage

Losses of a capital nature are also
ignored by tax authorities, as are
investments in capital assets, such as
shares held with a (legally accept-
able) investment intention in mind.
But plant and machinery has long
occupied a special place in the legis-
lature’s heart.

First, the initial costs are often

at Bo@%& @M

BARRY SERGEANT

As recently as mid-1985, 130% of
the up-frent cost of plant and mach-
inery could be written off against
income, over periods from five to 10
years. The figures were big enough
to attract top brains in corporate
finance, accounting and law.

The aliowances, created to boost
flagging private fixed investment,

did not present onerous thallenges to*

the creative talents of ta xation spivs,
people paid to spot unproductive tax
cmvow":izmm.
abuse of the allowances, the pinnacle
of which was the creation of notori-

near-prohibitive, and ti ed
policy has it that SA needs to encour-
age exports, particularly of manu-
factures. So over the years, plant and
machinery has qualified for special
tax allowances.

To ensure that investment in plant
and machinery is not made purely to
exploit the tax system, tax allow-

ous d “lessor
trusts.”

The then Finance Minister Owen
Horwood responded by clamping
down, passing the first significant
retroactive tax law in SA history.

In subsequent years, plarit and ma-
chinery tax allowances swere tin-
kered with, in common with other

ances are only realisable against
taxable profits. The incentive to in-
vest in plant and machinery is no
more alluring than the incentive to
produce profits.

f 1 sectors of the tax sys-
tem. There were some serious dis-
cussions about piant and machinery
tax depreciation; theory and prac-

here was massive -

plan

Commission_on tax
was appointed in November 1984,
culminating in government’s White
Paper released in 1988. The
50%:30%:20% tax depreciation was
given the blessing of the legislature,
Corporate planners in charge of bil-
lions of rands of capital investment
proceeded accordingly, and as
T bly as the cir ances al-
Esmn. ,s

Double sold

On May 26 1989, government
called for comments on depreciation
policy. For those who responded, the
body evidently in charge was the
Department of Trade and Industry.
On December 15, a completely unex-
pected announcement came from
the Department of Finance announ-
cing a five-year straight-line depre-
ciation in equal parts.

Private sector experts are con-
vinced that the announcement was a
response to an abuse of the provi-
sions. Aiken & Peat partner Ron
Rankine said because the legislation
lacked a definition of “connected
person” (to be inserted), some plant
and machinery was being “double

sold” among essentizlly the same
parties.

The second sale would be at a
much higher price, defended on in-
flation and import surcharge
grounds, and the tax abuser wonld
have an ear-to-ear smile. But, as in
1985, the abuses could have been
dealt with by rectifying badly draft-
ed law.

Known cases could have been at-
tacked in the courts, moreover, by
the authorities under Section 103 of
the Income Tax Act. In the mean-
while, the howls of outrage continue
over the proposed changes.

1f promulgated, the amendments
will apply retroactively to capital
goods bought into use by manufac-
turers, agricultural co-operatives
and hoteliers from December 15.
Mining (qualifying for a 100% write
off of capex) is unaffected, and far-
mers can still apply the
50%:30%:20% except for livestock.

in financial 1980, multinational
Barlows plans to spend R1,9bn on
capital projects. While much of this
is allocated for its mining interests,
how much planned capex was based
on the 50%:30%:20% formula?

What hurts about the new impost
is its suddenness; it violates one of
the most sacred principles of tax-
ation, certainty.

Perhaps this should now be the
over-riding concern of the legisla-
ture.
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GOVERNMENT will not withdraw its

{ BARRY SERGEANT.* .

) pro-
posed changes for plant and y tax
depreciation rules under any circum-
starices, says Deputy Finance Minister Org
Marajs: The changes, which raise firms’
costs, have brought howls of outrage from
commerce and industry, which is 1obbying
intensely for their withdrawal. .

But private sector tax experts, who can-
notbé named for professionalreasons, now
say that schemes abusing previous tax de-
preciation rules were valued at hundreds
of millions of rands. In one large corpora-
tion, the amount “was well in excess of
R500m”, said one professional.

The proposed tax -depreciation change-
over, from 50%:30%:20% over three years
to 20% a year.over five ,Ivm,earg,

e her'14, The ch

for all the implications - then often ha$!
revise its stance when the true implic:
tions are brought to their attention.” e
The changes do not affect mining, 4
farmers only marginally. pc
Marais’ determination to press ah&ad;
with the change is just the latest develop= -
ment in the rov]J: which thfs original an=’ .
t on Y fonds

Marais said he could not comment on B
new disclosires about the high value fiv:vd
depreciation avoidance schemes had come?
to represent. But he said it was ‘likely u@
the proposed change-over wotild have to
seen in the context.of the’M :
. }‘Ie said that tax “chi

ges will
be effective from that date when the pro-
posal is-made law by Parliament,

On Friday, Fedhasa, voice of the coun-
try's hotel industry, said the changes would
bé “in spite of exfensive Jobbying by the
hotel .industry, which has an extremely
strong case for improving incentives”.

It saidi “It seems government reacts on
a knBejérk basis without due consideration

was_an:
nounced-on D

Tax changes %%ho

abuses of the pre-Decembe!

) r 1
;lﬁjl}} atl‘]lg r;x::hlgery were being ggitfl;;]e.
pold bricas ond time at substantially

ut the amounts of money i

wzig?i 5:{:3“8“); said to be "imgnalltne‘;?:llgd
sector experts now s y
f;talllsexfms were so large that goverar{mttz'rﬁ
Ma(r’;ti?sed “EE 0stiep in a'gead of the Budget
3 s working on a five-year
tax reform plan, and thg" ings pran-
a an, e “savil "
dpllseclqseld by Finance Minister I;Iaglf)er%agu
5siS last year, has already given several

hints that companies will see some relief in

ge
in the Budget ‘were:a,
from finalised, and it wasipremature to'g
“whether or not companies would be bet!
off overall”, He said it was neyer,his: intgre:
tion to “raise expectations:ahead of
Budget”. N
The pre:Budget announcen
by private séctor tax experts a
Cl'To Page 2
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320 From Page 1
thela Budget® oo
n_government's bid to “)
gl.’iag:gg rvﬁlerld.s"hbetween diff?r:iit‘méaer'xttear)E
, Marais has said that gover
:van!s to lower the official 50%)%%2‘1‘“:?
talx rate. The actual, as opposed to officia
balx rate was now an average of about 30%:
ezause of the effect of tax allowanes,
. s ‘rjnore allowances were abolished or
r gse out, greater scope was glvén to
1";J,wer. the official company tdx rate.
Aarais agreed that this rate wag highly
:_lSlblE, and was perceived to be high, ar}:
icularly in the international contgx};p
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[Analyst fea
tax on gilt

Did you know that in the past 18 months
you could get a reasonably accurate
dollar-rand exchange rate figure simply
by dividing the dollar gold pri y
1.000? Try it. swi'\'\t\%\a

And did you know that if the finan-
cial rand discount fell helow 15 per-
cent, foreigners buying SA shares would
get smaller dividends than SA inves-
tors? .

These are some of the insights con-
tained in a survey of recent heavy in-
vestment in SA gilts by foreigners.

The survey is by Tim Williams, head
of mining research at London-based
brokers, Corporate Broking Services.

But he believes that because of un-
certainty about whether a withholding
tax will be imposed on payments of
Eskom interest overseas, foreign inves-
tors should keep away from these
stocks until the Budget.

Foreigners have made a handsome
profit in the past year by investing in
SA stock and Eskom 168, in particular.
At the beginning of last year this stock,
if bought through the finrand, was giv-
ing a yield to redemption of around 26,7
/| percent. By the beginning of October it
had dropped to 23,9 percent and to 21,7
percent last weekend — giving an over-
all capital appreciation of around 23
Ppercent.

He says factors behind the increased
interest in Eskom stock overseas in-
clude the improvement in the goid
price, together with the general senti-
ment that a new bull market is under
way; the perceived improvement in the
political outlook and the renegotiation
of the overseas debt within the stand-
still net.

This has led to foreign demand for fi-
nancial rands and to its discount:drop-
ping sharply from 38 percent at the be-
ginning of last year to' 27,3 percent at

- the end of Decemberand to 24 pefeent

at present.

: =

Diagonal
Street

DEREK TOMMEY

But jis strength has been all the tore
remarkable in the light of. the recent
huge movements of cash out of SA
since the sale by Hanson of the rump of
GFS$A and its gold mining holdings; the-
sale by RTZ of big chunks of BP Min-
erals and the sale by BP of its coal
interests. o

Much of the recent buying is he-
lieved to have come from hard-nigsed
centres in Germany, Austria and Swit-
zerland where bankers feel that a*§ikld
to maturity on medium-dated stocks of
more than 20 percent represents a'good
reward. s

The general view is that the risk of.de-
fault on payment of SA debt of thig’kind
is low. But a fall in the gold price would
lead to a drop in the exchange rat&s of
the commercial rand and finrand. !

He says there is growing feelifig’ in
Europe that the new leadership is’seri-
ous about sorting out the economy-and
that inflation is about to fall as goyemn-
ment spending is curtailed. o

All this sounds like a strong buxlrec
ommendation, says Mr Williams.-But
there is a worry that a withholdin'tax
might be levied on interest payments
overseas. ”

A 15 percent tax is levied on dividénd
payments and it has been argued'that
dividends and interest should receive
the same treatment.

On the other hand, if SA wanted to
encourage foreign equity invéstﬂgnt
and eventually get rid of the finaneial
rand, the tax on dividend paymients
overseas would have to go, he says,J.

Because of uncertainty about.what
will happen to the non-resident hi}jre-
holders’ tax, Mr Williams recommends

- that purchases of SA gilts should be.de-
ferred until. after-the Budget. Iifthe

- meantime, investors should invesgi&ate
the gold share market. o

i
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[New taxation system in

THE 12-year-old General
Sales Tax, which will be
replaced by the new and
unknown Value Added
Tax (VAT) later this year,
following the Margo
C ission’s

AN

General Sales Tax will be replaced by Value
Added Tax later this year. Soweto tax con-
sultant, MATSHERU MATSHERU, looks at
the new tax. We will regularly be carrying arti-
cles on tax as a service to our readers.

that indirect taxes have a

permanent place in the

South African tax system.

Why change  from
GST, which is an indirect
tax to another form,
namely VAT?

The Margo Commis-
sion has discussed this at
great length and con-
cluded by saying:

* there is evidence of
exiensive tax evasion as
GST is not an effective
tax-collecting machinery;

* foodswffs do not
form part of the GST
base. VAT will provide
an opportunity of restor-
ing food to the base and
the needy will be assisted
in a more targeted fash-
ion;

* the impl

sumer spending on goods
and services .in the
domestic.econorhy.:,

. South' Africa is to use
the invoice method type
of VAT.

VAT is a multi-stage
tax that is levied at every
stage of production and
distribution.

In other words, VAT
will be collected at each
stage of the trading cycle,
thereby  reducing  the
possibility of tax evasion.

With GST, the total
tax is collected from the
end user, whereas VAT
will be collected at each
stage.

VAT will be included
in the price of goods and
therefore will be invisible
to the co

of VAT would bring
South Africa in line with
other countries in the
customs union.

VAT is an indirect tax
based on the total con-

This mv1sxb1hty will
make VAT more visble
politically,

It is also believed that
under the VAT situation,
the revenue authorities

can raise and lower the
rates easily depending on
the state'of the economy:
[n pnncxple, VAT has
the fi

troduced

18)1190 (22D

Therefore, a busmess .

with good credit control
and cash management
skills  will  flourish,
whereas a business with-
out these skills may en-
counter cash flow prob-
lems.

In order for VAT to be

sutcessful in South Afl‘lcaow

it must also apply in the

*it should be more ef-
ficient than GST;

* it will be more dif-
ficult to evade:

* it can encourage ex-
ports;

* it should also ensure
a quicker tax collection,

VAT will create cash

flow problems for many.

businesses.

This is because they
will have to pay VAT up
front when they purchase
raw materials of stock.

At present, of course,
these items may be
bought free of GST by
traders who have GST
certificates.

European experience
shows that cash manage-
ment and credit control
skills are vital in handling
VAT,

Transkei, Boph
Venda  and
(TBVC).

It is reliably believed
that these states have ac-
cepted the VAT system in
principle.

This consensus will fa-
cilitate the collection of .

VAT in the
Monetary Area.
The transition period
from GST to VAT will
require an intensive and
wide-ranging re-
educational and promot-
ional campaign 50 as to:

Rand

* familiarise business
people and the public at
large with the VAT syst-
em; and

* avoid the confusion
that arose when GST was

introduced to this country _

in 1978.

Ciskel
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'WITH the stock market soaring to new
‘highs on an almost daily basis (prior to
‘this weel’s correction) many smaller
‘investors have taken advantage of
:sharply rising share prices and have
‘ventured back into the market, taking
‘profits along the way.

This once again raises the eternal
.question: what is the attitude of the
‘Receiver of Revenue in such cases?
' At what stage will the smaller inves-
tor be taxed on the profits of share
transactions?

The principle in question here ap-
plies to all kinds of transactions like
property sales, Krugerrands or any
other kind of investment. Previous dis-
putes in this regard have aiways cen-
tered around the intention of the inves-
tor when the investment was originally
made. Siev WO 0O

In a celebrated case in the Special
Income Tax Court several years ago a
private investor appealed against the
decision of the Receiver to tax him on
the profits made on the resale of his
Krugerrands, bought some years ago.
His argument was that his original in-
tention when he bought the Kruger-
rands was that it should be a long-
term investment. However, a deterio-
ration of his health forced him to sell
some of the coins to pay for his medi-
cal expenses. His argument was ac-
cepted.

In the absence of any legislation
defining what exactly constitues a cap-
ital gain or a trading profit, this area is
very much a nightmare for individual
investors. The same applies to large

mining conglomerates.

0

Money
M@ ters|
\ WA 3
HEYSTEK

Many large minixig houses current-
1y hold billions of rands worth of equi-

* ties on the Johanmnesburg Stock Ex-

change but are afraid to sell as they
would run the risk of being taxed on
the profits.

This is locking up very valuable cap-
ital which the mining houses need for
further expansion but until this matter
is resolved, they will not sell despite
the fact that they bought the shares
many years ago.

The smaller investor, however, is
going to find it extremely difficult to
pursuade the Receiver that a number
of share dealing transactions over a
short space of time will be anything
but speculation. Under these circum-
stances it would be better to play fair
and provide him with a full list of all
share transactions and pay the tax re-
quired.

If this route is followed, then sever-
al legitimate expenses will be tax de-
ductible, like in any other business op-
eration. All expenses incurred in

. making a profit on the JSE (or any

other investment area) will be tax-de-
ductible. These include finance costs,
telephone calls to one's stock broker,
entertainment of stock brokers or an-

tal gains and the tax factor

and the software necessary to analyse
individual shares.

A further advantage is that any
Josses on the share dealings wiil be
tax-deductible as well.

Large speculators on the JSE would

, also be able to make a very good case
for deducting all or a part of an office
at home if it is used in the process of
speculating on the stock market.

Does this method mean that an in-
dividual will necessarily be taxed on
all his share transactions? Not if the
Receiver is informed that the particu-
lar investor has two accounts, one
clearly a share dealing account and
the other a long-term investment ac-
count.

All speculative deals are included
in the first one while long-term in-
vestments are made in the other. This
will prevent all share dealings from
being taxed.

In some cases, particularly if the
amount of money involved is large, it
would make sense to register either a
private company or 8 closed corpora-
tion through which all dealings are
made.

GKO OF HARTEBEESPOORT &
writes: In 1988 my “independent” in-
vestment consultant advised me to in-
vest R20000 in Sandiv unit trusts. At £
the time I was too naive to enquire
into the why’s and wherefore's.

According to my own amateurish
calculations, my investment has in lit-

percent in value.

alysts, costs of business magazines and |] tie less than 2 years increased 42,7
puter

also the cost of a personal com

This impressed me no end, until
1 noticed in last Saturday's finance -




‘EC legislation

SA export

i

LIRS
Environ w_\.ﬁ__ ﬂmmwwmoa
in the EC could boost local
production of exhaust sys-
tems fitted with platinum-
based catalytic converters
and bring in R2billion in
exports a year.

1t is reported today that
three manufacturing
plants are already on the
drawing board, with the
first to be built within a
couple of weeks by Al-

gorax in Port Elisabeth.
The company expects to
export 1 million converters

a year from 1991 with the
help of technology provid-
ed by majority shareholder
Degussa AG of Germany.

Two other German com-
panies, linked to local car
manufacturers, were also
reported to be setfing up
their own plants but this
could not be confirmed.

SA mines 80 percent of
the world's platinum.

could boostss?

Lower rev
Syow 2241|90

underscore

By Derek Tommey
The slowdown in the economy
is starting to show up in the
Government's tax figures.

The latest Treasury state-
ment shows that inland revenue
receipts, which include general
sales tax, grew by only 8,7 per-
cent  in December to
R4,09 billion from R3,76 billion a
year ago.

In sharp contrast, Inland Rev-
enue receipts in November,
after exciuding the R3 billion
received from the Iscor issue,
grew 33 percent to R3,3 billion
w.oa R2,54 billion a year ear-

ier. . .

Slower growth

fndataibindel - ey

‘An analysis of the figures sug-
gests that slower growth in gen-
eral sales tax receipts could be
the main reason for the weaker
revenue figures. -

At the end of October, GST re-
ceipts amounted to R9,4 billion
and were running 31,2 percent
ahead of last year’s.

But in November they
amounted to only Rid billion,
2 percent ahead of

last year.

This brought down the growth
in general sales tax receipts in
the first nine months of the fis-
cal year to 30.8 percent.

Figures for December's GST
receipts will only become avail-
able in four weeks' time.

Other indications in the Trea-
sury statement of a weaker
economy include the lack of
buoyancy in Customs and Ex-
cise receipts. : ’

Government _income from
customs duties dropped 11,2 per-
cent in November. .

1n that month they brought in
R201,2 million, against
R226,6 million in November last
year. : '

Although excise duties in No-
vember were 16 percent higher
than a year ago at R202,1 mil-

lion, this is almost no increase

at all in real terms.
The import surcharge has

also been affected. It shows only -

a four percent growth in No-

vember to R2409 million from

‘R230,8 million a year earlier.
However, the Government has

a winner in the fuel levy.

This produced

enue figures |

Hdlowdown

in November, some 63 percent
more than it did a year ago.

In the eight months to No-
vember, the levy produced
R2,6billion — up from
R1,47 billion a year ago.

Preliminary figures for the
nine months to December show
that the taxman received a total
of R46,4 billion, some 35 percent
more than in the same period
last year.

Af the same time, expenditure
continues to surge ahead.

For the first three quarters of
the fiscal year, the Government
had aiready spent 78 percent of
the budgeted amount _ of
R66,525 billion.

Defence spending

Spending from April to De-
cember totalled R61,87 billion,
compared with the
R40,93 billion spent over the
same period in 1988.

Detence spending at R7 billion
was almost 27 percent ahead of
the previous year and will once
again swallow a major portion
of this year's revenue before

=
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over the last few weeks, take ef-
fect. .

The SA Police also exceeded
its budgeted estimates, With
spending_ over the first nine
months 33,5 percent higher at
R1,99 billion. )

While the Treasury statement
does not contain a breakdown
of provincial budgets, it does
show that the Transvaal has
been a heavier burden on the
central Government this year
than the other provinces.

Tranfers from the state reve-
nue account to the Cape in the

17,2 percent higher than last
year at R1,98 billion.

Transfers to Natal were
9,6 percent higher - at

R1,07 billion and transfers to the
Free State were 159 percent
higher at R670 million.

But transfers to the Trans-
vaal were 328 percent up at
R2,45 billion. - -

1t has not been possible to de-
termine exactly what was re-
sponsible for the steep increase

vaal,

which was 19,

R325,5 million

cuts in spending, announced

in the contribution to the Trans- f

r—
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* Taxman recavers Ribn_
iV unpaid ’89 ta;

ation

s 2
Own Correspondent Cﬂ’é 7(/‘4(’} lncdg e/ ta?xo audits 'resulte a

PRETORIA. — Inland Revenue in-
come tax audits plus GST investiga-
tions resulted in the recovery of near-

million in unpaid taxation last
year, according to a finance depart-
ment spokesman.

And if penalties are added the total

comes to just under R1 billion — illus.
trating that the expenditure on extra
staff was a drop in the bucket com-
pared with the unearthed fiddles,
. And this year, because of a bigger
Inspectorate staff, it will be even more
hazardous to try to beat the system
and fiddle returns.

“pick up” of R698m, and while unpaid
GST discovered amounted to R185m,
Penalties imposed on GST dodgers to-
talled R107,4m during the year.

During last year 43000 GST case:
were investigated. g

The spokesman said the GST inspec-
torate of about 600 would be increased
this year, drawing the net tightgr and
making it more difficult to avoid the
full tax liability. Many of the 150 quali-
fied CA’s and B Com graduates who
applied to join the departments’s staff
last year will be taken on, .
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ED 77 too radical\forl:;
‘hlSt})%lC accounting

By Ann Crotty ‘@

Consider'the followmg:

“Management is responsxble for the n

-

anon, mtegnty and

ty of the fi

" I our opinion, the statements fairly present the resulis of opera-

tions ...” (auditors).

“The fmancnal statements are prepared on the historical cost
basis ... The group recognises that financial statements prepared
on an lustoncal cost basis do not disclose true profits ...”

These statements, all of which
come from the same annual re-
port, seem to highlight the absur-
dity of presenting financial infor-
mation — based on historical
costs — to shareholders. It also

“suggests that the time and money

invested in preparing annual re-

"-ports is misspent in so far as it

»'_F B

Sz

may produce among shareholders
the misleading impression of
being well informed.

In his report on the Exposure
Draft 77 Mr Tucker Kleinenberg,
technical manager at Price Wa-
‘terhouse; notes that the user of fi-
‘hancial statements which contain
such comments as quoted above,

s being told by management,

“with the concurrence of the audi-
tors, that the basis of preparation
does not permit disclosure of true
profit, but that nevertheless man-

_agement vouches for the integrity

of the statements” adding that:
“This annual report differs from
most only in that the inefficacy of
the historical cost basis is empha
sised. Most leave this unsaid.”

The preparation of financial
statements on the basis of histori-
cal costs reflects what has been
described as a tendency for ac-
counting to become ‘an organisa-
tional comforter despite the lack
of meaning in accounting figures.

Precise fiction

Mr Kleinenberg points out that
in a related context (accounting
for intangibles) the Financial
Times' Lex column noted: ‘It is
surely better to try for imprecise
reality than settle for precise fic-
tion” ‘As Mr Kleinenberg sees it,
adherence to the historical cost
basis for preparation of financial
statements leads to precise fic-
tion.

While he strongly supports the

principle of current value state-
ments he sees a number of prob-

lems arising from the radical na-.

ture of the ED 77 proposals.
“The ED is firmly based on the

American ‘conceptual frame- -
work’. However that framework

has not yet received general ac-
ceptance from accounting practi-
tioners who tend to be uncomfort-

able with financial statements
that are not transaction based.”

In reviewing the ED 77 propos-
als Mr Kleinenberg refers to its
treatment of three areas which
have caused much controversy in
accounting circles: deferred tax;
accounting for intangibles and;
off-balance sheet financing,

“By accepting the concepts of
comprehensive income and the
present value of assets and liabili-
ties, ED 77 ‘assumes’ these prob-
lems out of existence.

“A balance sheet prepared in
line with the ED 77 principles
contains no deferred tax. Liabili-
ties are shown at net present
value (npv) discounted from-the
expected date of settlement. The
date of settlement of the deferred
tax liability is unknown, ie the
period is infinite, Because a Liabil-
ity discounted (at any rate) for an
infinite period has an npv of zero,
there is no need to provide for it.”

Off-balance sheet financing,
which would be disclosed as part
of the npv of liabilities, is smular-
ly dispensed with.

Intangibles are shown in the
ED 77 balance sheet as the sum of
the present values of the annual
after-tax stream of royalties
saved.

Mr Kleinenberg acknowledges
that ED 77 makes a convincing

case for recognising comprehen- |’

sive income and the fact that the
value of money is not constant.
But he believes that: “The sugges-
tions in the ED, while intellectual-
ly satisfying, and valid in terms of
econemics, are so radically differ-
ent from accepted accounting
practice that there seems little
possibility of their general adop-
tion,
“In addition the elements of
subjectivity, and. choice allowed

“for ‘insthe ED, are likely to pro-

duce matenally differing results
and asset values depending on the
bases and assumptions. applied.
And, it is likely that widely vary-
ing discount rates will be applied
by different enterprises and this
will further ‘hamper comparabi-
lity between~enterprises. As a re-
sult financial statemeént users
may be unfairly influenced.

)



R900m in unpaid
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taxes recovered®

PRETORIA — Inland Revenue income tax
audits and GST investigations resulted in
the recovery of nearly R900m in unpaid
taxation last year, said a Finance Depart-
ment spokesman yesterday. )

And if penalties were added, the total
came to just under Ribn.

This illustrated that the expenditure on
extra staff was a “drop in the bucket”
compared with the unearthed “fiddles”.

This year, because of a bigger inspector-
ate staff, it would be even more hazardous
to try and beat SA’s tax system.

Income tax audits resulted in a “pick-
up” of R698m, while unpaid GST discov-
ered amounted to R185m.

Penalties imposed on GST dodgers dur-
ing the year totalled R107,4m.

Last year, 43 000 GST cases were inves-
tigated.

The spokesman said the GST inspector-
ate of about 600 would be increased this
year, drawing the net tighter and making it
more difficuit to avoid the full tax liability.

Meanwhile, many of the 150 qualified
CAs and B Com graduates who applied to
join the department’s inspectorate staff
Tast year will employed.

T~
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However, some had pulled out because
of the reduction in national service from
two years to one year.

In the gast, many had preferred two
years in the armed services, he said.

The spokesman said that at the end.of
last year about 185 000 salary- and wage-
carners had failed to submit their 1989
returns.

This amounted to about 10% of the total.

About 43 000 non-returns, or 18% of the
total, were from the Johannesburg area
and 24 000, or 13%, in the Pretoria receiv-
er's area.

DP finance spokesman Harry Schwarz
said Inland Rev was still inadequate}
staffed when the potential for tax recover-
ies was taken into account.

“This is one of the few activities in the
public service for which it is worthwhile
increasing staff numbers,” he said.

The more inspectors uncovering tax
dodgers the greater the volume of recover-
ies from an unknown but probably large
pool of unpaid taxation, he said.

[




REX DREW ... tax benefits
needed for individuals

SiTinets
THE nascent Associ-
ation of Private Col-
leges promises to be
another force dealing
with SA’s ailing educa-
tion system.

The association, which
should come into existence in
April, has among its objec-
tives the maintenance of high
standards at private colleges.
It hopes to present a united
front in lobbying the authori-
ties on educational issues.

Founder member and
Executive Education College

wm«:nB

managing director Rex Drew
says the dunal problems of a
skilled manpower shortage
and high unemployment will
be on the top of the associ-
ation’s agenda.

The association intends
putting a proposal to the
Government for tax benefits
to be given to individuals at-
tending private colleges. Mr
Drew says such tax conces-
sions would help the colleges
and help to ease the shortage
of skilled workers.

Private colleges attract
mainly individuals who
finance themselves.
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“We believe that individ-
uals attending colleges, pay-
ing for themselves and en-
rolling for courses which are
directly connected with their
occupation and will further
their careers, should receive
some form of tax relief.

“At present, companies
sending employees to col-
leges can claim tax benefits.
Individuals furthering their
education out of their own
pockets receive no such tax
relief.”

Mr Drew saysa %«icﬂ:.m
trend in SA which could help
to ease the skills shortage is

220)

people, meaEme women.
This is already happening in
the UK,

He says one of the reasons
for this trend in the UK is the
highly competitive schooling
system, which means young
graduates are not keen to fill
secretarial and clerical jobs,

“Women who have reared
their families are looking for
something to do. It is impor-
tant that they get out of the
mindset whereby they were
secretaries before they mar-
ried, and will become so
again.

25/1/90 v

“Women are exposed to a
great deal of marketing in
their daily lives, and some
have gone into marketing
management. The view that
a woman's place is at home
and in the kitchen is changing
slowly in SA. Women have a
vital role to play in m:Em
skilled jobs.”

Mr Drew says the associ-
ation will promote this trend.
It will stress the importance
of both external and in-house
company training. Organisa-
tions traditionally reduce
spending on external c.mEEm
in bad times.
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tan exciting career
istruction industry

BERTS CIVILS hasbeen
e, and has areputation
1g excellence. We're
urteamof Foremen,

0 young men, who

3 years learning

‘one of oursites

rn Africa.

give on-site _ 3. . _ .

uct

(Furniture Industry) | -

Package negotiable in the region of
R100 000 — R120 000 p.a.

+ Wcasm

Johannesburg Area

We have been retained by a leading manufacturer of built-in cupboards, B

kitchen units & modular furniture,

which is a major force in its niche

“markets. Qur client. which has eniouod an avrontinnal measdb i B8
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The government is,
generally speaking, a non-
profit-making  organisa-
tion. Therefore it needs to

in order to carry out its
duties. Throughout the
Western world the financ-
ing required is mainly
generated by the imposi-
tion of taxes upon persons
and the business sector.

In order 1o reduce the
effect of taxation, respon-
sible govemments are at
pains to spread the tax
base as widely as possib-
{e. By this is meant that
the total finances required
by the government are
spread among as- many
sources of revenue as can
be justified.

Thus, in South Africa
today we have a variety
of forms of taxation. Prin-
cipally, these can be
broken down into two
major categories, namely,
taxes on wealth and taxes
on income.

By taxes on wealth is
meant the amount .of
money and value of mat-
erial possessions, includ-
ing the rights to future in-
t, come, which a person or

ZO matter what line of

be provided with finance

company may have.
Taxes on income, on the
other hand, means the
amount, eamed in
monetary or other terms
by the employment of
one’s capital and labour.

Direct and in-

direct taxation.

Each of these two maj-
or forms of taxation may
be subdivided into in-
direct and direct taxes.s

Direct taxes are those
which immediately and
directly reduce one’s in-
come and wealth. Indirect
taxes, on the other hand,
reduce one’s weaith and
income indirectly through
the taxation of ftransac-
tions which are related to
or follow upon the acc-

Sowetan Business

umulation of weaith or
earning of income.

Direct taxes
on wealth.

A common form of
direct tax on wealth is
estate duty. Estate duty is
a tax which ‘is levied
where the net value of the
deceased estate exceeds
Ri-million. The rate of
tax is at present 15 per-
cent of the net value of
the estate.

A second form of dir-
ect taxation on wealth is
donations  tax. This is
levied at a flat rate of 15
percent on the value of
donations in excess of
R20 000 a year made by
individuals and private
companies. There are

Unravelling all the
_o_\oc_mBm of taxes

MATSHERU Ma-
tsheru continues
his backround in-
to value added
tax, to be intro-

—————————————————

from donations tax but,
by and large, it is a form
of estate duty in advance
of death and its purpose is
to prevent tax planners
from splitting their in-
come among family
members.

There is another popu-
tar form of direct taxes on
wealth levied by many
western countries but this
is not, at this stage, levied

Golden rule is to keep ﬁ:m customer satisfie

Die Al Obmmnlmn e

duced later this
‘| year.
numerous exceptions  in South Africa - this is

‘taxation of capital gains.
Another tax on wealth is
the imposition by local
authorities of property
tax, such as assessment
rates on fixed property.

Indirect taxes
on wealth.
This

would include

transfer duty of transfers

NO

of fixed property, stamp
duty on transfers of
marketable securities {eg
shares), and marketable
securities tax, which is
fevied on stock exchange
transactions.

Indirect taxes
on income.

The most extensive in-
direct tax on income in
South Africa is general
sales tax. Sales tax is
levied on most sales of
corporeal movable goods
(eg televisions), taxable
services (eg . repairs to
motorcycles) financial
leases, rental agrcements,
using goods from stock in
one’s business for one's
own use, accommodation
and board and lodging.

‘There are many exclu-
sions and exceptions from
sales tax, which adds to
the complexity of an al-

ready perplexing tax syst-
em.

Another important in-
direct tax on income is
customs and  excise
duties, which are levied
on the value of imports an
certain locally manufac-
tured goods. Regional ser-
vices council levies is an-
other form of indirect
taxation on turnover and
salaries and wages.

" Other forms of indirect
taxation of income inclu-
de a variety of stamp
duties on various transac-
tions and a multitude of
licences, such as trading
licences, vehicle iicences,
road transport licences,
television and radio licen-
ces, bicycle licences and
dog licences.

Direct taxes
on income.

The most common
form of direct tax on.in-
come in South Africa is
normal tax. It is levied
upon individuals, com-
panies and other fax-
payers, such as trusts and
estates.

A second form of dir-
ect 1ax on income is un-
distributed  profits  tax
which may be levied on
companies in receipt ofj
dividend income. N\
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Expect n(@
major tax"
concessions

Weekly Mall Reporter

INTEREST rates will remain high
this year and there are unlikely to be
significant tax concessions when the
government presents its budget in
March,

That's the message in two economic
reviews released this week. The Stan-
dard Bank Review and United's Ec-
onomic Monitor stress the need for
monetary and fiscal policies to remain
tight this year in the expectation of
large foreign capital outflows. They
also point to the domestic factors,
particularly the continued high money
supply growth, which require curbs
on economic activity be maintained.

United estimates a surplus on the
current (trade) account of South Afri-
ca’s balance of payments of at least
$2,2-billion (around R6-billion) will
be required to cover foreign debt re-
payments due this year and other cap-
ital outflows. Standard says debt re-
payments could be as high as $24-
billion. Gold and foreign exchange
reserves are totally inadequate 1o meet
anticipated capital outflows so the
country will have to generate substan-
tial surpluses on t..& balance of pay-
ments current account.

But non-gold exports are unlikely to
increase as they did last year because
of slower world economic growth
and weaker global commodity prices,
says Standard.

in United’s more optimistic view,
the higher gold price will probably
help the current account and “despite
the general OECD slowdown, strong
economic growth in Japan and West
Germany, which are our major trad-

ing partners, will leave some room
for export expansion”. But on the
negative side imports could still be
growing 50 that the current account is
expected to equal capital outflows,
leaving gold and foreign exchange re-
serves little better than before.
Standard estimates exports rose 8,5
percent in volume terms last year, af-
ter recording 5,7 percent growth in
1988 and the increase in revenue was
greater than this because of higher
prices received for exporls. United
points out although South Africa’s
trade account position improved in
rand terms, the improvement in dollar
terms was less marked. But exports
of base metals, semi-precious metals
and minerals went up by between 10
. and 20 percent in dollar terss, while

Yo lt— 1X[90
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Interest rates rose -

Graph: Standard Bank
agricultural exports grew by well
over 85 percent on the previous year

On the import side, machinery and
“unclassified” (which includes oil)
both decreased in dollar terms by
around four percent. But vehicle im-
ports increased by some 10 percent
since demand remained high among
corporate and smali business buyers.

The need for stringent policies
makes it unlikely the government will
have much room to stimulate the
economy in the March budget, says
United. Tax revenues (which have
grown faster than budgeted) will de-
cline as economic activity slows,
Large scale tax relief is unlikely —
though United notes there may be
some form of bracket creep adjust-
ment and tax relief on interest earn-
ings. It is also possible the govern-
ment will introduce separate assess-
ments for married women.

Interest rates are expected to remain
high through 1990 because it is vitat
to maintain real interest rates (that is,.
higher than the inflation rate), says
Standard. “It is therefore likely that
the list of financial casuaities will
lengthen during the course of the year
and that individuals will continue to
feel the burden of high interest rates.”
But, the bank’s economists add, real
interest rates will mean lower infla-
tion and improved economic growth
in the medium and longer term,

United adds that positive real inter-
est rates will also benefit the economy’
in that they will check the “free” fall
in the value of the rand and encourage
savings rather than expenditure. |

United predicts a 13,5 percent infla-
tion rate for this year. Although the,
cooling in economic activity is ex-
pected to reduce inflation, food prices
are likely to be rising at a faster rate
because subsidies will probably be
cut in the March budget. '
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VALUE-ADDED TAX

Government is set to implement value-added
tax to replace general sales tax. An internal
document setting out the guidelines for ad-
ministering the new system is circulating at
Inland Revenue. And the Budget speech is
expected to announce that VAT will be in-
troduced next year.

Despite the advanced preparations for
VAT’s introduction, tax experts, who decline
to be named, argue that government and
Inland Revenue have gravely underestimat-
ed the administrative effort involved in get-
ting a VAT system up and running, In addi-
tion, VAT is not as evasion-proof as many
people have assumed.

These critics say there will still be major
losses of revenue through fraud. To make
matters still worse, the GST system has been
collecting extra revenue by imposing the tax
at multiple levels. Businesses pay GST on
many types of services bought from other
businesses.

The purchasers in turn add GST to the
selling price of their product, which means
GST is imposed twice. Indeed, in some cases,
there can even be treble GST. This revenue
would be lost under VAT.

The critics argue that it is not too late to
reconsider VAT in the light of the many
difficulties that certainly will be encoun-
tered. The GST system, imperfect though it
is, is functioning adequately and can be im-
proved.

The critics point to the immense adminis-
trative machine required in Britain to police
VAT. Some 770 staff work at the two main-
frame computers that handle the processing
and verification of returns. More than
35000 traders are visited monthly, hotably
to explain their duties and to check on the
honesty and accuracy of returns. And 4 400
inspectors are required for this work, while a
further 2800 deal with registration and
deregistration.

About 12% of all returns are completed
incorrectly, while a further 80000 busi-
nesses do not fill them in at all, forcing the
authorities to make their own assessment.
Another 8 000 a month are happy to wait for
a letter of immediate demand or 2 visit from
the bailiff before paying up. Enforcement
requires 600 headquarters staff and 800 field
staff.

The SA critics point out that the govern-
ment White Paper on VAT acknowledged
that it would impose “a great administrative
burden™ on Revenue and on the private sec-
tor.

As for evasion, the critics argue it’s purely
guesswork that more tax can be collected

with VAT. The problem with VAT is that | limitations of a VAT system. There is a
it’s extremely difficult for Revenue to match | strong case for deferring the introduction of
3¢
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specific purchases with specific sales, which
is required to prove evasion under 2 VAT
system.

1t’s naive to believe that astute and un-
scrupulous traders, having access to a series
of documents proving one and the same
transaction, will not be able to pull the wool
over Revenue’s eyes.

The critics do admit, however, that VAT
may have three advantages. First, it will
prevent the common abuse under a GST
system in which businesses make purchases
for personal use but say they're for resale.
Second, in areas where (ST is being evaded
on all sales — typicaily by traders in black
urban areas — at least some tax would be
collected under VAT. And third, it will
eliminate the use of trading areas in the four
independent states to evade GST.
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Yet other problems could arise with VAT.
Government has indicated that VAT will
have a single rate. If it reverts toa multiple-
rate system — either to reduce the regressive
effects of a single-rate structure or to provide
subsidies for particular areas or €conomic
activities — administrative costs could well
increase by 50%-80%. If SAis to end up with
a multiple-rate system of indirect tax after
all, it would be better to stick with the
current system because GST is far casier to
administer in a multi-rate format.

In addition, the responsibility to ensure
compliance shifts from purchasers, who
must claim an exemption from GST if they
qualify. So large companies have had to
ensure that their purchasing departments
have been adequately instructed on the GST
rules governing the goods and services they
purchase.

Under VAT, tax will be payable on all
purchases and there will be no onus on the
purchaser to claim or refrain from applying
for an exemption.

Under a VAT system the vendor will have
1o fill in a return and decide when to claima
VAT credit on tax paid on inputs. This will
involve training and managing large num-
bers of VAT personnel. .

According to the critics, government was
persuaded to introduce VAT by the unpopu-
larity of GST at 12%, and by evidence of
extensive, uncontrollable evasion. Govern-
ment was also convinced by the International
Monetary Fund’s view that VAT is likely to
increase receipts by 60% of the amount now
being evaded.

1t appears that Inland Revenue may not
have sufficiently evaluated all the potential
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VAT while studies are made of the problem
areas. Otherwise, businesses may be calling
for the return of GST in a few years. W




Govt considering

capital gai

CASH PROFITS: Buying and selling shares

can be profitable, but the Govt will want

its share if you were out to make a quick
buck.

SOUTH Africans could soon
have a capital gains tax. How-
ever, it is believed that it is like-
ly — at least initially — to be
an extremely modest one.

However, even a limited capital
gains tax could have some effect
on the share market, say stockbro-
kers.

Speaking at the opening of the Jo-
h b Stock Exch extensi

yesterday, the Minister of Finance, Mr
Barend du Plessis, said that he had
asked the Tax Advisory Committee to
give urgent attention to removing the
uncertainty on whether the proceeds of
various transactions should be regard-
ed as capital or income for tax pur-
poses.

He had received a number of repre-
sentations for greater clarity on this
matter, he said.

Taxpayers will welcome the Minis-
ter’s announcement for these represen-
tations follow numerous clashes be-
tween them and Inland Revenue on
what constitutes capital and income.

The reason for these clashes is that
South Africa does not tax capital gains.

Receiver’s decision

Consequently, if the profits from the
sale of assets are regarded as capital
gains the seller does not have to pay
tax on them. But if the profits are re-
garded as income, then half has to be
paid to the Receiver of Revenue.

The cause of the problem is that the
Receiver of Revenue judges whether a
profit is capital or income by the inten-
tion of the purchaser when he acquired

- the asset, which can give rise to consid-

erable conflict.

For example, if the purchaser
bought an asset to make money then
‘the profit would be income and tax-
able. But if he bought the same asset as
a long-term investment, then the profit
is a capital gain and not subject to tax.

In such cases there obviously is
scope for considerable differences of
opinion between the Receiver of Reve-
nue and the purchaser on what were

e 1|90

his intentions when he bought the asset
in question.

Because of this many sectors of busi-
ness, and particularly the Johannes-
burg Stock Exchange, have been call-
ing on the Government to give a simple
definition of a capital gain. In ex-
change for this greater certainty these
sectors have indicated that they are
prepared to accept a mild capital gains
tax.

The JSE is particularly keen on this
solution as it believes it will encourage
institutional investors to sell many of
the shares that are now being withheld
from the market for fear of being
taxed.

The sale of these shares would raise
hundreds of millions of rands for the
institutions for new investments and
also generate greater activity on the
stock exchange.

Current thinking in Government cir-
cles seems to be that anything defined
as a capital gain should be taxed at a
low rate, possibly 10 percent. And that
this rate should further decrease the
longer an asset is held before it is sold.

It also seems likely that the new tax
will be limited to stocks and shares,
This would avoid the problem of Inland
Revenue having to determine whether,
say, company stores were bought for
income or long-term investment.

The introduction of a capital gains tax
could change many investment ideas,
said a broker. At the moment the insti-
tutional investors are going for shares
offering high capital appreciation.

Dividend tax

But with the possibility of having to
pay tax on these gains, they could in
future go for shares offering high divi-
dends.

The exemption of dividends from tax
would also encourage such a move.

In his speech Mr du Plessis referred
to a number of other possible tax
changes.

He sail the differences that exist be-
tween te treatment of debt and equity
capitalwere being investigated by the
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ns tax

Tax Advisory Committee.

This is believed to refer to the possi-
bility of bringing the amount of tax le-
vied on the interest paid to a lender in
line with the tax on dividends. At pres-
ent one third of dividend payments are
tax free, which means that interest re-
ceipts are subject to greater tax.

But Mr du Plessis mentioned in his
speech that the Government had ac-
cepted in principle the Margo Commis-
sion recommendation that tax on divi-
dends in the hands of resident individu-
als, life insurance companies and close
corporation should be abolished.

Interest payments

This suggests that the Government
might be considering the complete
abolition of tax on interest payments to
lenders.

But the other side of the coin would
be that interest payments by a bor-
rower would no longer be fully or even
partly tax-deductible.

A tax consultant said such changes
would have major inplications for busi-
ness and it was doubtful whether any
action on this matter was likely to be
taken this year.

Mr du Plessis also said that the taxa-
tion of companies and their sharehold-
ers had attracted much research and
comment.

In what must be one of the frankest
remarks made by any Finance Minis-*
ter he admitted that there is measure
of double taxation in this area. ,

“Various ways have been evolved to
achive relief from economic double;
taxation by the integration, partially or
fully, of company tax and income bn
dividends,” he said.

International double taxation agree-
ments might restrict the freedom of
Governments to take action, he said.
But then emphasised that there was no
case for concluding that the interna-
(tjional tail should wag the domestic
og.
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By TREVOR WALKER
Business Staff

SAVINGS will be the key to sig-
nificant personal tax reductions in
1991, although some measure of
relief is expected in this year’s
Budget on March 14.

Treasury sources said the average
South African wage earner would
have it easier in 1990 and could look
forward to a very much easier 1991 if
personal savings were to show a
meaningful increase this year.

Personal savings levels dropped
from 10,2 percent in the 1970s to 3,2
percent in the 1980s, and to 1,8 per-
cent of disposable income in the first
haif of 1989,

Party pledge

The National Party committed it-
self to reducing taxes in its referen-
dum manifesto last year and it is un-
derstood Finance Minister Mr Barend
du Plessis is determined to make a
start with this pledge to the voters.

What form the tax cuts will take
has not yet been decided, but at the
very least allowances for fiscal drag
or bracket creep in the tax tables are
expected,

Government spending or the deficit
before borrowing will definitely be re-
duced in 1990, but if people really be-
gin to cut their spending on luxury
consumer goods then the Treasury
will be able to reward this thrift with
meaningful cuts in 1991.

The sources said the government
was committed to reducing spending.
The Reserve Bank had begun to bring
the money supply under control and
the third leg of the equation — con-
sumer spending — could play a very
meaningful role if this was switched
into savings.

The exchequer budgeted to spend
R65 billion in 1989 and it is expected

this could rise by 13 percent™thj
nancial year to around R74 billion,

The Treasury is drawing up the
Part Appropriation requirements, and
given the larger than expected in-
crease in tax revenues this year it is
possible, as was the case in the pre-
sent financial year, a major portion of
government borrowing will have al-
ready been completed by Budget date
or soon thereafter. .

Lower spending on defence is ex-
pected to be used in other areas, but
also to reduce government debt,
which costs about R billion a year to
service interest charges.

Education will again be granted a
meaningful increase and the demand
from other social services will also
put pressure on spending.

Speculation was that the import
surcharge would be abolished, but this
appears unlikely since it brings in
about R2 billion a year and is too
large to abolish at a'stroke.

Mr Rudolph Gouws, chief economist
at Rand Merchant Bank said the gov-
ernment was clearly moving in the
right direction and the use of the pro-
ceeds from the Iscor flotation to re-
duce government debt was welcomed
by business.

Mr Du Plessis at the time of the is-
sue said it would help government to
reduce its interest bill by R500 million
a year and this did not take into ac-
count the R140 million dividend paid
by Iscor just prior to the privatisation
of the company.

The money spent on weapon sys-
tems and the development of Armscor
over the past 10 years had to be
viewed as insurance, but this now ap-
peared to have run its course, politi-
cal sources said.

However it did not mean this huge
investment in capital could be sum-
marily terminated.
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-THE: nascent Associ-

.ation “of Private Col-

leges” promises:-to* be
another “force . dealing
with SA’s ailing educa-
tion system."

The association, which
should corie into existence in
April, has among its: objec-
tives the maintenance of high
standards at private colleges.

~It \hopes:to present a united

front in lobbying the authori-

ties on educational issues,-
‘Founder member and

Executive Education College

Wios((/90 =
- managing director Rex Drew
says the dual problems of:a
* skilled manpower -shortage
-and high ‘unemployment will
be on the -top of the associ-

~'ation’s agenda; .
: " The -association intends
putting a proposal to- the
Government for tax benefits

™ to be given, to individuals at-
‘tending private colleges. Mr
Drew  says siuch tax conces-
sions would help-the-colleges

" and help to-ease the shortage
of skilled workers.

Private colleges attract
mainly individuals who
finance themselves.

. “We believe.-that . ind
uals attending. colieges, pay-

..ing for themnselves and-'en-
“rolling for courses which are

directly connected with their
occupation-and’ will further
their careers, should receive
some form, of tax relief.
At present, companies
‘sending employees to col-
leges can claim tax benefits.
Individuals furthering their
‘education ‘out of their own
pockets receive no, such tax
relief.” .
" Mr Drew says a %<m€m§m
trend in SA which could help

...the re-edfication-” of :older.
.- Deoplé, particularly women.
- This i§ alteady happening in

the UK. . :

> -He says one of the réasons

_“for this trend in the UK is the
. highly.competitive schooling
' system, which means young
. graduates are not keen to'fill
sécretarial and clerical jobs.
~ “Women who have reared
their families are looking for
something to do:"It is impor-
tant that they get out of the
_mindset whereby they were
“Isecretaries before they mar-
ried, and will become  so
“again. !

exposed ta
.“great deal ‘of imarketing in
_~their daily ‘lives; and :Some
/have gone. into- marketing
"management. . The view that
a woman’s. place ‘is at-home
‘and in'the kitchen is chan
“slowly.in SA! Women-have a
“-vital- role-to’ play- i i
‘skilled jobs.” R
Mr Drew"says the ‘dssogi
ation will promote this tren
It will stress the‘importaiicé
of both external and in-hoasg
company training: Organisi:
tions traditionally reduce
spending on'external training

in bad times.

to ease the skills shortage is
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are likely to be.
=22:“We will move away
unnoe..m_ nets %Einon by
rovident and pensi

Lprdins i S
* A danger 18 highlighted: “Small

small-business sector, services ex-
ence the greatest growth. The middle
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BEHTS CIVILShasbeen
@, and has areputation
ng excellence. We're
burteam of Foremen,
30 young men, who
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| [Production Manager
- (Furniture Industry)
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by ARG TTID SRAKDS D R TR GRS T G UART iR S BT

T

3 years learnin X e . :
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On the spending side, “a number of unlikely government would succeed in
—_— —

GOVERNMEN; is expected to imple-
ment complete separate taxation of
married couples in the coming Budget
-~ amove which would inhibit growth in
tax revenue in the current fiscal year,

mplgggota%p%@pon expecte

]

positive as well as negative influences
are emerging”. Positive factors includ-
ed lower defence spending{ and the end

the UBS says in its latest E
Perspective,

Other factors mitigating against a
repeat of the tax windfalls of the past
two fiscal years were the expected revi-
sion of import surcharges, lower growth
in personal and company tax due to the
slowdown in the economy and the fact
that the minimum tax on com anies
and the loan levy were “once-offs”,

Bracket creep would continue to be a
factor in the 1990/91 fiscal year, but
“government has promised some relief
from the insidious effects of inflation”,
the UBS says. As a result of these fac.
tors, the revenue growth rate of 16% is
seen for the next fiscal year.

of budgetary aid to N:

“In addition, high-level private sector
consultants in government may make a
difference to the current expenditure
structure and succeed in limiting ex-
penditure in the medium run. A final
positive influence is saving opportuni-
ties provided by privatisation and dere-
gulation, for instance limiting adminis-
trative costs.”

However, spending growth would be
underpinned by long overdue salary in-
creases for essential public servants,
such as nurses, and the rest of the public
sector was likely to demand higher in-
comes as well. Forward cover losses
would have to be addressed, and it was

cutting the growth rate in expenditure.
Another year of spending growth of 15%
was therefore predicted.

These spending and revenue scenar-
ios implied a budget deficit of about
R8bn — or about 29% of GDP.

“The government has expressed the
wish to limit the budget defieit to 2,5%
of GDP. As this will imply that the
government will finance little or no cur-
rent expenditure with loan finance,
achieving this target will be signficant,
However, for government not to extend
its share in the economy indefinitely,
the budget deficit rate should be equal
to the potential growth rate of the eco-
nomy, which is nearer to 2%.” .

On the fiscal and monetary policy
mix, the UBS said the stance would
have a beneficial effect on the economy
as a whole and ‘would go a long way
towards allowing government to attain
its maero-economic goals in 1990.




THE structure of corporate balance
sheets is set for dramatic changes
when investigations into equalising
the treatment of debt and equity by

. the beefed-up Tax Advisory Commit-

tee are completed.

Yesterday Tax Advisory Committee
chairman Prof Michael Katz said the cur-
rent tax and company law systems fa-
voured debt above equity. “This has led to
a serions deterioration in the structure of
balance sheets, with most companies being
under-capitalised.”

The initiative follows growing pressure

" for tax reform to unieash tens of billions of

rand sterilised in the JSE. This reached a
new level on Friday when Finance Minis-
ter Barend du Plessis opened the new
R36m JSE annexe. *

He admitted: “A héalthy degree of impa-
tience with regard to tax reform in SA
remains an important initiative towards
rapid impl tation of new principl

- 2n3 the elimination of distortions.”

Du Plessis mentioned the necessity for
rules differentiating between capital and
income; double taxation of dividends; mar-
ketable securities tax; and the uneven
treatment of debt and equity.

_ Katz said-in an interview yesterday that

»* the‘committee-was urgently-investigating -

all the matters mentioned by Du Plessis.
Treatment of gains on realisation of as-
sets, in particular securities, constituted
one of the most difficult areas in tax law.
He said that I{w\rallel to the investigation
was one into the distinction between debt
and equity. “Returns on equity are event-
ually 3ou le-taxéd in the hands of individ-
uals and insurers. This undermines neu-
trality, which harms balance sheets.”
Equity was “desirable”, but the prevail-

B\ 21l{ 40

of equity an

* tion. Was focusg: v CHYER
teria”, With'suchcriteria; 1d bé pos-

] T GARRY SERGEANT .|

ing tax system favoured loan capital.

“Company law also favours debt above
equity, as the provider of loans ranks con-
currently in the case of insolvency. The
hottom line is that companies are, general-
ly, inadequately capitalised. This problem
needs urgent attention here.” "

Katz said that “hybrid instruments” —
mixtures of equity and debt — were also
receiving top priority. This was particular-
ly so in the new futures market, where
instruments were offered at a discount,
confounding the application of tax rules in
force. .

This Fart of the committee’s investiga-
tion included marketable securities tax. In
the case of futures, the impost could effect
prohibitive results because margins were
so thin, L

Katz stressed the investigation into cap-
ital gains constituted two entirely separate
studies. ) .

“The first is how to distinguish between
capital and revenue.’ There is an over-
whelming belief in the economy that the
failure to have a nore objective:tést for

‘the difference is liaving the effect/6f steri-

lising the mobilisation of capital.”
Katz said that thi$ part of |
g -

] , LW
sible to'distinguish: between capital-gains
(currently zero-rated for tax purposes) and
revenue gains (taxed up to 45% for individ-
uals and 50% for companies):

The second part of the investigation was
that, “having determined that a particular
gair; 7is a capital gain, what should happen
to it?” .

@ Plcture: Page 3
© Commant: Page 10
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woéuld bring i
5105 1240 “unpa ensor
' HOLDERS of ‘life assurancevﬂolicies W enjoy. an
immediate tax holiday were the Sixth Schedule of 'the
Income Tax Act to be abolished with immediate effect.
And says Tony Davey, Southern Life’s deput, GMof.
legal and tax services, investors who foresaw the likelis
hood of such a tax holiday “could invest massive amourits
into single premiums now, and reap the benefits of ani
almost immediate tax haven.” i
" . Speaking at the Wits University’s Centre for Continti-
ing Tax Education yesterday, Davies said if the schedule
were abolished, a dual system of monitoring policies
would have to be implemented until all existing :foﬁﬁe's'
currently subject to the Schedule, had matured.

o Controversial - i
~ontroversial

:The Schedule sanctioned an exit tax on the gain el§-‘
ment (proceeds less premiums) of an ?olicy not 'con}
forming to its provisions. This constituted double tax:
sation as the assurer had alreadi' paid tax.
+.Davies adopted a controversia

!
view in arguing for the
retention of a simplified version of the Sixth Schedulé!"
w1, ({The development of dynamic insurance products
sWould be severely curtailed if the Insurance Act strietly
defined a Jife policy, as what is currently a non-standard
“yét lawful policy, would become illegal.” O
Proponents of abolition have argued that it is &ro T
- for the Insurance Act to define the products of the life
assurer, rather than the Income Tax Act. e
Davies said defects in the schedule could be remedied.
“The only solution is to treat the insurer as a;conduit
pipe .and_tax the iticorie bonis inthé hands of the
individual policy owner, A simplified form of:the Sixth
Schedule could achieve this objective.” s
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PUBLIC ACCOUNTS

Clashing signals

A few weeks ahead of the Budget, a remark-
ably buoyant picture of State revenue and
expenditure has emerged.

An unprecedented rise in government bal-
ances in the last half of 1989. (See table right)
is being partly sterilised, for instance by
paying R1bn to the Reserve Bank towards
forward cover losses. And — unusually for
recent years — government has been able to
transfer about R1,3bn to the stabilisation
account. Yet the positive balance ballooned
to over R5bn by the end of the year.

One windfall item has been R3bn for the
privatisation of Iscor. But regular items of
revenue have grown too.

Analysis of figures is hampered by ad hoc
taxes. And strong aggregate figures for in-
come tax (nearly R1bn over-Budget) conceal
specific issues. Income tax receipts for com-
panies for 1989 will have been reduced by
replacement of the 50:30:20 capital
allowance formula, by a limited straight-line
20% a year rule.

So the ending of the minimum tax on
companies will be countered by higher re-
ceipts from companies. As for individual
income tax receipts, these will have been
pulled up by fiscal drag. Customs surcharge,
points out Nedcor chief economist Edward
Osborn, is also running over-Budget — to
the tune of some R900m.

But, at this stage of the financial year,
there have been many individual depart-
mental overruns: House of Assembly
(R320m); Health (R152m); Police

(R121m); Development Planning (R304m});
and interest payments (R337m). Savings
against Budget have been achieved in De-
fence (R454m); Trade & Industry
(R334m); and-Transport (R128m).

Voices have been raised against undue
optimism, even though government has indi-
cated a further R1,5bn will come off the
Defence vote. Vastly more needs to be spent
in three key areas — police, health and
education. Breakdown threatens in all three
with black education a key zone of underfin-
ancing.

A sensitive area is that of income tax on
the middle-income group, which has exper-
ienced a sharp drop in real after-tax income
in recent years, through inflation and the
progressive income tax scale (which has re-
mained unadjusted for some time now). This
is politically sensitive for government as eco-
nomically dissatisfied middle-income voters
are a key part of the catchment arca for
recruitment to the CP.

This area has also become an administra-
tive quagmire for Inland Revenue. The Site
system has produced as many difficulties as
it solved.

One way to cut through many of these
problems at a stroke would be to tax wives’
earned incomes separately from their hus-
bands’. This reform could be the dark horse
in the Budget speech. There has also been
speculation there could be a substantial in-
crease in the deduction (R1000) on taxable

interest and building society dividends as an

AT THE YEAR END

State revenue
1989-1990 (Rm)

Budget
Revenue ............. 55068
Expenditure
Votes . 64017
Contingency 1000

Pro-

rata or
expacted Actual
Apr-Dec Apr-Dec
41301 43539

48013 47899

Deficit . ~9949 —-6712 -4 360
. —3211 -1152 -1740
Bonds -380 -2856 -513
External . -83 -66 -156
Totalfinanceneeds 13623 82156 6769
Financing
Loans® .. 9773 8919
Bonds 75 33
External . 200 160 24
Levy ... 0 0 708
Surrenders,
ete, Nt ...ceuenneen 0 o 356
Total finance ....... 13331 9998 10040
Finance surplus .... =292 1783 3271
Privatisation
proceeds®*® ....... 2900
Treasury bills - — 1210
Stabilisation a/c - — =13n
Forex losses — — =1000
Increase in bala —292 +1783 +5070

* Excluding loan consoclidation of R30 311 000.
** Included by Ministry of Finance with Inland

Revenue.

Source: Nedcor

incentive to save.

There is hope too that the 50% standard
sncome tax rate for companies could be re-
duced.

Another area where revenue could be sac-
rificed is reform of the sliding scalp for
mining taxation. But this iz a complex issue,
as mines now benefit from the 100% write-
off of capital expenditure.

Whatever government decides, it has far
greater freedom of action than in the past, as
the gold mining take is a smaller proportion
of total revenue.

1t would be reckless to forecast a generous
Budget and the FM's best guess is there will
be big shifts in relative advantage l?e.tween
groups such as middle-income individuals
and companies.

Osborn argues we could see 2 l?udgct
which holds the deficit before borrowing for
1990/1991 to a relatively modest R7br!-
R8bn, which would reflect a ratio of deficit
to GDP of 2,6%. This compares favourably
with a probable 3% for 1989/1990 — an
outcome which is likely to reduce long-term_
interest rates because of reduced public-
sector borrowing requirements. | |
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“INGENIOUS meth-
“ods of tracking down
. fax dodgers will be
“used this year in an
»effort to collect even
»more than the al-
“amost R1 000 million
. in missing tax unco-
“vered during the Re-
. ceiver’s  successful

-:1889 carnpaign.
v In an  amazingly
frank interview with
Saturday  Star this
" 'week, chief director of
~sInland Revenue Mr
Schalk Albertyn was
quite open about how
his 750 tax inspectors
went about flushing

* ¥ "out tax evaders,

¥ Exotic cars
e, e —

‘ Rumours that the so-
v~called “tax  policemen”
j.;r-noted registration num-

bers of exotic cars; at-
"(+.tended art auctions to see

“r.

'} 'who wa$ spending for-

. -tunes on objets d’art; and
- flipped through society

magazines to update the
w latest additions to the list

of rich and famous, were
-r.-all quite true, he said,
v, . But these, he added,
~were only a few of the
> many ingenious methods
.i-his inspectors used.

He was quite happy to
{e.divulge a number of
-+ other tricks of the trade,
-xsbut Saturday Star agreed
41 to respect his request
~r'not to give the entire
~.game away” — hecause,

the more evasion there
- was, the more honest tax-
«payers had to pay.

But Mr Albertyn’s tax
;wpolicemen don’t roam the
«‘empty streets at night.

Nor do-they wear uni-
w.forms and "kick doors
"“down in the early hours

of the morning with guns
and batops drawn, »

South ‘Africa’s 750 tax

policemen believe they

Y v

!

IS THIS FINGER POINTING AT YOU? Infand Rev-
enue’s Mr Schalk Albertyn has a team huating.

are a lot more discreet
than their shoot-first-and-
ask-questions-afterwards
counterparts in the tele-
vision serials,

Instead of years of po-
lice. college training in
everything from marks-
manship to riot control,
the trouble-shooting tax-
men are armed only with
pocket " caleulators,
BCom degrees, or Char-
tered Accountancy certif-
icates.

When it comes to
tracking down tax
dodgers, theyre as effi-
cient as any flatfoot force
anywhere in the world.

The figures speak for
themselves.

Last year they reco-
vered almost R1000 mil-
lion in unpaid income and
general sales tax.

In doing so, they be-
came virtually the only
sector of South Africa’s
massive bureaucraey
that comfortably paid its
own way.

Folli')wing' the snccess*

of last year’s campaign,

another 150 recruits have
been added to the inspec-
torate in an ‘effort to
make life a lot more dif-
fueult for tax dodgers,

Says, Mr  Albertyn:
“The hfinest, law-abiding
taxpayer has nothing to
worry about,"

“Our tax inspectors all
carry identity cards, but
these do not give them
the right to force their
way into homes and of-
fices.

“To do this they need a
search warrant, and only
three senior officers at
Inland Revenue have the
power to sign warrants,

“T can assure you that
our inspectors need a
considerable amount of
evidence and a strong ar-
gument to persuade any-
one to sign a search war-
rant.”

In spite of the popular
opinion that anything the
taxman does infuriates
the public, the tougher
they get with miscreants

. the more the honourable
* taxpayer should like it.

Quite simply, because

arning to the
s: the

6

cometh

the less tax that is lost to
the country the less it has
to be made up at Budget
time by those who cough
up and pay year after
year.

Mr Albertyn said the
term  “tax  policemen”
wasn't at all inaccurate.
The inspectorate was
doing nothing less than
policing the payment of
taxes.

“But we insist they be-
have with discretion and
professionalism at all
times, and that they do
not get involved in har-
assing taxpayers.

“We do not believe that
tax fiddlers are necessar-
ily criminals.”

Mr Albertyn said his
inspectors did have a sig-
nificant advantage be-
cause of the psychologi-
cal make-up of the typi-
cal tax-evader.

“They generally love to
brag about it all?

Strict checks

»However, the inspec-
tors don't go round trying
to get people .to~inform
on their neighbours.

On the other hand, if
the inspectorate receives
reports of possible eva-
sion, they act on it — but
not without considerable
checking first.

As Mr Albertyn put it,
the more dodgers can be
tracked down, the more
equitable the tax system
would become,

Continuing evasion
simply means thétHonest
payers carry an unneces-
sary burden and, while
many might consider
evasion as some sort of
sport, it is a dangerous
game for which the hon-
est payer is paying.

South Africa’s tax po-
licemen are proving they
are a force o be reck-
oned with — as the
dodgers who had to pay
out more than R100 mij-
lion in penalties last year
will testify.
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By Julie Walker

EVERYONE is grateful
for a payrise, but those
wishing to save should
consider asking their
employers. to use a de-
ferred compensation
scheme,

The key is overcoming the
fact that up to 459 of an,

Receiver of Revenye,
Deferred compensation is
away of allowing a person to
accumulate capital for re-
tirement without paying 45%
X.

ax.
ulian Kotze of AA Life ex-
Dlains the system,

i<Instead of giving the sala-
Y’ increase as cash, an
employer takes out a life
policy on the life of the em-
ployee and Pays the premi-
ums.

The maturity benefit under
the policy will be paid to the
employee on retirement.
Furthermore, the premium is
tax deductible to the

employer as a legitimate
business expense,

Some important tax con-
cessions apply.
® Provided réquirements are
met, the first R30 000 will be
tax free. This tax exem tion
is over and aboye any ump
sumjs.available from Ppension,
provident and retiremerit an.

additional salary goes to the )

- combination of them

'workers’ tax burden

life, a cash lump sum,

,:"‘;'
s

Life cover at low cost
included, thereby covering
one’s dependents in the even -
of death before retirement;

Even if you resign, the plan

can be transferred to the new |

employer with the parties’
agreement, or there can be 3

repayment of the total con: |:

tribution made by the com!
pany, or of the value of the

policy, whichever is greater:. |,

Deferred compensation is,
only one of the means em-
ployers should consider in the
remuneration 1]>ackages
offered to the peop!
the All

< T,
JULIANKOTZE ..
free cover offer

nuities. There are no restric-
tions as to how the cash must
be invested either,

® An amount equal to three
times the average annua] re.
muneration in the three
years before retirement
qualifies for the average tax
rate. The balance is taxaple
at the marginal rate,

® The "excess tax-free
lump sum can be spread in
equal instalments over three
consecutive years for jn.
come-tax calculations,

Mr Kotze says .AA Life’s
deferred compensation poli-
¢y has introduced generous
free cover limits and mini-
mi8ed medical formalities,

Deferred compensation is
flexible, offers & pension for

pany. yers,
espouse the view that “pegple"
are our higgest asset”, and:
should not burden them with
tax liabilities when a bit
application could make ey-
eryone better off. ;

Expense

One way could be the pay-;
ment of full medical-ajd con-¢

tributions by the emfloyeri
oyee, .

instead of by the emp!

Employers can claim the
extra cost to them as a tax.
deductible expense, and can
also make it up by granting a
lower pay rise to employees
than would otherwise have
been given.

Employees benefit be-
cause they no longer pay the
medical-aid contributions
out of after-tax-income.

e who are <
,
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AS February 28 ap-
proaches, many taxpay-
ers’ thoughts turn to
what they might do to
save a bob or two from
filling the taxman’s kit-
ty.

Letter boxes are usually
stacked with insurance com-
panies’ promotional litera-
ture.telling you to buy a re-
tirement annuity (RA). They
list all the advantages of RAs

. and- tell you that you'could
I5save hundreds or even thou-
s of rands in tax. It is the
h, Put you Will actually’

-|icomibined total of the greater -

have fewer rands to spend
currently than if you had not
hought an RA at all.

Nonetheless, if beating the
taxman is your aim, this is
what you can expect by tak-
ing out an RA before Febru-
ary 28.

Single persons or married
couples where the wife does '
not pay Site (standard in-
come tax on employees) may
deduct from their income
their total contributions to
RAs up to the greater of 15%
of their non-pensionable tax-
able income, or R3500 less
ny current contributions to
pension fund, or R1750.

or married couples:
here the wife pays Site, she
'is entitled to deduct RA con-
- tributions up to the greater of
“15% of her non-pensionable
:‘faxable income subject to
"Site, or R1750 less her cur-
rent contributions to a pen-
sion-fund, or R875. -

This gives™ an ‘effective

"0f.15% of non-pensionable in-

~§ come, -R5.250., less - pension

fund contributions, a‘nd

R2 625. . N

The husband's deductions
remain the same.

Ernest Mazansky, partner
at Kessel Feinstein, says that
although recent tax changes
make it worthwhile to put
some RAs into the wife's
name, it should be done only
after the husband’s deduct-
ible -allowances -have- been
used: - - - :

This is because he effects a
maximum saving of 45%,

ERNEST MAZANSKY ...
RAs in wife’s name

1 whereas a site-paying wor-

an is charged at a toprate of

0. .

Fringe benefits’ usually
form part of non-pensionable
income and thus qualify for,
the 15% rule.

The whole business of Site
has caused-more confusion
than any other tax amend-_

ment.

v

With certain exclusions, a
married woman pays Site.
She is taxed separately from
her husband on remunera-
tion, and as a rule, Site is not
refundable.

Her employer should be
notified of her contributions
to an RA, but if he has not
been, the employee can apply
to the Receiver for a refund
of Site overpaid.

“Prudent .

Another instance where
overpayment can occur is
when & monthly salary var-
ies. Most employers with
computerised payrolls are
unlikely to overcharge .em-
gloyees over a whole year,

ut some adjustment will be
needed in February. -,

Although the onus is on the
employer to get it right, pru-
dent employees will check to
make sure the Site caleula-
tions are correct, S

That the tax system lacks
neutrality is accepted, and
the revende authorities ap--]
pear to be striving for a-more
equitable system. Until then,
professional tax advisers will
earn a good living by offering
advice on how to pay less tax
— legally.
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H: 4ncome level is reached,
#he 34 percent hike in turn-

\ﬁ\

The Star

w— 'inance —

== "1

.hlgh tax

4
¥.' By Ann Crotty
A weaker than expected
performance from the die-
sel division and a hike in
the tax rate resulted in a
disappointing earnings fig-
wre from NEI in the 12
months to end-December.
But, in view of the
group’s excellent track
record and the restricted
avallability of the shares,
the drop in earnings from
527,6¢ a share to 519,7c
should do little to dampen

//\nvators enthusiasm.
y«Most of the damage was

ydone by the hike in the tax
trate which shot up from

-the group R27,4 million
‘compared with financial
-1988'5 tax bill of Rls 9 mil-

M ',Desplte the weakness in
the diesel division, group
wdrnover was up 34 per-
;c]gnt to R587 million

438,7 million). Operating

/'\hcome was up 20,6 per-

rent to R69 million
(R573m11h0n)

!;” " MARGINS

+ "The squeeze on operat-
.mg margins is only ap-
,parent as operating profit
'in any one period cannot
ibe directly related to turn-

M tover in that period. How-
\/ sever chief executive Blitz

{Bieber did point out that
'there was pressure on
‘tnargins in certain areas.

« Net financing costs were
Wup 39,6 percent to RY,4 mil-
dion (R6,8 million). So, by
‘the time that the pretax

- over is reduced to a 18

percent improvement
from R50,5million to
JR59,6 million,

y¥After allowing for the

» tax bill, net income shows

an increase of only 14 per-

gent to R31,9 million

NEI wilts under

burden

(R31,5 million), An increase
in shares in issue (to fund
two small acquisitions)
meant that eps was down
to 519,7c.

At the half-way stage
when earnings were up 8
percent, Mr Bieber had in-
dicated that full year earn-
ings growth could be in the
reglon of 6 percent. At that
stage it was hoped that the
tax rate could be held
below 46 percent. ~ -

In addition the extent of
the slowdown in the trans-
port sector and its impact
on NEI's diesel divxsion
had not been foi

Mr Bieber points out
that the diesel side of the
group's business (which ac-
counts for around 30 per-
cent of turnover and
operating income) reacts
very quickly to swings in
economic activity.

Performance at the
electrical division was
fairly pedestrian with in-
creased competition
squeezing margins. Mr
Bieber says that in 1990,
turnover will not be
chased at the expense oi
margins.

The good news Is that
mechanical division had a
very good year. In addi
tion, at this stage the order
books in all three divisions
are pointing to strong per-
formances for at least a
year or two down the
track.

With the hike in the tax
rate now out of the way
(Mr Bieber believes that
exports and capital invest-
ment will ensure that the
tax ceiling stays at around
46 percent) future pre-tax
earnings growth will be
fairly reflected in distri-
butable income.

For 1990 Mr Bieber, who
retires in July, is looking
to eps growth of around 5
percent above inflation.




7t poli st

"the 1988/9 financial year,
‘Mr. Péter, Wronsley said
yesterday.
“This amour
sents 26% of the-tot
dinary revenilé -of ‘the
: state .for-the -year,” ‘he
! said, The “exact .amount
. earned . by “the: govern-
ment ~durinthhe year |

from - year
R12 944789 749,




‘Tax collections set
to exceed forecast

PRETORIA — Income tax ind'GST)
collections for the current financial|
year will overmn—snbstnnﬂnlly— L
Finance Minister Barend du Plessis . o,
€xpectation, DP finance spokesmanf . Lo
Harry Schwartz said Yesteriay, ; .
Reacting to the latest collection ot
figures; supplied by the directoratef N
of inland revenye Schwartz said,| . : :
“Foriyears now they have been un- L
derestimating tax revenue — and o Vb s
they've done it again, However, the] .. - :
overrun will go to decrease the defi.
cit before borrowing in the March
budget.” g
According to the department;in
the first nine months of the year
income tax collections totalled
R21,8bn against a budget expecta-
. 1 tlon for the whole of the financial
Year of R29hn, "
GST collections of April-Decem- .
er amounted to R12,3bn, T ,
For the financial year Du Plessig] - . .-
§ budgeted for a total of R16,3bn, ! :
N Schwartz said it wag obvious the . o
[ gxcess of income tax revenue over
: , bgldgeg“esﬂmates would be:consider-
able, Theh

I Hesaid February was a’ f‘l;lg" tax
+ - collecting month, o
Ecofomists agreed a substantial

"¢ tax 6Xecss'over what was budgeted| - - o
ely. o
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By TREVOR WALKER
Business Staff

THE introduction of Value Added
Tax (VAT) would not be appropri-
ate under present circumstances
and would hit the man in the
street particularly hard, tax spe-
cialist at Ernst and Young, Mr
David Clegg said.

To replace the present level of
revenue the government pulls in
via the 13 percent GST, the new
VAT tax would have to be set at
around 16 to 17 percent.

This would be necessary to
make up for the losses on inter-
‘mediatory payments on items
such as capital goods.

Capital goods tax payments ac-
count for about 25 percent of the
total GST revenue receipts and
unless the government were to

VAT is

hit co

cut back drastically on its reve-

nue requirements, the consumer

gvtlnuld have to be loaded with the
ill.

Having to pay 16 or 17 percent
VAT at the end of a weekly or
monthly grocery shop would be
hugely inflationary for the ordi-
nary wage earner.

Ernst and Young tax experts
said at a seminar this week they
expected Finance Minister Mr
Barend du Plessis to refer to the
introduction of VAT in his budget
speech on March 14

He has said the authorities
would allow business at least six
months before introducing the
tax. However, the Ernst and
Young experts said the Minister
could well introduce the tax later
this year and not even wait for
next year’s budget speech.

set to .

1 IEARGUC 20 220

Cald
nsum s o

Mr Clegg said companies
should be gearing themselves.up,
to meet the introduction of VAT:
and at the very least appoint a,a'
person full time to oversee the
conversion to this form of tax’
Responding on an ad hoc basis
would be costly. -, | )

He said one of the attractions
of VAT was that it was self polict
ing and, according to the Margo
report on the subject, it could re-
duce lost revenue under GST due
to fraud by as much as 60
percent.

GST was budgeted to raise
R1,15 billion in the tax year end-
ing next March. VAT is used
widely in Europe and the average
level is around 16 percent, but it
is as high as 30 percent in some
countries, while Canada is soon to
introduce VAT at nine percent.




‘Croeser hints tax cuts will be minimal-

FINANCE Director-General Gerhard {
Croeser has confirmed that contain-
ment of the deficit before borrowing
will take precedence over tax cuts in W economists should not under-estimate
this year’s Budget. \ the authorities’ resolve to contol gov-
Speaking at the Eastern Province & ernment spending. He expected this to
Building Society economic conference "\ be very close to the R65bn budgeted for
in Port Elizabeth on Friday, Croeser ® in March last year. If this turned out to
hinted that tax cuts in the Budget would ™ be the case, it would be one of the best
be marginal. performances for more than a decade.
Economists expect, at best, minor Croeser said that any over-run would
adjustments to compensate for the Q be small, and attributable to costs in-
effects of inflation. ~ volved in various privatisation activi-
Croeser put paid to expectations of W\ ties. He predicted that the deficit be-

BARRY SERGEANT

meaningful tax-cuts, adding that

fore borrowing would be lower than 3%
of GDP at the end of the current fiscal
i'gg; — well below the 4% budgeted in
Croeser said it was likely the au-
thorities would try to keep the deficit at
this level, or even lower, in the Budget
tobe tabled in Parliamenton M rch14.
Focusing on containing thé Ilefieit
before borrowing would limit §  scope,
for tax cuts. In the current fisc. year,
the cost of servicing governmen débt,
including the deficif, has rv into
billions of rands. g o

o
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* Invbstors who sank millions of rands into foréstry
¢ plantation schemes have burnt their fingers after
+ huge tax concessions they had been promised fell
. through, it has emerged.

. The problem is that many of the tax benefits
:  promised are not available under present law.

H Inland Revenue has refused a number of claims
+ running into millions of rands submitted by inves-
i tors in these schemes and has issued a warning to
; others not to get involved without establishing the
{ real tax benefits.

. The Commissioner for Inland Revenue, Mr Jo-
Z=hannes Hattingh, said in a statement yesterday he
#.shad instructed his Receivers of Revenue to “iden-

<8 %% e 5
tify the schemes and investors in the schemes
with a view to challenging any claims for tax
benefits to which they are not ensitled under pres-
ent legislation”. vfy o

The clampdown follow the emergence of sev-
eral schemes to attract investment in plantations.

“It would appear that the main purpose of the
schemes is tax avoidance, but many of the
schemes are in my opinion highly artificial and
the promised tax benefits are not necessarily
available under present law,” Mr Hattingh said.

“For example, a scheme recently examined
promises investors that for an investment of
R3,5 million, they will enjoy a tax deduction in
the first year of an amount of R20 million.”

ol
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By Norman Chandler,

il Pretoria Bureau

“xSouth Africa is not exploiting
«zgcientific and technological de-
mevelopments, says Dr Brian Q)

he added.

+-=+Council for Scientific and Indus-
¢« mtrial Research (CSIR).
7 Writing in the CSIR publica- A

¢

has a reputation to be proud of
in many scientific disciplines
“our record as a nation in the

“Scientific developments ‘not impressive)y,

exploitation of science and tech-
nology is far less impressive,”

Dr Clark said the country’s
five premier scientific disci-
1%Clark, president-elect of the plines were ornithology, water
resources, general and internal
medicine, ecology and zoology.

“We are however noticeably
+ . tion, Technology Impact, he\ weaker in fields such as micro-
i, says that although South Africa & electronics, information and

computer technology and ad-
vanced materials.

“The ability to increase and

expand international market |
penetration depends to a large |
degree on products and services i
based on new technologies
emerging from scientific ad-
vances...."” )
A report in Technology Im- '
bact says that a new data pro- /
cessing system for the interpre- |
tation of signals from European
* earth resources satellites had .
been developed by the CSIR de- -
spite international boycotts and

[ PR

!

technical problems.
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Commerce and industry is suf-
fering from the unfair competi-
tion of the informal sector and
the sooner the recommendations
of the Margo Commission of In-
quiry on Taxation are fully im-

- | plemented the better.

This was the message to the
building industry from Mr Phil
Watters when he stepped down
as president of the Master
Builders Association (Wit-
watersrand). -

Mr Watters told the annual
meeting: “Notwithstanding
statements by the State Presi-
dent that ‘all will be equal be-
fore the law’ we find a daily
stimulation cw c.m no<m-damun

of the informal mmneon to the det-
riment of the formal sector.

“This category of business
does not have to comply with
rules, regulations and laws
which puts them in a very
strong bargaining position espe-
cially under circumstances
where the government has not,
as yet, defined the ‘informal sec-
tor’”

Mr Watters urged the _EE?
mentation of the Margo fi

| Property &
Construction

FRANK JEANS

E.mmaw:n said discussions were
taking place with some black
trade unions on conditions of
employment and on the future
structure wna oo.owwnmﬂon on

so as to achieve a more ba-
lanced taxation base for the for-
mal and informal sectors.
Praising his association for its
excellent service in the industri-
al nmuv:osm field, the oﬁmo_nw

llective barg for the in-
dustry as a whole,

“We have one black trade
union which is a party to the In-
dustrial Council but with the
non-participation of the two
other black unions in Em council

oB@mﬁﬁos WoB informal
sector unfair, says building oEom

1

bargaining system we »wno a
representation problem which
might lead to the Minister not
publishing our agreement so, far
as the general worker nwammo&‘
is concerned.

“It would be a tragedy if due
to the trade unions’ refusal to
participate in the system thou-
sands of employees would Iose
their social fringe benefits es-
tablished through the E&_ma&
Council.

“It is impossible for »nw%
unions to negotiate these befie-
fits with individual employers
and. therefore, they stand tg lose
more than anybody,” said rgn
Sm:mnm ” mm«.




says De Klerk

By BARRY STHEEK: -
Political Staff * - St
DUTH ; S were overtaxed and people
weréileaving the country becatse of the tax strue-
ture; President F W de Klerk} lias admitted, - :

:The govérnment was comniitted to'dyriamic Pro-
granimes to improve the quality of life of all'South
“ Africans, he said on an ABC Nightline interview
; with Mr Ted Koppel. i )
“It, takes money. That is why social policies
don’t'make sense for South Afvica. : o
“Welll have to have growth from which- o
finaiice: this. ., Vi . o R
“This is the one point where sanctions have hit

ugin keeping,otir growth down;” Mr De Klerk
said;¢; . G o "

“'Mr. Koppel commented: . “Either growth op
hlgh_er{taxes for those who-now have the money.
you Prepared to raise takes?” o
.Mr',;rl)e;,Kle;k replied! “oh, we've already over-
taxed. People are leaving South Africa because of
our tax strueture. L o
“The.real ‘solution, the economic Solution, lies
in briiging downi taxes, in giving incentives to the
Pprivate: sector to invest, in creating a stable ¢li-
maté within which they can invest” .
Mr.Dé Klerk said that by using the country’s
Potential in a fi k of a free omy, large
sumg:of monéy could -be applied to-improve;the
diving conditions of a1 those who suffered from
-boverty.and the lack of education, . .




FUTURES and options are
notorious for progressing at
speeds that leave most oth-
er aspects of the financial
landscape struggling to
catch up — and tax is no
exception.

Derivatives are notori-
ously difficult to tie down
and categorise for purposes
of taxation because of the
time element involved and
the fact they are linked to
(ie, derived from) specific
underlying assets. .
These problems were
discussed 1n a 1989 interna-
tional tax survey by Aiken

Peat,

If settlement always re-
sults in the actual delivery
of the underlying instru-
ment, tax treatment may
look to the underlying com-
modity.

If, on the other hand, de-
livery of the underlying in-
strument is clearly impos-
sible — such'as in a future
on a stock index — the tax
charge is more likely to
arise on the gain or loss
realised on the instrument
itself,

With an option, delivery
may be contingent upon an-

@aD |
~— , —

A nightmare for the taxman

er deciding to exercise the
option — in which case the
tax charge may initiall
fall on the instrument itself,
with a subsequent revision
if the option is exercised.

On the timing side, there
are the problems of
amounts received or paid
at the inception of a con-
tract (margin), regular pay-
ments during the life of the
contract (variation margin)
and"gains and {osses real-
ised on di ] or cl

Even then, says the Ai-
ken & Peat report, a trans-
action originally entered
into as a hedge may well
cease to be a hedge if the
underlying asset liability or
risk position is disposed of
or closed out.

The SA tax authorities
are looking into these is-
sues, says Hennie Smit of
the Receiver of Revenue,

“We have drawn up a re-
port which is being studied
at the t.”

of the resﬁlting position.

Deemed

Then there is trading
versus income., At what
?oint will, say, a pension
und (using the derivative
markets with inereasing
frequency) be deemed to be
trading?

Will gains be assessed as
capital or income? When
does legitimate hedging be-
come pure speculation?

In Australia, the tax au-
thorities tend to look to the
outcome of the transaction
to determine whether itisa
hedge. In the UK, it is the
intention that is more
relevant.

Smit will not comment
on what form of taxation
will eventually result, say-
ing only that a lot will de-
pend on “intention”.

If the eventual taxation
of derivatives in SA is un-
dul{' punitive or vague, it
will almost certainly hurt
liquidity the way MST
Sl‘ arketable Securities

'ax) has hurt liquidity on
the JSE. This is already
happening overseas,

recent survey conduc-
ted by Arthur Andersen on
behalf of Liffe (London In-
ternational Financial Fu-
tures Exchange) and LTOM

London Traded Options

arket? has found evidence
of “unclear and restrictive”

taxation in the UK.

Says Arthur Andersen
&attner Vietor Levy in the

ovember 89 edition of
Global Investor: “Many in-
stitutions may thus turn
away from London towards
rival European markets. ..
where progressive legisla-
tion encourages institution-
al investment in futures
and options.”

He argues for sufficent
clarity on taxation of de-
rivatives to allow UK fund
managers to make invest-
ment decisions without
always worrying about the
Receiver.

Practical

He would also like the
current definition of hedg-
ing to be replaced by a
more practical statutory
definition of efficient
portfolio management
which would recognise cur-
rent investment techniques.

SA has perhaps a greater
inbrest in getting such is-
sues right, if only because
its fund managers cannot
vote with their feet by go-
ing off-shore.

other event — say, the hold-

-




ing public pald 73% of the country s tax, the Deputy
Minister of Finance, Pr Org Marias, said yesterday

He said. during the Second Reading on the Mini
gl;dget that “500 000 of our taxpayers pay 73% ofaour

The tax system did not present a wonderful plc-
ture, Mr Marais said. South African gold mines were
taxed 78% compared with Australian gold mines
which, until this year, had not been subject to any
tax. That would change this year.

Tax evaders were also a big problem in South
gxfnca, but it was not a good-idea to raise personal

“We must also give attentlon to the p smg out of
-general sales tax,” he said, adding that’GST higher
than 10% led to tax €vasion and put pressire.on, the
retaller — Sapa

e u‘Mh .




‘CAPE TOWN — Tax exemp-
tions on fresh foodstuffs may
fall away in the next year or so.

This emerged yesterday in the
mini-budget’s second reading
debate when Finance Minister
Mr Barend du Plessis told Par-
liament he favoured scrapping
the relief, . |

Milk, regular bread, meat,
vegetables, fruit, eggs, fish and
meat are among the produce
now free of sales tax:

The exemptions were aimed
at poor people, he said, and they
cost the Treasury about
R3,6 billion a year. But only
R700 million of that helped the
poor who could generally not af-

"ford cooling Eaciliti‘as to keep

iy

the produce fresh. o
Mr du Plessis said he would

rather give that R700 milliog"

back to the poor, thus ensuring‘rv
)

only they benefited.

Observers think it unlikely
that Mr du Plessis will an{
nounce an end to fresh produc
exemptions in the main Budge

on March 14, =

They believe the exemptions
will lapse during the introduc*
tion in the next year or so of

Value Added Tax (VAT) as a rea
placement for the present sys;

tem of general sales tax (GST). ;. .

Scrapping exemptions on con;

sumer taxes would also be in

line with the Margo Commis-

sion’s findings on the country's

Lax system. >
1
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A@!eV\L deal
W 1612190
for married

o
MARRI couples

should review the role
of RAs in their retire-
ment portfolios in the
light of SITE and the
amendments to the In-
come Tax Act regarding
RA deductions,

AA Life legal services
manager Retha Roux
says increased RA de-
ductions are available
to a married couple

" where the wife is taxed
separately under SITE.

She advises that in
this case, a woman
should have her own RA
to fully exploit the tax
saving opportunity in
both contributions and
later after retirement.
" She would then be
taxed separately on the
annuity, instead of joint-
ly with her husband.
This results in a dra-
matic increase in the
pet after-tax return on
the RA.

AA Life has not yet
introduced one of the
new-style all-equity
based retirement annu-
ities but plans to begin
one in March. - -
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sought-after way
of reducing 3z

“high

THE maximum allowable
tax deductions on retire-
ment annuity contributions
and on the one-third
amount which may be com-
muted to cash at ‘maturity
has in recent years been de-
seribed as Eootlow by many

premium RA would be ad-
v

isable.

Coopers & Lybrand tax
consultant Pascale van der
Elst believes that for the
individual who already has
pension and provident
funds and life assurance

tax

Does the relaxation of
prescribed asset require-
ments and greater poten-
tial return mean a new per-
spective?

Ernst Young partner
Ray Eskinazi believes not
in cases where an
emp\oyer-contributed
provident fund might take
the place of an RA in em-

.loyees’ retirement portfo-
ios.

Option

He says a provident fund
offers a greater tax advan-
tage than an RA,is eﬂ‘ ally
protected from cre itors,

et has the option of being
entirely commuted to cash
at retirement.

Whereas an RA s taged
at the investor's marginal
rate of tax, the provident
fund is taxed at the inves-
tor's average rate of tax,
which is lower.

Eskinazi says: “‘These
relatively disadvantageous
tax considerations at re-

i off-

However, he concedes
that if a person {aking re-
tirement has a significant
1 lump sum that is taxable, o
| put the ‘maximum allowa-

le 15% of this into 2 single

policies but still requires a
method _of reducing tax-
ation, RAs -are 3 good
choice.

They are also very valu-
able for the self-employed
individual with no other
pension scheme. He says
one of the most important
advantages {0 the RA's
place in 2 retirement plan
is that, as it is not
employer-provided, the in-
dividual loges no benefits
by changing employment.

Eskinazi says that as an
employer- may pay up to
90% of an emplo; ee’s sala-
rf' in the form 0! contribu-
tions to RAs, provident and
pension funds, they can be

tax-effective as par
of a salary package.

Contributions to an RA
are deductible according t0
circumstance as ollows:
whichever is the greatest
of:"15% of non-retirement
funding: income (which ex-
cludes income derived
from an; retirement fund-
ing emp! oyment); or R3500
less other allowable pen-
sion fund contributions; o

R1760.

van der Elst describes
the RA a5 “a ‘much sought-
after tax deduction needed
{o reduce an individual’s
high tax rate”

One way of seeing the tax
advantage, says Price Wa-
terhouse’s in McAus-

tax rate (=

jandis that although the an-
nuity purchased after
retirement is fully taxable,
it is at the lower rate of
taxation applicable to the
investor’s reduced income
bracket.

This means that, in a
way, the investor is defer-
ring taxation {0 take advan-
tage of a lower marginal
rate.

Sanlam marketing actu-
ary Jacques de Villiers says
it is “particularly those
geople in the higher income

rackets who do well by
utt'{s\g their money into

“Many people are un-
aware that RA contribu-
tions may be deducted for
tax relief from not only
earned income, but. also, for
instance, from investment
income and even {from pen-
sions.

Discretionary

ugomeorie retiring witha
larger income ‘than is need-
ed could put some of that
discretionary income into a
retirement annuitﬂ planned
{0 mature before is or her
70th birthday.

“When such policies ma-
ture, these pensioners will
have given themselves 2
substantial raise.

«p word of advice to
married couples is to take
the annuity in the wife’s
name if she is younger than
her husband.

“ihis also makes sense
when the wifeis 2 taxpayer
and . the husband’s maxi-
mum contribution for tax
relief has been reached.”
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Slow assessment

It has been widely rumoured that a serious
backlog in tax assessments has built up in the
office of the Johannesburg Receiver of Rev-
enue and that there are undue delays in
issuing assessments to film producers.
Commissioner for Inland Revenue
Hannes Hattingh confirms “a moderate
backlog” in the issue of assessments for the
1989 tax year and says it can be ascribed to
“initia] teething problems” in the Site sys-
tem, as well as the blanket extension of the
deadline for the submission of the 1989 re-
turns from June 6 1989 to July 14.
Hattingh says special measures have been
introduced and “the issuc of assessments is
expected to be on course before the start of
the 1990 assessing season.” He says, 100,
there were backlogs at a number of other
offices, but they have been eliminated.
Hattingh says secrecy provisions prevent
him from commenting fully on assessments
for the film industry. But Revenue did say
earlier assessments of taxpayers involved in
film ventures were being dealt with by the
Johannesburg Receiver. “These have been
scrutinised and numerous assessments have
recently been issued.” B




partner.

Revenue has further grouses;

O Expenditure mentioned in the contracts
governing a scheme can be claimed in the
year the contract is concluded even though
money has not actually been spent;

O Interest on outstanding amounts owed by
the scheme partnership can be capitalised for
up to 15 years by Promissory notes and other
instruments;

O Endowment insurance policies, which it is
claimed are standard policies under the
Sixth Schedule to the Act, can be used to
make tax-free investments; and

O Interests in the partnerships can be sold to
ensure the proceeds are capital in nature,

Revenue says many schemes are artificial,
while the promised tax benefits may not be
available under present law. One recent
scheme promises that, for an investment of
R3,5m, they will enjoy a deduction in the
first year of R20m.

The commissioner has instructed receiv-
ers “to identify schemes and investors with a
view to challenging any claims for tax bene-
fits to which investors are not entitled. Per-
sons considering investments in these
schemes are advised to satisfy themselves
they are entitled to the tax benefits.”

If a scheme falls within the letter of the
law, the only administrative remedy avail-
able to Revenue is section 103 of the Act,
which authorises the raising of assessments
in certain specified circumstances,

To summarise 2 complex provision, Rev-
enue must show abnormality of means or the
grant of contractual benefits which would
not arise in an arm’s-length transaction. On
the face of it, without fraud (that is, if there
is a genuine contract to plant trees), S103
does not seem to apply. To complain that
schemes are — in the commissioner’s opin-
ion — artificial is not enough,

If marketers of schemes use legitimate
commercial mechanisms, such as promissory
notes or couple them to legitimate forms of
assurance (endowments complying with the
Sixth Schedule), this does not open the door
to S103.

US tax authorities dealt with this problem
through a general provision which sets a
ceiling on tax benefits which can be obtained
from special concessions, relative to cash
commitment. Such a provision may limit the
concession to 200% of cash outlay,

If the commissioner’s directive is not in-
tended simply to harass taxpayers operating
in a legitimate way, he will have to consider

such a general amendment. The only other
option is to do away with the special conces-
come to be regarded as a tax shelter for those
who earn their income in other ways.

sions which attract the tax industry. n
Revenue cannot really argue that a sleep- - L \J&

ing partner in a plantation is in any different
tax position to an active partner. Nor can it
complain that the sophisticated and ingen-
ious tax industry markets schemes which
make the concession available to business
and professional men within the letter of the
law. After all, their money flows into the
operation just as much as that of the active

INCOME TAX ~ o
Hannes hits out

Commissiener for Inland Revenue Hannes
Hattingh has fired another broadside at tax-
payers — this time against those taking
advantage of concessions to plantation own-
ers. The target is the use of partnerships to
derive these benefits.

Informed sources feel Hattingh is aiming
far too wide because most — or all — of the
activities are within the tax law. Revenue
will not find it easy to amend the Income Tax
Act to prevent the manoeuvres as long as it is
thought desirable to give such concessions.

A recent Revenue press statement com-
plains of “schemes” being marketed that
offer investment in plantations through part-
nerships. Under paragraph 15 of the First
Schedule to the Income Tax Act, expendi-
ture incurred in establishing plantations may
be deducted in full by individual taxpayers.
Inevitably, investment in plantations has
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cial bank is in line with five years ago.
However, what will really determine the
cost (and profit) performance will be the
effort to change the corporate culture. A
“quality programme” has been instituted, as
have incentive schemes for staff, and Cronje
says all new business will have to be profit-
able by specified criteria. “Changing culture
means adapting to a more competitive envi-
ronment,” he says. “10 years ago there was
no competition but today it is highly com-
petitive and that is not going to change.”
In the life assurance sector, Volkskas has a
30% stake in the enlarged Momentum Life,
formed by last year’s merger of Momentum
and Lifegro. Here Volkskas has exposure to
a highly rated investment advisory operation
and the crossselling potential in the life
company’s large client base. In time M

o
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76.9%
Volkskas
Merchant

Bank

50%
54 Bank of Transkei
i

100%
Valkskes .
100%

Trust
100%

Volkskas

tndustrial [
Bank

2,8% :
Saambou § i
"] Holdings

10%
uss
Holdings

100%
Volkskas
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tum should be a cash generator.

The stake in United Bank has offered
exposure to broader markets. An open ques-
tion is what could emerge from a closer
marriage between UBS Holdings and Volks-
kas — and whether this would be sought.
The CE of a major competitor believes their
cultures are sharply different. At the UBS,
he says, “they are tougher nuts . . . far more
aggressive.” One banks analyst fmds poten-
tial synergy difficult to

Investments
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have a game plan for its holdings in financial
services? Some banking analysts are recom-
mending Volkskas as a long-term hold, on
the assumption that restructuring will event-
ually come. Other Rembrandt financial in-
terests include 30% of Momentum, 22% of
Sage Holdings and 10% of Stanbic. For now
such prospects are largely speculative.

Cronje feels that further toenadering is lxke-
ly, such as common use of systems.
The other question is: does Rembrandt

Medium term, the share price is more
likely to depend on whether management
can persuade the market that profitability is
rising. EPS for the six months to end-Sep-

tember rose 26,6% and the full-year result
will probably remain robust.

The group should have reaped tidy profits
from its large cheque account balances dur-
ing the phase of rising interest rates, though
the same may not apply when rates ease.
Competition will remain severe, including,
perbaps, a more vigorous Bankorp with
Derek Keys in the chair. If Volkskas can
show sustainable growth, the share rating
must improve. Meanwhile, many investors
will prefer to wait and see. Androw McNulty

CAPITAL ALLOWANCES
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Searching for a balance
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M The key to a workable and acceptable tax system lies in consultation

*Is this any way to run taxation policy? Gov-
ernment’s abrupt slashing of industry’s de-
preciation allowances from the year-old
50:30:20 basis to a straight-line 20% has yet
to be fully assimilated. But lurching from
(possibly) overgenerous to (arguably) strin-
gent rules without consultation or proper
economic study is the height of ad hoccisnz.
The change was with immediate effect from
December 15.

Industry obviously needs appropriate de-
preciation rules at a time of double-digit
inflation. That is precisely why it was — and
is — important for government and industry
to put their heads together on the issue. And
that’s why the abrupt change in the rules by
Deputy Finance Minister Org Marais gen-
erated a heated response from organised
commerce and industry and the accounting
profession.

The essence of the criticism was that in-
dustry would no longer be able to afford the
cost of replacing or adding to its stock of
capital equipment. Government’s contention
was that the previous formula was overgen-
erous and had been abused.

Highly sophisticated tax consultants had
put the 50:30:20 regime and its pred

(which introduced a first-year 50% '

allowance in 1985) to good use in “avoiding
or postponing income tax.”

Within the law — Section 12B of the
Income Tax Act — it had become possible in
successive tax years to resell the same mach-
inery within the same group of companies at
market value and claim the 50% allowance
more than once, provided the vendor had
brought the asset into use in a previous year
of assessment.

Government’s accusations may have valid-
ity but fail to lay the blame where it belongs
— on bad draftsmanship. This, primarily,
was what made it possible for groups to do
well out of the allowance, despite the fact
that the vendor company would be taxed on
its recoupment to the extent of the original
allowance. (The market value of the machin-

ery would have risen well above its original
purchase price despite the period of use.)

To counter this sort of manoeuvre, govern-
ment proposes to incorporate an anti-avoid-
ance amendment which severely restricts a
second claim for a 50% allowance within the
same group achieved through an intra-group
sale. 12B will still apply to farming assets
and machinery acquired through agreements

tered into before D ber 15.

The effect will be to restrict even the new
20% allowance (or the old allowance in the
case of agreements entered into before De-*
cember 15 last year) for the first year of
ownership to the lesser of the cost or market
value of the equipment where there is a sale
to a “connected person.”

What exactly is a connected person? In
relation to a company it is any other com-
pany d, controlled or owned directly

TABLE 1
INDUSTRIAL GIANTS

Effective tax rate

FINANCIAL MAIL FEBRUARY 16 1990

Company Rate (latest Financial Year)
AECH v sessssnesens 41,0%
Amic 32,8%
Malbak 30,1%
Sappi .. .2,

or indirectly by substantially the same peo-
ple. There is a similar rule if there is a sale
from a natural person to a company.

Tax experts have responded by pointing
oout that if Inland Revenue’s concern about
avoidance were the issue, the matter could
have been dealt with by announcing an in-
tention to enact an anti-avoidance amend-

35
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It is, or should be, common cause that
offending multiple claims have been reason-
ably dealt with. But it’s widely held that the
50:30:20 formula should have been left on
the statute book as a necessary provision in
inflationary times for the health of manufac-
turing industry. Sufficient cash flow needs to
be preserved to permit replacement or exten-
sion of plant and machinery.

In an entirely rational system, it would be
logical to charge depreciation from year to
year on the inflation-adjusted value of plant
and machinery over its actual working life.
To apply any rigid and mechanical formula

is to bias the system in favour of machinery

shifts during which it was vsed. In some
cases, points out Marcienne Jacobson, a con-
sultant in the tax department of Deloitte
Haskins & Sells, this allowance was as high
as 25% a year.

Consequently, a taxpayer whose factory
operated on a three-shift basis could write off
73,75% of the cost of new plant and machin-
ery in the year it was first brought into use,
provided this was done on the first day of the
financial year. Over the entire life of the
plant he could write off a total of 130% of the
purchase price of the asset.

With effect from July 1 1985, the 30%
investment allowance was abolished, Jacob-
son explains, and the initial allowance was
increased from 25% to 50% for all new and
unused plant and machinery used in a pro-
cess of manufacture or similar process. The
wear-and-tear allowance remained. So a tax-
payer whose factory operated three shifts
could still write off 62,5% of the cost of plant
in the year it was first brought into use. The
balance was written off at 25% a year over
the remaining years,

From January 1 1989, the taxpayer could

proved, because other factors might well
have been involved.

In any event, the importance of depreci-
ation to business is well demonstrated by the
relationship of net domestic investment and
provision for depreciation for private busi-
ness enterprises as a whole (chart two).

The depreciation regime now summarily
abolished could (even before January 1
1989) result in remarkably low tax rates for
industrial companies engaged in heavy cap-
ital expenditure. The effective tax rate appli-
cable to manufacturers across the board
must, in calendar 1989, have been substan-
tially lower than the nominal 50% rate (see
table 1). This explains, though it does not
excuse, the panicky way in which the depre-
ciation regime was changed yet again.

It can be noted that a recent study by the
former FCI showed that some 60% of manu-
facturers were working only one shift a day
while only about 10% worked a full three
shifts.

It is difficult to avoid the conclusion that
government proceeded purely reactively in
the face of evidence of heavy tax avoidance

t d by an earlier overgenerous provi-

Table 2

DEPRECIATION RATES

Plant and machinery

with a long working life.

The practical problem with such rationa-
lity is that it would impose additional work
on hard-pressed receivers of revenue and
company accountants who would have to
demonstrate the market value of the machin-
ery from year to year as well as adduce
arguments about working life.

It is relevant to note the systems applied in
certain major industrial countries (table 2).
West Germany has the most elaborate and
scientific system; while the UK, with an
uninspiring industrial track record, has a
fairly generous rate. This might suggest that
depreciation allowances are perhaps not the
major factor in industrial effectiveness. In
any event, none of the countries cited has an
inflation rate nearly as bad as ours, which
probably restricts any inferences to be drawn
from overseas experience.

In SA, fixed capital stock i manufactur-
ing (at constant 1985 prices) rose signifi-
cantly from 1981 to 1985, and then began to
decline (chart one). Until June 30 1985, the
taxpayer was entitled to a 30% investment
allowance not subject to recoupment on re-
sale of the machinery, plus a 25% initial
allowance in the first year on new plant used
in a process of manufacture. The taxpayer
was also entitled to an annual wear-and-tear
allowance, under Section 11(e) of the Act,
computed on the cost of the asset less the
initial allowance,

The wear-and-tear allowance was deter-
mined by reference to the expected economic
life of the asset and the number of daily

Country Rate (%) Method
United Kingdom 25 Reducing balance
Australia 10-15 Reducing balance
italy:
Plant 3-4 Straight line
Machi 10-14 Straight line
Germany:
10 years useful life . 10 Straight ling
15 years useful life . 7 Straight line
10 years useful fife . 30 max Reducing balance
15 years useful life . 21 max Reducing balance
United States:
12,7 As per tables

: 20 basic rate  As per tables

Plant ...
Machinery .

sion and accompanying slack draftsmanship.
All this without adequate economic analysis.
The FM suggests that:
O The anti-avoidance amendment limiting
multiple access to the capital allowance
within the same group can be accepted as
sound tax law;
O The 20% straight-line allowance should
be regarded strictly as an interim measure,
pending the results of thorough econometric
studies (including reference to overseas ex-
perience) which would indicate what system
of write-offs corresponds most effectively to
economic and business reality; and
O Serious consideration should be given to
the retention of 11(e) in some or other form,
ding the results of the comprehensive

claim only 50% of the cost in the first year,
but was entitled to higher write-offs than
before in the second and third years. Accord-
ing to Philip Dieperink, a Deloitte Haskins
& Sells tax partner, until the introduction of
Section 12B, Revenue granted such an
allowance of 25%, and even of 33,3% in cases
where the machinery was being worked on
three shifts. But, when Section 12B was
introduced, Section 11(c) was expressly
amended to deny a taxpayer the allowance
when 12B was available.
The latest press statement has not indicat-
ed that the proposed Section 12C will be
panied by an amend to 1i(e)
denying a wear-and-tear allowance where a
12C allowance is available. But this seems
probable. The result will be that some tax-
payers will be worse off than when they were
able to claim an initial 50% allowance and
had access to the benefits of 11(e). They will
quite probably be restricted to the 20%
straight-line allowance of the future 12C,
The relationship between adverse changes
to the depreciation regime and capital invest-
ment is, therefore, suggested, though not

study. Multiple-shift operators need to be
rewarded reasonably generously. Several in-
vestigations into industrial efficiency, with
specific reference to poor export perform-
ance, have drawn attention to failure to work
multiple shifts as a serious weakness. W

Provision for depreciation

{at replacement value)
15
Net domestic
10 investmant
5
0
At current prices

-5 1 1 L 1 1 1 ]
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Sourca: SA Reserve Bank
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Blocking growth@20)

To maintain gold production, now about
600 t a year, “SA needs to start several new
deep-level mines before the end of the cen-
tury,” says the latest Bank of Lisbon Eco-
nomic Focus. Mobilisation of capital re-
sources to achieve this is, however, seriously
hampered by lack of clarity on capital gains

ax.

“Billions of rands of shares are not traded
because holders are unsure whether the pro-
ceeds will be taxed . . . there is no definition
in SA tax law of capital or income.”

Large sums are at stake because the
“long-term nature of investments by mining
houses in mature operations means their
book values are so small that, on sale, almost
50% of the proceeds could be subject to tax.”

The situation is reflected in low turnover
on the JSE, which averages about 4% of
issued capital a year, compared with 35% in
London, 57% in New York and a huge 380%
in Taiwan. In a more favourable trading
envir t “sut ial ts of cash to
fund new mines could be raised by selling
tax-mature investments.”

Ultimately, this would expand the tax
base, as new mines created employment and
eventually made greater profits which would
be liable to tax.

FINANCIAL MAIL FEBRUARY 16 1990
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Economic Focus suggests; “The answer is
to reduce or abolish the 50% tax rate on
dealing profits. Alternatively, the tax could
be discarded where cash released from the
sale of shares is directed into new projects.
An.other suggestion is to introduce a time
ruling for the holding of shares, such as six or
12 months. A gain realised after this date
would be nontaxable.” ]
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STOCKHOLM — Sweden plunged into a political crisis
this week, unable to resolve economic problems created

« by its own prosperity: too many unfilled jobs and people

with too much money to spend.
When government ordered affluent Sweden to tighten
its belt, it ignited an uproar from workers and econo-

_ ists, and united the splintered political opposition.

Last week, the ruling Social Democrats proposed an
emergency two-year austerity programme, including a

freeze on wages, prices, rents, local taxes and corporate .

dividends.

In the face of an unexpected public fury, they withdrew
a proposed prohibition on strikes, replacing it with man-
datory arbitration. v

On Wednesday, the Social Democrats lost a’ nine-to-
eight vote in parliament’s labour committee, virtuali
ensuring that the package would be defeated by the fuil
349-member Riksdag (parliament).

Prime Minister Ingvar Carlsson said he would not stay

in office if the package failed to win parliament's appro-

val. Critics charged that while Eastern Europe was

groclaiming the futility of regulation and central control,
weden was defying the flow of history. ~ Sapa-AP.
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:CAPE TOWN — South Africans were being
jertaxed, Finance Minister Barend du
Plessis said yesterday,
He also ‘admitted government' had
tiderestimated revenue flowing from just

“"about every source in the current budget,
He said that the reason for this was that
the economy had not cooled off as quickly
4s government had expected it to,

Asaresult, revenue from GST was much
higher than government expected it to be.
.. The phasing-out of certajn tax allow-
dfces had also made it impossible for goy-
ernment to correctly predict what revenye
personal income tax would yield.

In addition, import surcharges had not
had the effect government had expected in

o

bagaf
reducing imports. Consequently requtfg
from this source was also much higher
than government had anticipated, h -

¢ oy
Du Plessis said government also had. nq%‘
adequately addressed the issue of fiseal
drag, There had alsp been a signifioant
increase in the number of taxpayers. *

Revenue from company taxes was high-
er than expected, and private sector salary
increases were much higher than govern-
ment anticipated, with the resultant in-
crease in tax payments,

" @836 Page 5
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Political Staff

THE government had under-
estimated revenue from just
about every source in the cur-
rent budget and South Afri-
cans were being overtaxed,
the Minister of Finance, Mr
Barend du Plessis, said yes-
terday

The reason for this, he said,
was that the economy had not
cooled off as quickly as the
government had expected it
would.

As a result revenue from GST
was much higher than expected.

; The phasing out of certain tax
allowances had also made it im-
possible for the government to
predict correctly what revenue
personal income tax would yield.

In addition import surcharges
had not had the effect the govern-
ment had expected in reducing
imports. As a result revenue from
this sources was also much
higher than expected.

Cart Tl 20 fo/70 20,

overtaxed

Mr Du Plessis said the govern-
ment had also not adequately ad-
dressed the issue of fiscal drag.
There had also been a significant
increase in the number of taxpay-
ers.

Revenue from company taxes
was also higher than expected

THE: state Jost. income: of K3 600,
million o the ‘sales tax exemp-
fong oni tutfs but it was'esti-’
‘mated only B700.million  of this
went to the benefit of the poor, Mr
Barend du Plessis, said yesterday.
. “We. must ot let ‘other people
Bénefit,” b said in reply to criti-
eisfas by the:Labour Party’s
‘finance spokésman, Mr Les Abra-
hams; of planned moves to abolish
the’exemptions on sales fax. |
“I would much rather vote for'
sabsidies for poorer people.. ..
“We must find another way to
help poorer people,” he said.

R g e

'»t "
and, finally, private sector salary
increases were much higher than
anticipated, with the resultant
increase in tax payments.

The Additional Appropriation
Budget, which exceeded his
March estimates by just R164m or
0,3%, demonstrated the govern-
ment’s resolve to control public
expenditure, Mr Du Plessis said.

“This hard-won discipline
would have to be maintained if
the government was to imple-
ment fiscal reform needed to put
the economy on a sustainable
growth path as well as supporting
the emerging socio-political re-
form process. X

He said the revised estimate of
expenditure was R65,181bn.

Releasing details on how the
government planned to spend
privatisation revenue, Mr Du
Plessis said R87,9m of the R3bn
raised by the Iscor flotation
would be used to pay for the costs
of the listing. The remainder
would be available for reducing
public debt.
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R3bn ‘not enough’

to lighten burden

GOVERNMENT should be able
to give tax relief of up to R3bn in
next month's Budget — but this
will not be enough o alleviate the
tax burden in any real sense, says
economist Louis Geldenhuys of
stockbrokers George Huysamer.

Although a revenue hoom such as
the one in the current fiscal year is
uilikely, Geldenhuys believes rela-
tively strong increases should give
goyernment the scope to alleviate fis-
cal drag and start phasing out puni-
tive import surcharges.

. Geldenhuys believes that — with
1ib changes in the existing tax struc-
ture — a rise of 13,7% in revenue is
rpossible.

“Much has been made of the tax
windfalls in the past two fiscal years.
But a good part of the boom in rev-
enue was not a once-off and will con-
tinue to keep the inflow into the
state’s coffers at a comfortable

_level,” he said in an interview.

Inflation was an important factor
pushing up the income from individ-

[ GRETASTEYN |

ual taxes, while company profits
could still increase in real terms.

“Companies can cope much better
with high interest rates compared
with the previous downswing and
also have not incurred the same
foreign exchange losses. Apart from
mines, an increase of 15% 1n the rev-
enue from companies’ tax is not im-
possible.”

GST could rise to 13,6%, mining
taxes could decline and income from
customs and excise and the fuel levy
could remain virtuaily unchanged.
This optimistic scenario on the rev-
enue side, coupled with an expected
increase of only 10% in government
spending, should provide the scope
for tax cuts.

Without any

tax relief, such a

spending and revenue seenario yield- | .

ed a deficit before borrowing of only
R4,7bn, or 1,7% of GDP. Scope exist-
ed to widen the deficit to the same
size as the‘cgrltepmt'ji_scﬁqlz'year —
o

about 27% of GDP"




ST
CAPE TOWN — The Tax Advisory
ommittee (TAC), which advises
inance Minister Barend du Plessis on
tax issues, has invited academic institu-
tions and the private sector to assist it
in the tax reform process, 2 10

In a statement issued yesterday
which spelled out the progress of cur-
rent tasks and announced future re-
search projects, the TAC said it would
consider academic and private sector
research documents when making rec-
ommendations to Du Plessis.

Among the issues being studied by the
TAC, whose main task is to facilitate
the tax reform process initiated by the
Margo Report, are the tax treatment of

- pension funds and retirement funds, the
taxation of dividends and the question
of fiscal decentralisation.

{Aid sought in tax reform process

| LESLEY LAMBERT ., |

1t is also attempting to clarify th
distinction between capital and revenue
for tax purposes and the tax treatment
of identified capital gains. ;.

The TAC has targeted the tax.sys-
tem’s role in the economy as a major

future project. A researcher will exam- |

ine ways of neutralising distortions
caused by inflation on the tax structure
and emphasis is to be placed on means
of encouraging domestic savings.

The council will identify the changes
needed to adapt the tax structure to the
trend in privatisation. In the longer
term, it will investigate issues including
income tax evasion, tax incentives, tax
expenditures and personal income tax
with regard to SITE.
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7 million tax getugns in post soon
Pretoria Correspondent 220 Ype service will be between 4pm,

More than two million income tax re- and 6 pm ot weekdays. »
turns are to be posted shortly as the In addition a new service will also be
Directorate of Inland Revenue em- offered for taxpayers. .
barks on its weighty annual task. - Mr Goosen said a telephone assis~
Of these 1,4 million are salary and tance service will only be for taxpay”
wage earners and 677 000 taxpayers in  ers who derive their income from sala-
the business, farming, professional and  ry and investments. This service wilh
investment categories. be available from gam to 4pm and’
Mr Des Goosen, director of opera- will be used on a trial basis in the:
tional development, said the date of Transvaal this year. i
issue for returns would be April 5 and The numbers to call will be pubs
the return date would be June 4. All Jished on the cover page of the tax re-'
returns would be posted to taxpayers turns. S
before the end of:March. : Mr Goosen called on taxpayers- not
The largest number of returns — al-  to use this number for all queries?®
most 297000 — will be dispatched to  Other queries should still be directed te«
the Johannesburg vicinity. the local Receiver of Revenue's office. =
The directorate has told regional gf; ,.~He called op taxpayers to furnish de-,

fices in larger centres to run an afige 91;5%11 of bank or building society ac-
hours service to help people cempletey ;6o ¢ pRumbers. Money due to themr
their tax returns. i \',H,,wi;\i be,paidiinto the accounts. )
i it v .
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i By Sven Liinsche . ‘
Spendmg outlays in the 1950/91
Budget will shift significantly to
social services, like education and: s

health services, Finance Minister .

Barend du Plessis said ye 1
Delivering the g
‘key-note address at
1the Frankel Kruger
‘Vinderine 1990 In
vestment Conference, Mr du Ples-
sis said that substantla] savmgs
would be achieved in this year's
‘Budget, which will be tabled in
wParliament next month.

E Apart from the reduction in de-
fence spending, Mr du Plessis also
lindicated that expenditure on pub-
JllC works would be significantly
lcurtalled

i“Even in sectors like education
i and health services, there will be a
‘shift in spending to areas where it
is more urgently required,” he said
iin response to a question.

" “For example, we will not build
new hospitals for the white com-
munity, as on average only 51 per-
pent of the beds are occupied. -

' “The education Budget will
‘ocus mainly on black education,
where there is a desperate short-
1ge of classrooms and qualified
eachers, while white schools al-

day.

: nead3; have a more than adequate

supply of staff and facmtles ” Mr
du Plessis said. .

*{The pattern of government
spending will in future reflect
greater preference for developing
our human resources in the form
of education and training and the
provision of essential socxo-eco-
nomic services,”

The Government has already
dxsplayed its commxtment to fi-
nancial discipline and “our inten-
tion is to re-establish the Budget
as a tool of economic management
and to reduce the rate of increase
in government spending and the
deficit before borrowing,” Mr du
Plessis said.

“It is our aim ... to reduce the
overall incidence of taxation of in-
dividuals, and in this way to pro-
mote saving, investment and eco-
nomic growth.

“We are also according high pri-
ority at present to the question of
tax reform. The tax changes we
have in mind are being phased in
over time and good progress has
already been made in this direc-
tion.”

Turning to monetary policy, Mr
du Plessis said there was at pres-
ent no need to consider any fur-

ther tlghtenmg of the govern-

ment’s economic policy at this

Social Servmes m Em@

]uncture

“Growth of the various compo-
nents of total gross domestic, ex-
penditure (GDE) ‘with - the excep-
tion of private consumer spending,
are moving in a downward direc-\
tion,

“The authormes are keenly
aware of the danger of overkill,
but there are no indications that
such a point has already been
reached or is in the offing.”

Providing a detailed breakdown

of the level of domestic spending,

Mr du Plessis said that GDE in-
creased in real terms by 5 percent
during 1988 and 3,5 percent in 1989.

“This indicates that economic
activity has remained at a.very
high level.

“Investment in inventories —
which declined sharply in the
fourth quarter last year and was
the main reason behind the sharp
decline in total domestic expendi-

ture during the quarter — can.

fluctuate widely and a rebuilding
of inventories at this stage could

consequently give rise to a resur-

gence in the level of spending.”
Mr du Plessis added that ,th re-
strictive monetary and fiscal’ polx-
cies had allowed the authorities to
no longer rely extensively on: the
exchange rate.to reali surplus
on the current account. """




Own Correspondent

JOHANNESBURG. — Finance Minis-
ter Barend du Plessis yesterday com-
mitted government to major tax re-
form for mines, and hinted that the
changes could be included in next
month’s Budget.

During question time at the Frankel
Kruger Vinderine conference in Jo-
hannesburg, he said: “Qbviously we
are over-taxing the mining industry.

«Paxing a mine at 78% is terrible.
That must certainly be addressed.” *

He said the tax package for the Bud-
get would be finalised at the weekend,
and added, to the obvious approval of
conference delegates: “So hold
thumbs. Maybe something will hap-

pen.

" «Qur room for maneouvre on the tax
front is restricted — but we have ac-
cepted the gold mines are overtaxed.”
. He noted the “law of diminishing
returns” was operating with regard to
government's revenue from taxing the
mining industry. Although the tax rate
was high, the yield was dropping.

government spending.”

" O .
However, adjustments in tax write-
offs for capital spending in the mining
industry would also have to be made. -
He was also asked which areas ‘of
government spending, other than- on
defence, were likely to yield savings
during the next fiscal year. He re-
sponded by saying the full impact of
the reduction in defence spending
would only be felt in another two or
three years’ time. : R
«But we will also see savings in Pub-’
lic Works and certain aspects of hospi-
tals. We will stop building white hos-
pitals,” he said, noting that only 51% of
beds were filled annually in-hospitals,
reserved exclusively for whites, - -
Du Plessis emphasised there would
be a shift in spending emphasis, from
non-social to soeial expenditures such
as health and education.
Earljer in his speech he said: “We
cannot effect ... changes overnight,
but we are according high priority at
present to the question of tax reform
and the determination of priprities for
KOl T

e AT B RN




Own Correspondent

JOHANNESBURG. — Finance Minis-
ter Barend du Plessis yesterday com-
mitted government to major tax re-
form for mines, and hinted that the

I could be included in next
month’s Budget. .

During question time at the Frankel
Kruger Vinderine conference in Jo-
hannesburg, he said: “Qbviously we
are over-taxing the mining industry.

«pPaxing a mine at 78% is terrible.
That must certainly be addressed.” *

He said the tax package for the Bud-
get would be finalised at the weekend,
and added, to the obvious approval of
conference delegates: “So hold
thumbs. Maybe something will hap-

en.

v «“Qur room for maneouvre on the tax
front is restricted — but we have ac-
cepted the gold mines are overtaxed.”
. Yle noted the “law of diminishing
returns” was operating with regard to
government’s revenue from taxing the
mining industry. Although the tax rate
was high, the yield was dropping.

gpvemment spending.”

However, adjustments in tax write-
offs for capital spending in the mining
industry would also have to be made.

He was also asked which areas of
government spending, other than:on:
defence, were likely to yield savings
during the next fiscal year. He re-
sponded by saying the full impact of
the reduction in defence spending
would only be felt in another two or
three years’ time. R

«But we will also see savings in Pub-’
lic Works and certain aspects of hospi-
tals. We will stop building white hos-
pitals,” he said, noting that only 51% of
beds were filled annually inJrospitals
reserved exclusively for whites.

Du Plessis emphasised there would
be a shift in spending emphasis, from
non-social to social expenditures such
as health and education.

Earlier in his speech he said: “We
cannot effect ... changes overnight,
but we are according high priority at
present to the question of tax reform
and the determination of priorities for
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FINANCE Mmls ér Barend du Plessxs yes-

GRETA STEVN ]

terday committed government to major
tax refo
changes‘cguld be in¢luded in next month’s
Budget. BTI) |

During, question time ‘af the Frankel
Kruger deerme conference in Johannes-
burg, he said: “Obviously we are over-
taking the mining industry.

“Taxing a mine at 78% is terrible. That
must cert.amly be addressed.”

e.tax éaackage for the Budget

nalised at the weekend, and
added, 'to the obvious 2 roval of cofite
ence delegates “So hol
something will happen.

“Our room for maneouvre on the tax
front is restricted — but we have accepted

ines, and hinted that the .

thimbs, Maybe~

Major mivne- @ ‘_ .

the gold mines are overtaxed ”

He noted the “law of diminishing r&
turns” was operating with regard to gov-
ernment’s revenue from taxing the mining -
industry. Although the tax rate was hlgh
the yield was dropping.

However, adjustments in tax wrlte-offs !
for capital spending in the mining industry
would also have-to be made.

He was also asked which areas of gov-,
ernment spending, other than on defence,
werelikely to yield savings during the next:
fiscal year. He responded by saying the full
impact of the reduction in defence spend-

O To Page 2
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The extent to which tax reforms
could be applied to mines would
depend largely on how the go-
vernment managed to keep its ex-
penditure in check, says tax con-
sultant Eric Louw of Coopers and
Lybrand.

Mr Louw was commenting on
the Minister of Finance’s state-
ment at the Frankel, Kruger, Vin-
derine Inc investment conference
on Tuesday that taxing a mine at
78 percent was too high.

“If government expenditure
levels are maintained at those of
the past 10 years, then there will
be little chance of mine tax re-
form being implemented,” he
said.

While savings resulting from
Defence Force budgetary cuts
will be of help, it must be rea-

lised that the government will be
bxpected to spend more on health

1mits to tax reform

-mas to face.” -

analyst:

¥

and education whxch could negate
any savings, Mr Louw says. -

“The Minister has been mak-
ing many - promises lately; i
now it remains to be seen 'How
well he balances his Budget: And
he has qulte a number of d11em-

However if the tax baset
broadened, which could happen
with the introduction of VAT, then
a tax reduction of mines would be
possible, Mr Louw said. )

According to Mr Louw, mifies
would benefit greatly from some
form of tax relief. Profitability
would be increased and make
more funds available for capital
expenditure for expansion.

The Minister said at the con-
ference that governmey ag
committed to major. tax I
for mines which could be included
in next month’s Budget.— Sapa.
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Iational Unemployed Workers,
Committee  (NUWCC){ has
slammed the proposal by
he Minister of Finance,
‘Mr Barend du Plessis, to
ferap tax concessions. on
fresh foods.

" ment (MDM) to laufch a
campaign to keep.food

NUWCC spoke ¢
Kevin' Patél said

| 'organisation }

ppalled”- at Du

proposal.

“This ' means

“the govemmexu &n CY
food subsxdleé mstet
mcreasmg taxa .

.*Sources w1thm




Own Correspondent

PRETORIA. — When the Min-
ister of Finance, Mr Barend
du Plessis, confessed a few
days ago that South Africans
were being overtaxed and
that government had under-
estimated the tax flow, he
wasn’t joking.

This is clear from the latest tax
collections figures issued yester-
day by the Department of Fi-
nance’s division of Inland Rev-
enue.

The massive increase in rev-
enue in the nine months to end-
December last year from GST, in-
come tax and company tax, other

than mining companies, was
R6,933bn for an April-December
total of R31,776bn.

Persistently high consumer
spending resulted in GST collee-
tions of R12,256bn, up from
R9,520bn in the first nine months
of the 1988/89 financial year.

Bracket creep

Individual income tax swollen
by bracket creep and greater
numbers of taxpayers increased
from R9,520bn in January-De-
cember 1988 to R13,092bn in the
same nine months last year.

Other than mining companies,
taxation increased by R520m to
R6,428bn.

And in Jabuary, the; tax flow
continued strong with R2,927bn
more collected from companies
to a total of R9,355bn, R1,590bn
more from GST to a total of
R13,846bn, and R1,786bn more
from individuals to a total of
R14,878bn.

In the month of January alone
the total collected from the three
taxes amounted to R6,303bn,
making a ten-month total of
R38,079bn.

And according t
enue, February and M
big collection months,particular-
Iy February with the second and
last provisional tax payments for
the 1989/90 financial year. \

AFRICAN |
49.65 |




PRETORIA — When Finance Mini

‘Barend’s “overtaxed’

Barend du Plessis confessed a few days
ago that South Africans were being over-
taxed and that goverment had underesti-
mated the tax flow, he was not joking.

This was clear in the latest tax collec-
tions figures issued yesterday by the De-
partment of, Financé’§ division of Inland
Revenue, [ 0 7 1 J0

The massive increase In reverue during
the nine months to end-December last year
from GST, income tax, and company tax
other than that from mining companies
was R6,933bn, bringing the April-Decem-
ber total to R31,776bn,

GERALD REILLY

L 1

Persistently high consumer spending re-
sulted in GST collections of R12,256bn, up

from R9,520bn during the first nine mo;
of the 1988/89 financial year. 3 20
" Individual income tax Swollen k-

" et creep and and increased numbers of

taxpayers increased tax paid from
R9,520bn in January-December 1988 to
R13,092bn in the same nine months last
year. Other-than-mining companies tax.

‘cough up R31,776bn

In January the tax flow continued
strongly, with R2,927bn more collected
from companies to a total of RY,355bn,
R1,590bn more from GST to a total of
RI13 846bn, and R1786bn more from indi-
viduals to a total of R14,878bn. &

In the month of January alone R6,303bn
was collected from the three taxes, mak-
ing a 10-month total of R38,079bn,

According to Inland Revenue, February
and March are big collection months, par-
ticularly February, with the second and
last provisional tax payments for the
1989/90 financial year.

ation increased R520m to R6,428bn,
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There is speculation that the unexpected
leap in Injand Revenue in January is due
fargely to a 100% increase in year-end
company tax, compared to end-1988 pay-
ments. The increase in receipts from indi-
vidual taxpayers is expected to be 32%.

While a detailed breakdown of revenue
figures has not yet been published, an
Exchequer account statement, gazetted
last week, shows a 68% increase in inland
revenue to R7bn in January (January
1989: R4,1bn).

The income was received in December
but not reflected, leaving recorded inland
revenue at R4,1bn (R3,8bn). The i 1mpact
was felt in January.

This is the State’s second wmdfall in
the past three months. In November
R2,9bn flowed in from the sale of Iscor,
pushing inland revenue to R6,4bn that

month. This was well up on the R2,5bnof -

the previous year and brought Tevenue for
the fiscal year to end-No- *
vember to R35,7bn
(R25,6bn). In the year to
end-December, it was
R39,8bn (R29,3bn) and to
Jannary, R46,8bn
(R33,5bn). '
Says Nedcor chief econo-
mist Edward Osborn: “The
January increase is extraor-
dinary. Up to December rev-
enue receipts were in the

ANOTHER WINDFALL

320

sathe ball-park as budgeted but thh in-
come tax and import surcharges in excess
of budget estimates. This leap suggests
some unknown windfall or acceleration of
income tax receipts otherwise expected in
February and March,

“It is hardly conceivable that budget
officials underestimated revenues so bad-
ly. If so, there should be an inquiry into
the system of budget estimation, because
the basis for budget formulation is grossly
inadequate, the budget has lost credibil-
ity and, worse, is downright wrong.

“If, on the other hand, the January
figure indicates a new level of inland
revenue receipts, the fiscal year will end
with no deficit before borrowing, against
a budgeted R9,9bn.” ]

FINANCIAL MAIL FEBRUARY 23 1990
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BAREND DU PLESSIS P17 1
Taxing problem (320

Buoyant tax revenue (see “Another wind-
fall”) will create a sharply lower-than-ex-
pected deficit before borrowing this fiscal
year. As a percentage of GDP it wil] be well
under the original estimate of 4,1%, says
Finance Minister Barend du Plessis,

economy, which will reduce future tax rey-
enues, will “inhibit our ability to introduce
- this year substantial tax reforms.”
Figures provided by Du Plessis this week
show that, despite attempts to restrict
growth in spending, it is still rising. He told
the Franke! Kruger Vinderine annual invest-
ment conference in Johannesburg that, while
aggregate real domestic expenditure in 1989
was about 0,5% lower than in 1988, this was
due largely to a reduction in commercial and
industrial inventories in the fourth quarter,
“If total real inventory investment is ex-
cluded from real GDE, the remaining com-
ponents increased by 5% during 1988 and
3,5% in 1989. This indicates economic activ-
ity has remained at a relatively high level,”
A big contribution came from real govern-

40

Despite this, he says the slowdown in the

ment consumption expenditure which in-
creased by 4,6% (1,6% in 1988). However,
Du Plessis points out, this was due largely to
the seasonally adjusted annual increase of
42% in the first quarter — which does not
fall within the current fiscal year.

*“This will not be repeated in the current
fiscal year,”

Other 1989 statistics from Du Plessis:
O Private consumption expenditure rose by

. inhibitions

Du Plessis .

" almost 3% (1988: 5%); and
O Real gross fixed investment 4% (8,6%).

Private  consumption expenditure rose
slightly in the fourth quarter though house-
hold outlays on durable and semi-durable
consumer goods stayed down. Other compo-
nents of GDE fell that quarter,

There s conseq 1y “no need to
further tightening of monetary and fiscal
policies but, equally, it leaves no scope for
relaxation of these measures.”

Inflation of 14,7% in 1989 (12,9%) was
fuelled by rising import inflation: increases
in prices of imported goods of 10,3% in the
first quarter and 30,7% in the second, as the
rand depreciated. Imported inflation then
declined from 17,4% in the third quarter to
3:4% in the fourth quarter. .

Rand depreciation played a major role —
“not only directly but also indirectly. Higher
rand export prices were obviously passed on
to local buyers of these products, whereas
import prices often served as a yardstick for

-3

upward adjustment of domestic prices even if’

the products were not directly imported.” W




' LAnnv SERGEAN
+ COMMISSIONER. for Inland Revenue
']+ Hannes Hattingh says tax assessments for
i» movies are only issued after careful case- |
by-case consideration. :
;' “He wasreacting last night to complaints -
that certain film fax assessments recently
1 issued — involving tens of millions of
‘| rands — had completely disallowed all ;
expenses claimed. ]
A tax partner in an accounting firm said
‘these final tax assessments were overdue |
Jbya minimum of five years. The failure to 1
“issue such assessments has been directly -
linked to the virtual demise of the A film
industry, and the chaotic state of the subsi-
dy system. . ) .
Last night Home Affairs Minister Gene
Louw called a meeting in Pretoria today to
address members of the SA film industry.
-f The tax-partner added: “After years of
- vacillation, Revenue has finally decided to
act in asgessing partners in tax schemes. A
number of assessments have been issued
where the participation in the film part-
“nership has been totally ignored. C
} " “The expenditure and allowances have .
- not been granted, and the income from the -
film has not been taxed. In at least one ;
case both pre Section 24 of the Income Tax -
Act {meant to finally clarify the matter).
_and post S 24F film participations have:
.been ignored,... & -
7 “These include films on which favours
. able directives were previously issued by
e tapaseaa ottt ronens Di t the
- whicl ayers| relied) Due to the
¥ complexitysofimovie tax structures, all
uch schemesiwere sent: to’ & centralised
int in Johanneshurg for inspection. =<

DY
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d 4hs t‘ﬂg;lﬁ}x'mmwm@n ;
0 TAYOUL of the tAXIRYER,
Tyekeep 3 ‘bﬁaﬁhﬁ?«%ﬁf@o@
; ‘g)cumﬁ.w'l'hes‘e'are“movies shot abroad and’
“edited‘and spliced in SA, but put forward,
qunlifyin&for all SA'tax ‘allowances.
But, said'the tax partner; “1t is surpris~
¢ that the actual expenditure has also
*been disallowed, and not only the export
' marketing allowances. In many cases the
expenditure in question is not subject to
the discretion of the commissioner, but is
subject to an objective set of rules”
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Swazi ghost

MBABANE. — Swazi
schoolgirls boarding at
the Nzarene Church
High School in Manzini
claim that a ghost Is
haunting their dormi-
tories. A senior teacher
retorted that if pupils
believed in Jesus they
would not believe in
“such nonsense”. Sapa
——

Ray in coma
HOLLYWOOD. —
Johnnie Ray, 64, the Fif-
ties singing star whose
hallmark was sheddin,
renl tears as he ergone
his hits, was in 2 toma
yesterday after sulfering
total liver failure.

Tunnel toll"up

AT the Huguenot Tunnel
toll plaza, motorists will
now pay 2,25 per axle
for light vehicles and R6
per axle for heavy
vehicles.

A rebate of 20% on the
amount will be granted
when R500 debit cards
ave porchased simulta-
neously. — Sapa

Ara you from the BBC, CBC
or the CCB?

DRESSED FOR THE CARNIVAL . . . These three women in pright national costumes
will be part of a parade in° Adderiey Street today to publicise the four-day 1990
o .

TANAV'C DRMZC.

Chest Carnival which opens at Maynardville on Wednssday: From the left
are Hayley Norman, 19, who will be at the Norwegian stall during the carnival, Johanna
Badings, 22, of the Netherlands Pavilion, and lelhaam Regal, 17, of the Cape Malay Tea
Garden. o ' Phture: ANNE LANG

‘for civil servants, the Mimster of Administration:)

| MP’s “high costs’

i By ANTHONY JOHNSON
. Political Correspondent
THE g t yesterday promi
South Africans a “substantial” cut in
personal tax — starting with next
month’s budget — and announced a
10% pay hike for nearly a million civil
servants from April 1.

Teachers will be getting an additional 12% pay
boost from March 1, while further increases — back-
dated to April 1 — will be announced later for
certain categories of public servants such as nurses,
police and security personnel. B

Parliamentarians ot the level of an MP or higher
will receive R12 000 more a year, smounting to an
increase of 15,8% for MPs and 7,6% for ministers,

Members will also have their secretarial and con-
stituency office allowances increased from R10 000
to R18 000 & year — boosting the annual package for
an ordinary MP to R105 000

The improved remuneration package applies to
everyone who 15 paid by the exchequer — end
excludes railways and post office staff and local
authorities, who have separate sources of income.

‘Modest9

v
q

|
increase
the 10%

and Privatisation, Iy Wim de Villiers, soid that
Ipéreased — along with the cuts in personal tax -
would “make a contribution te the improvement of |
the in-pocket poaition of everyone -

He said the government reahsed that the general
increase was "a modest one” but it was the maxi-
mum that could be afforded when the need {o curb
government expenditure was taken into account,

But be iImmediately added: “1t is also important to
bear in mind that government is committed to im-
plement, over a period of time, a substantial de-
crease in personal income tax. 11 s foreseen to start
this process in the forthcoming budget”

In a separate statement, the Minister of Constitu-
tional and National jon,
Gerrit Viljoen, said the 16% allowance from April
was in addition to the March 1 incresse announced
for college and school-related cducators

Funds will also be made available to universities
and technikons for salary adjustments.

the or ians,
President F W de Klerk said the increases had been
implemented afler consultations with all of the
political parties represented in Parliament

Mr De Klerk said the government was cunsidering
giving further attention to legislation for the cre-
ation of a statutory body which would defermine the
remuneration of political office-bearers “and there-
by remove this issue from the political arena”,

Mr De Klerk said attention needed 1o be drawn te
the fact that MPs had to incur “abnormally high
costs” to earn their sataries MI's did also not re-
ceive an annual increment, a 13th cheque or hous-
ing loans,

Post Office employees will also receive a &
pensionable salary adjustment from April 1.

The Minister of Mineral and Energy Affairs and
Public Enterprises, Dr Dawie de Villiers, said It
would not exceed 10% of the Post Office’s salary bill,
and would be calculated on a differentinted basis.:
@ Public servants not happy — Page 3 “
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Mr utlanuv.
Deferred compensation schemes

policy, etc).

“THE latest version of a locally designed and deve-
loped software program, Tax Partner, which the au-
thors claim will revolutionise tax reporting for pub-
lic accountants, tax consultants, financial directors,
insurers and insurance brokers, is now, available on
the South African market.

The product is an expert system developed by

Software Partners, a joint venture between Coopers
& Lybrand and Keysource, a member of the Siltek
group of companies.
_'Mr Ivan Ferrer, managing director of Select Soft-
ware, which markets Tax Partners, described the
product as the “Rolls Royce” of South African tax
packages.

«Tax Partner is a comprehensive solution to the
problems associated with reporting to the Receiver
and keeping up with the changes in tax legislation.

“Jt comprises four complementary features: ad-
ministration, computation, wear and tear and Sche-
duling.” )

As a rule, tax administration and calculations are
labourious, repetitive, mundane and complicated.

: Tax Partner is a uniquely comprehensive solution
" kto these problems.

Al EIIpIUYLL way -

o8 2 availabl

“Tax Partner first became available in September
1987 and since then has grown in sophistication to
the extent that, for example, some calculations like
the Joint Assessment Allowance or Wife's Earnings
Phasing-In Allowance, which are currently done
manually at the Receiver's offices, are automatical-
ly calculated by Tax Partner,” Mr Ferrer said.

Tax Partner's computation feature automaticaliy
invokes the legislation for company or individual in-
come taxes and tax rates for a given year.

A single computation might involve many thou-
sands of calculations.

These are accomplished in less time than any one
minor manual computation, with far greater accura-
cy

This gives the user time to examine relevant
“what if" scenarios using the product.

Tax Patner knows South African income tax and
understands complex areas such as farming, upPT
and lump sum benefits.

Multicompany corporates can be captured as sep-
arate divisions and a corporate consolidated sum-
mary of the tax situation produced. D
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:eives a lump its offices throughout the country.
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Savers’ interest should
#;otected — Iscor chie
L‘fﬁ[fl? FINANCE STAFF g
GREATER tax relief on interest earned by-Small
savers would help fight inflation and aid the coun-
try’s economic recovery, says a leading industrialist,
Mr Marius de Waal, chairman of Iscor, said at Old
Mutual's annual meeting in Pinelands recently that
the simple test to determine whether South Africa
would make the grade in the coming decade lay in a
recovery in people's capacity to save. The first step
was to contain inflation,
The Government's strategy here should be based
heavily on the curtailment of State spending. There

must also be a strong focus on a policy of real inter- |

€st rates (rates higher than inflation). “Real interest
rates should preferably be supported by tax relief on
interest earned by individuals,”

< o gy -
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Book offers 2
hedgés a5aifH

WITH the tax year rapidly drawing
to a close, tax payers are frantically
searching for ways to reduce thejr
taxable income. -

The person who is not familiar with
the various tax concessions available
or tax-reducing methods, can easily
fall prey to the immediate tempta-
tion that a retirement annuity is the
only hedge against taxation,

“Tax planning requires a responsi-
ble and critical analysis of each indj-
vidual's circumstances” says Mr Ar-
nold Berns, MD of Berns, Block Asso-
ciates,

: Eroded

“Very often tax advisers place too
Mmuch emphasis on tax-free invest-
ments which provide immediate tax
relief while in the long run the capita)
growth on such investments is com-~
pletely eroded by inflation, leaving
the investor with very little income
at all.”

Berns, Block Associates is one of
the few firms of Financial Planners
in South Africa capable of offering
and providing a comprehensive tax

planning service from its own in-
house resources angd through its asso-
ciated companies,

In his recently’ published book,
‘TAX you can pay LESS!” Peter
Feinberg, an associate of the firm,
describes more than 50 simple exam-
ples on how;to increase your take-
home pay, {0

The book deals mainly with taking
advantage of Iringe benefits and sug-
gests ways to structure pay packages
to maximise disposable income and
how to save tax through correct plan-
ning, S '

Feinberg, for €xample, addresses
the question often askeg by both em-
ployers and employees: “Which is bet-
ter — a company vehicle or a vehicle
allowance?” )

He discusses considerations aside
from the fringe benefits tax, both
from the employee’s and the employ-
er’s point of view and finally provides
an answer to whether such a scheme
is worthwhile, ‘ :

The book is also available through
Berns, Block Associates at R24,95 ex-
cluding GST. )

«
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[SITE law ope

SITE legislation has not only give t!!x; rellei to

ried couples but has also created an incentive for
working wives to provide independently for their fi-
nancial security through retirement annuities.

An amendment last year to the Income Tax Act
enables a married woman who is subject to SITE to
deduct RA contributions in her own right in addition
to those of her husband.

The husband’s maximum level of deduction was at
the same time restored to what it was prior to 1988
legislation, which effectively split the allowable con-
tribution between husbnd and wife.

A married woman SITE taxpayer is now entitled
in her own right to an annual tax-deductible contri-
bution up to the greatest of 15 percent of her own
non-pensionable taxable income, R1 750 less her cur-
rent allowable pension fund contributions or R875.

This is on top of her husband’s annual allowabl
contribution of the greatest or 15 percent of his non-
pensionable taxable income, R3500 less allowable
pension contributions or R1 750,

Commercial Union life marketing manager Mr
Erik Steenfeldt points out that this concession opens
\ the way to tax relief through extra RA contributions

_“W

n fdr women”. " T

wor xves whose husbands are already con-
tributing the maximum allowable contribution or for'
husbands whose wives are already contnbutmg the
maximum allowance contribution.” " -

“I believe that it is wise for. women to make inde-'
pendent provision for their retirement years and
that many working wives will'make use of this op-
portunity to do just that whlle reducmg their current,
tax,” said Mr Steenfeldt, ‘. v

“Women who have not made their own financial.
plans for retirement are vulnerable if there is a di-!
vorce, particularly towards the end of their careers»
when it is too late for'themito start bulldmg up.
adequate retirement funds.” ... -,

Mr Steenfeldt added: “This opportumty for second-»
ary retirement provision has come at a time when}
the abolition of prescribed assets has led to the crea-
tion of dynamic investment opportunities in the form-
of equity-based RAs such as Commercial Union's:
Personal Equity plan. Couples who'already have*
standard retirement plans such as company pensxon
fund membership should not miss the chance to en-*
hance their retirement provxsnon and beneflt from®

additional current tax relief.” .« .- o

Couples can reduce matginal rate
WORKING married couples may restructure them

business interests to reduce their marginal tax rate. 1|
Working wives operating their own close corpora- |

tions or companies have the opportunity to reduce-
their marginal rates to 3 percent, providing their,
husbands are not members of their CCs, or substan-’
tial shareholders in their companies — as in this’

case the 22,5 percent deduction allowance on thev‘

wife's earnings will not apply.

“Obviously she has to be making a substantial con-
tribution to the business, this' cannot be a mere]y
cosmetic re-adjustment of ownership,” says Mrs
Anne Pappenheim, partner, Deloitte Haskins & Sells:
“She may, however, employ her husband in the CC
without affecting the allowance claimed on her earn-;
ings.” . .
Income earned by a married woman from a pri-
vate,company in which her husband is the principal]
shargholder is not included in the definition of “net
remifegration”, and therefore not subject to SITE.
Income will of course be subject to PAYE unless

he is a provisional taxpayer, and she is a company|.

director or equivalent in a CC.

Therefore if the husband is- the main shareholder, 4

in the company in which the wife is working, they
will pay a maximum marginal rate of 45 percent,

compared with 35 percent on'the wife’s net earnings,

or the maximum rate of 38 percent under SITE.
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JUSTIN COWLEY of Ernst and Young

ON SEPTEMBER 25 1989 a press release was issued
by the office of the Commissioner for Inland Reve-
nue in'terms of which the Revenue sought to attack
schemes resulting in the non-payment of Pay As You
Earn (PAYE).

The press release referred particularly to the use
of close corporations which contracted the services
of employees to their former employers, and pur-
‘ported to act as independent contractors.

Particular occupations referred to include
draughtsmen, artisans and computer programmers,
but the release was not restricted to these categories
of employment.

The press release cautioned “employers” who
failed to deduct employees’ tax that they may be,
held liable for such failure in circumstances where .
they either exercised control over “another person”
in the manner in which is duties were performed or
as to hours of work, or where the amounts due were
paid at regular intervals.

While it is true that in certain cases the creation
of such a close corporation and the manner of its
operations might be subject to successful attack, a
broad statement such as that issued by the Commis-
sioner for Inland Revenue is without justification
and also so vague as to be unenforceable in law.

The Act in fact excludes a company and close cor-
poration from the definition of “employee” for
PAYE purposes. .

Consequently, it is unlikely that Revenue’s press
release is enforceable, unless the interposition of the
close corporation between the employer and the em-
ployee can be set aside as a pure sham.

Where, for example, an employee resigns his em.
ployment and proceeds to render the same services
to the same “employer” through the medium of a
close corporation, but retains all the other attributes
of an employee, including membership of pension
and medical aid funds, use of company cars, right of
annual leave ete, the Receiver could probably attack
the structure. o

On the other hand, where a bona fida close: cor-
poration enters into a properly drawn contralt to
provide certain services through its own employee(s)
to a client who pays the agreed fees on (say) a
monthly basis, the Receiver does not have' the
powers to insist that the client deducts PAYE from
the payments. :

This applies even where the close corporation has
only one client who happens to be the former em-
ployer of the individual(s) concerned, provided only
:_mnc:ﬁ original employment link is clearly severed,
as above. -

forceable

AN

The question even arises whether the close cor-
poration in such a situation has a claim against the
client for non-payment of part of its fee where a
portion has been withheld in the apparent form of
PAYE.

Although the press release referred only to close
corporations, the principles apply generally to com-
panies and individuals ostensibly acting as indepen-
dent contractors,

Thus in practice the Receiver will be seeking to
apply the press release on an even broader front —

-one can imagine clients of well-established consult-

ing companies and firms insisting on a directive

being produced or PAYE being deduced (at a rate of
. 45 percent or 50 percent) from its payments. .

While this would be a gross overreaction, it clear-
ly illustrates the difficulties created by the commis-
sioner’s attitude. When such uncertainty exists for
taxpayers it is incumbent on the Receiver to take
steps to address the situation and enact suitable pro-
visions to clarify the action required from employ-
ers. :

Certainly it-is a basic tenet of tax and in the pre-
vailing environment it is grossly unreasonable to ex-
pect employers to act as instructed by a vague and
clearly unenforceable release.




Was the leased property
returned to the lessor?
1
NO .
s
| Does the former lessee
_continue to use the property
without payment or for a
nominal rent which is less
than 10% p.a. of the deemed
sale value?
1
NO
1

Did the lessee purchase the
asset?

NO
i

Mas the original Tease
extended on substantially the
same terms ({except for a
variation of the rental) AND
the residual value on
termination of the first
lease was at least 10% of the
ariginal cash value?

NO
!

Was the original lease
extended at a  rental
exceeding 10% p.a. of the
deemed value BUT the residual
value on termination of the -
first lease is less than 10%
of the original cash value?

NOTES, : *

L]

no support in law.

- YE§ —

— YE§ —

— YES —

—YES

This_diagram assumes that the original financial lease was
entered into on or after 1 September 1983.

The Receiver of Revenue wil) often attempt to levy sales tax on
the market value rather than the actual consideration. If the
lessor and the lessee are acting at arm's length this practice has

TERMINATION OF LEASE : 6 S T CONSEQUENCES *

e YES -—l;No GST consequence;LJ

Deemed sale - GST payable-on
cash value stated in lease less
20% p.a. gr market value at
Receiver’s discretion.

Sale. GST  payable  on

consideration, **

No GST consequences. But note
that if the lease is extended
in these circumstances and the
lessee subsequently ceases to
pay any rental, this will .
trigger a deemed sale. :

GST is payable on the rentals.

IT WAS the great Irish advocate and statesman,
Sir Edward Carson KC, who said his only qualifi-
cation for being put in charge of the Navy was
that he was all at sea.

GST has been in force since July 1978 and,
almost 12 years later, many are still at seq, says
Ken Walton a partner of Emst & Young. The sales
tax legislation is imperfect. In addition, the prac-

tice of the Receiver of Revenue differs from the
law in certain areas. Legislation relating to the
termination of financial leases is particularly per-
plexing.

The above diagram may assist businessmen
who lease motor cars, aircraft, manufacturing ma-
chinery- and plant and the like to chart the right
course and avoid an unexpected demand for sales
tax and penalties.




‘the SITE system is
Crisp of Deloitte Ha:

“definition. However,
‘that an employee

N

_full week (ignoring

" and the employer is

“her IRP2 that this is

Once one becomes
SITE system is reasonably easy-
full-time employee. The problem arises, in the main,
in respect of casual or part-time employees.

In an attempt to bring some

will be in
“if he or she is required to render services to .one

problems! JImplementing ’
o exception;-according to Mark:
ins & Sells taxation division.:”
familiar with the rules; the’
to implement- for a-

ome clarity, 2 definition of

“standard employment” was introduced for the cur-
rent year of assessment. There are three parts to the

the most important part states
“standard employment”

. employer for a period of at least 22 hours in every
temporary
~If an employee falls ouiside the
"dard employments the employee will not be taxed in
~ terms of the SITE system. .
Conversely, if an employee ordinarily works for
less than 22 hours per week,
.considered to be deriving “part-time remuneration”

absences).
definition of stan-

he or she would be

required to deduct employees’

_tax at a flat rate of 25 percent. The only exception to
this rule would be if the employee declares on his or

his or her only employment, in

‘ONE often feels that 90 percent of one’s time is spen
solving 10 percent of one’s

/ .
_which miploy..; 1f this
“sidered valid, may apply
“weekly or. monthly tables. g v D
. Where. the -employee 'is not' in standard: employ-
ment, the employer would ‘show the employee tax
-deducted-as: PAYE on the IRP5. Ty :
;- A special “concession -made by the fiscus is that
where a casual worker is employed for .2 _m:—mwm.aw%
only, and will not be employed for more, than five
days in total, during the year of assessment, no em-
ployee tax need be deducted if the remuneration for
the day does not exceed R40. [
However, inless one is in the last week of Febru-
ary, it is virtually impossible to know for certain as
to whether any employee will qualify in terms of the
“five-day rule”. For practical purposes an employer
is thus left with the choice of taxing all casual em-
- ployees or of treating all casual employees earning
no more than R40 a day as falling within the excep-
tion. !
Clearly the second choice is far more attractive,
bearing in mind that the employer is obliged to de-
duet tax at the rate of 25 percent unless : the. em-
ployee makes the declaration on a IRP2. In addition,
there is the practical problem of having to-issue a
vast number of IRP5s.

the wuunrvimnm daily, -

.-.would ‘have had to

«.employee for

. before earning sufficient income-to, be: subject to tax

"~ Not being in standard employment, -these ern-
- ployees ‘do.not fall into the SITE-system. As such;
- what would be relevant is the total income of such
the year of assessment. For .example,
if such an employee was a-single person, he or she
obtain employment for approxi-
mately 60 percent of the time at the top rate, ie R40,
(based on'260 days per annum). In.the case of a mar-
ried man with.two children whose wife is not work-
ing, he would have had to obtain casual employment
almost 100 percent of the time at the top rate of R40
to be liable for tax. ) ) ‘
With many of these casual.employees being -unso-
phisticated, and therefore unlikely to lodge a tax re-
turn, it is a great temptation for the employer, bear- |
ing in mind the administrative responsibility, eg de-
duction of tax and issuing of TRPSs, to simply “short-
‘circuit the system”-and not to deduct any tax at all.
Clearly this is an unacceptable. situation,. both
from the point of view of the fiscus and of the em-
ployer. There is thus-a need for more practical yard-
sticks to be set to relieve the employer of the admin-|
istration burden in respect of these casual employees|
but onsa simpler basis, which still protects the posi-
tion of the fiscus. Lo

[
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of good and bad news

JOHN MELLITCHEY, MD
Bubbs Taxaid

WITH the new tax year loom-
ing many will be wondering
what lies ahead? Is it possible
that the taxpayer can or will be
hit any harder? I am sure that
the answers will be a case of
good news for some and bad
news for others. Let us look at
the tax calendar for the year,
its implications and some of the
omens looming large.

TAX CALENDAR

February 28 1990 — deadline
date for the Second Period 1990
Provisional Tax Payment (the
IRPS6 form).

June 6 (approximately) 1990 —
deadline for the Year End Tax
Return often referred to as the
buff form (IT12/IT12S). The
exact date appears to be a State

secret at this pojnt (heaven

alone knows why).

August 31 1990 — deadlipe date
for the Third Period 1990 Provi-
sional Tax Payment (the IRP6
form). This is “voluntary” and
only for those with taxable in-
comes ahove R50 000 pa

Some consider penalties for

late submissions extortionate

August 31 1990 — deadline date
for the First Period 1991 Provi-
sional Tax Payment (the IRP6
form).

Naturally close corporations
and companies will have their
year-end tax form deadline rel-
ative to their financial year-end
which might not be February.

Often people believe these
tax deadline dates are more
guide dates for the submission
of returns. While others will
have found, in the last year, this
is certainly no longer the case.
Penalties are regularly being
levied and what is worse they

tend to increase in severity

with each late submission.
Extensions are obtainable for
the June deadline. Applications
must be made in writing to the
Receiver, so it is ad)visable to
communicate direct or get your
tax consultant to sort it out.

JOHN MELLITCHEY ... looks
at tax prospects.

Never accept a verbal or tel-
ephonic extension by any of the
Receiver personnel.

Penalties for late payment of
provisional tax are so steep
that some consider them to be

extortionate, ranging from
10 percent to 20 percent of the
tax figure paid plus interest.

I do not think that anyone will
deny that the individual in
South Africa has been the har-
dest hit “tax-wise” in the last
few years. This has naturally
led to many “schemes” being
devised and implemented and
this has resulted in an almost
paranoia by officials trying to
attack the problem (schemes)
and not treat the cause (tax sys-
tem). While there is no doubt
that tax avoidance is the legal
right of the individual (I wonder
if this fits into the group con-
cept) at most Receivers the
mere thought of avoidance is
deemed to be a treasonable of-
fence, deserving at least the
death penalty or even worse a
visit to the local office. This
might be said in jest but it still

a fair reflection of what many
feel.

The situation is likely to get a
lot worse before it gets better (I
am sure I have also heard that
before). Tax queries from the
Receiver have come thick and
fast, except even more this
year. It is almost certain that
the Receiver’s staffing problem
will increase, which, in turn, is
good and bad news. This could
reduce the “heat” but will, no
doubt, also increase the pros-
_pect of “errors” in assessments.
You will be well advised to
check your submissions and as-
sessments very carefully.

There is no doubt that the
centre stage this year will be
dominated by small close cor-
porations (of which there are
thousands). Recently there have
been a number of press state-
ments regarding the use of CCs
as a disguise for normal em-
ployees. The main problem with
these press statements is that
the real impact is likely to be
much wider and more in-depth
and costly both for “employers”
and the members of close cor-
porations concerned.

DI |



FAIZEL MAHOMED, FILPA,

joint managing director of

Bottom Line Consultants (Pty)
Ltd

THE use of legitimate tax shel-
ters is often an overlooked ad-
vantage of operating a business
as a closed corporation (CC) or
as a ‘company, rather than as a
sole trader or partnership.

A tax shelter is an investment
that will allow you to deduct
your contributions from your

any, later, at a more favourable
rate. Ideally this investment
should provide a return tax
, greater than the inflation rate.
1~ Several insurance-related in-
"vestment products take advan-
tage of the deductions allowed
by the Income Tax Act. This
makes them ideal tax shelters.
The Income Tax Act allows
the director or the member to
enjoy the following deductions:
@ Contributions to a Provident
Fund by the employer up to
20 percent of remuneration;
@ Contributions to a deferred
compensation scheme by the
employer up to 10 percent of re-
muneration;

@ Contribution to a retirement
annuity fund (RAF) by the em-
ployee (assuming he does not
contribute to a pension or provi-
dent fund) up to R3 500 per year.

This means that the direc-
tor/member can shelter 30 per-
cent of his remuneration plus
R3500 in a given tax year.

The contribution to the provi-
- dent fund and the deferred com-
pensation scheme will be de-
ducted from the company’s, or

taxable income and pay tax, if .

Legahelters often
ignored by directors

f

FAIZEL MAHOMED ... tax
shelter is an investment.

the CC’s, taxable income, while
the retirement annuity contri-
bution will be deducted from
the director/member’s personal
taxable income.

The above contributions are
deducted from taxable income.

When these investments ma-
ture in the future, the provident
fund and the deferred compen-
sation scheme are paid as lump
sums, while only one-third of
the retirement annuity fund can
be taken as a lump sum.

The balance of two-thirds of
the RAF must, by law, be taken
as a monthly pension/annuity.
This annuity will be taxed at the
marginal tax rate (at that time)
of the retiree.

The Income Tax Act allows a
certain portion of lump sums

from these investments to be
tax-free while the balance of
the lump sum will be taxed at
the average rate of tax in the
year the lump sum is paid.

The tax-free amounts of the
Jump sums are as follows:

@ Retirement annuity funds and
provident funds (combined),

@ Deferred compensation
schemes R30 000;

@ The greater of R120000 or
(R4500 times the number of
years of membership).

Thus, the total tax free
amount is R150 000. This does
not seem to be much when your
total lump sum at retirement
could be well in excess of this
amount.

What happens to the balance

of the lump sum? As mentioned]-

before, these are taxed at the
average tax rate in the year of
retirement.

Part of the deferred compen-

sation lump sum (three times|’

the annual salary) is taxed at
the average tax rate and the
balance at the marginal rate.

The provident fund and RAF)
lump sum in excess of the tax’
free amount is taxed at the av-
erage rate only.

The marginal rate of tax is
the tax that will be paid on each
additional rand of income.

<~—— The average rate is
the total
o 1




Taxpayers tgﬁbt ‘R3bn

failure’ hil
atlure, hill
CAPE‘TOWN — Parliament was being
asked-to retrosgectively regularise a
major failure of administration, with

e taxpayers having to foot the ‘bill’,
DP finance spokesman Harry Schwarz
said ‘esterday,

Speaking during the first reading de-
bate on the Transport Services Una,

ropriated Expenditure Bill, he said the
0ss in the value of the rand — which
had necessitated the Bill — had been
due to the unfavourable image of SA
caused by the NP government,

Although it should get credit for now
{rying to rectify the situation, it would
have to bear the results on its con-
science,

Schwarz said he had never in his 16
years.in Parliament seen such a Bill,
which was due to mismanagement and
inade«l}late control,

Parliament was now required "jl'st to
put its rubber stamp on R3bn of the
T — ———— N

320
70

Do
Schwarz
taxpayers’ money”, :
Deputy Mineral and Energy Affairs
and Public Enterprises Minister | Piet
Welgemoed said the government’s:idea
was not to swe? the matter undet the
carpet, as had been sy, gested by
Schwarz, but to put it on the books so
that future investors in Sats could see
what the situation was, i ,
Jurg Prinsloo {CP Roodepoort)i said
the Bill was proof of the “absolute in-
competence” of the government as far
‘as money matters was concerned.
Myburgh Streicher (NP De Kuilen)
said it was known that there had been
investigations in the past on foreign
exchange losses, HE
The government was fully confident
that Satg’s management would have
learned from mistakes of the past, !
The first reading was approved, iwith
the DP and Cp voting against the;Bill,
~ Sapa, H




pected to announce in
his Budget speech that
VAT will be implement-
ed by October 1991,

But he will do so against

firms. )
Pim Goldby senior consult-

FINANCE_Minister
Barend du Plessis is ex-

advice from accounting.

a;xt Rob Collins believes that :
il

The biggest impact,gf the
new tax will be on accounting
systems, g]acmg a huge ad-
ministrative burden on béoth

Inland Revenue and busi

ﬂatmn, especxal]y if the VAT
te_ls higher than for' GS

(. Mn Collms (says: ;i We
ibect that"a ‘draft "ver:
the eglslatlon will - be!e-
Jleased- for - public comment
hx ix months: <

‘The ‘Government will
uss 1t with f1nanc1al I

stry, exporters AN
rters, professionaly
the TBVC count

ably’be reviewed in,Patlia-
sment and we expect he'r Tiew.
;-to _be, imp) emented m
‘to-late 19917




 end du Plessis admitted
this week that South
‘ Africa is hopelessly over-
| taxed and that something
.must be done about it
" Not only do individuals
pay among the highest
wlax rates in the world

€ of up to 80 percent.

Vestment conference in
annesburg, Du Plessis
id: ““Taxing a mine at

is terrible.

Pouglin n "

' FINANCE Ministé Bage-

month’s Budget would be
decided this weekend and
would  hopefully offer
some relief,

Government  revenue
has been at record levels
and it is likely the final
figures for the tax year to
end March will show gov-
ernment finances are in a
healthly state. But that
has been achieved at a
high cost.

As a result of interna-
tional sanctions, especial-
ly financial, our economy
has shown very little real
growth, which means that
the higher tax revenues
are .achieved by digging
deeper into our pockets.

There are growing
signs that this pattern of
taxation is working
against itself.

Overtaxing the produc-

< tive section of the popula-
tion — those citizens with
business flair or special
skills who create jobs for
others — simply means
they become demotivat-
ed.

Some of them will emi-
grate as their skills can be
sold overseas. They are
not forced to fight an up-
hill battle to make ends
meet in South Africa.

Australia, Canada,
America and even Britain
welcome  scarce . skills
with open arms, pay them
well and tax them less.

The simple truth is that
people will work hard and
take risks only if they are
suitably rewarded. If the
Receiver digs his hairy
hand too deeply into their
pockets when they
achieve success, they

start spending too much
money and energy in try-
ing to work out schemes
to avoid tax instead of
getting on with the job.

The Margo Commis-
sion of Inquiry into tax
matters warned about this
a few years ago. It point-
ed out that a real fat cat
industry has sprung’ up
around tax avoidance
schemes, employing some
of the country’s best
brains.

As far as our thining
industry is concerned, one
wonders how many new
mines would have been in
existence today had our
taxes been more reason-
able. Here again, one
should ask the question:
Why should businessmen
stick their necks out and
take huge risks if the re-

M MONEY-TALK
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Q/ﬁ W PA/e/}d ,
ward is so soigll in. the
end? oo

It is an establi
that not a sing]|
in the modernt vorld’ has
achieved wealihi and “Stic-
cess without keeping tax-
es low. <

Unfortunately; South
Africa is no longer a part
of this exclusive club.
Lets hope Du Plessis will
make a positive start in
this direction next month.

shed mwoﬂ ,,
couiitry




[ ‘System of land |
- tax ‘suggested~ |
‘ ‘EsLey Lameerf 320/ |

'APE.TOWN — A contFovers]
bimission that income and corpo!

:to.the’
¢ils inguiry into rating dystems. '
“The submission-bas been made in
| the personal capacity of the Board
of Executor's new property MD Pe-
 ter Meakin, who argues that tax ,9:‘? :

‘Taid valués® would beclieaper ani
simpler than other forms of rating
Meakir's subthission is based on’ [
estimates that 8 yx'on' the value of |
| Jand alone woul cover-municipal -3,
' budgets, If a fall land tax was intro- ,
ced, it Woult 5 hiring in-enough

ventié tp -m! p, for the loss of-
| ‘incoriie and-¢oipany taxes. . .
" He'argues ‘that while the current

. | tax‘system® discourages growth, a.
| [and tax would enhance it becaue the
payment of full tax on thie value. of
land would represent a cost that

U would_induce people to, put their
| valuable sites to full use. -
This would be:especially appro- ,
| priate in the Cap "Province where
' land and ¥
 rately.” 4
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¥ E TOWN. = Tax concesstoia -
{ the'1990/91 Bidget will be limited if*

. Finanjce‘lVIwini‘sfter_Barend du 'Pléssis’ |

| plans'to méaintain the cirrent year's |

budget: deficit of an estimated 2,4%"
[ of ‘the ross domestie product, says’;
Sanlam'economist‘Joban Logw, = -
.. Sanlam’s view is_that Du' Pléssis -

will budget for a deficit of not-much -
[ more -than R7bn" (2,5% 'of - gross |
|| GDP), which:will leave hi ut
I'R2bn for taxconcessions, l@ X
Louw"beliéves' the - conc ssions
| may include 2 reduction in the rates |
of the‘import;‘surcharge, which eon- -
! tribpted;,approxlmatelx: R26ba to-
| the ‘exeliequer in the past year,
) 0. enicotirage Personal “savings, i
Plessis mayincre the
interest income ' of indjv
ut Louw warns le'is unlikely e
Joverly. generous in countérin the
effécts of inflation: on'‘individialg’ -
| pockets."&n inerease of only-Rig0/
{| B150 in the primary -rebate - for
married/married Ppeople; for ex-
2uiple,: would _ result in a'lgss of
' about R500m ‘in' revenue, P
if.-GST. is expected to be replaced by :
|- yalue-addéd tax (VAT) in the 1991/92
| fiscal year. 671 25| 2] g5y
| ... Du Plessis will be introducing his
Budget in March against the:back- '/
ground of an économy which Hagno
yet. cooled sufficiently, -This: 5
‘I Louw, together with the low I
| foreign: “exchange ‘reserv
coiipel him.to formulate his
] proposals to have:a*moderate)
:strictive effect on the economy,’
b?n the whole, the Budget is lik
ontribute fo:a levelling off in

‘gri)wth‘ofr'cérppmte profits

—_— a—

| free




CAPE TOWNEZ If the Budget to
be tabled on March 14 is restric-
tive, individual spending capaci-
ty will remain under pressure,
Sanlam says in its Economic

Survey. .

Should this be the case, sup-
pliers of duiables could be af-
fected.

The expected sharp cut in gov-
emnment spending in certain de-,
partments could have an- adverse’
effect on some sectors and indus-’
tries in the private sector — for
example; the ‘electronic industry
and companies concerned ‘with
the manufacture of defence equip-
meht énd road-building.

- (On the whole, the Budget should
. contribute to a levelling off in the
growth of company profits. -
“Insofar as the Budget propos-
als help cool the economy further
and ease the general liquidity sito-
ation, decreases in short-term in-
terest rates can be expected from
the middle of the year;” says. San-

lam.

1t says'hank prime. Jending rate
will be around 18 percent at the
endof theyear. .0~

“1f the Minister (of Finance,
Barend du Plessis) wishes to limit
the 1990/91 Budget deficit to more
or less the same level as the esti-
mated 24 percent of the current
financial year, he will have little
room for reducing taxes.” -

“We helieve he will ‘budget for
a deficit of not much more than
R7billion and this would leave
him with about R2 billion for tax
concessions.” o

Possibletax proposals include: "
| @A reduction In the rates of the”
import surcharge. .
@ An incréase in thie-interest in-’
come of individuals that is ex-
empt from tax to encourage sav-

ing. :
@ Tax relief to individuals to
counter the effect of inflation.
@ An announcement tha GST will
be replaced by VAT in the 1991/92
fiscal year only.

Sanlam expects an average in-
flation rate of 14 percent this

year, against 14,7 percent last
year. —Sapa. - . L
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<—23 uq(hy Derek Tommey
Contruction and engineering gi
Murray and Roberts had a highly
satisfactory six months to Decem-
. ber last year though a sharp in-
>crease in taxation has tended to con-
ceal this. It also expects to con
Jtinue to do well =g
~in the six months |
. Jo Jure.
s~ It has in-
creased its inter-
~im dividend by
21 percent from
..33¢c to 40c a
“ $hare.
The interim
report issued

Mr Ractliffe
today shows that in the first half of
its current financial year the com-
pany managed to squeeze a 28 per-
cent increase in operating profit
from a 19 percent rise in turnover.

R164billion to R1,95billion while
operating profit grew from
R102,6 million to R131,4 million.

Interest payments remained com-
paratively small at R11 million
(R9,3 miltion) but a 62 percent in-
crease in tax payments from
R31,0 million to R50,2 million left a
taxed profit of R70,0 million — only
12,4 percent ahead of last year's
R62,3 million,

However, reduced payments to
outside shareholders and also on de-
bentures and preference shares, and
small non-operating profit resulted
in the company showing attributable
earnings of R67,6 million — a 35 per-
cent increase on last year’s
R50,0 million and equal to 24le
(181¢) a share.

Mr Jeremy Ractliffe, commercial
director of Murray and Roberts,

Tax takes.the shine off M&R'

310 Group turnover rose from

said that the construetion group had
done well in the first half of the
year, increasing its contribution to
group earnings by 48,7 percent to
R33,9 million. Other divisions had
also increased their contributions -
the engineering division from
R4,0million to R7,7 million, the
property division from R4,2million
to RY,5 million, the supplies and ser-
vices division from R30,5 million to
R34,3 million and the industrial divi-
Tiion from R45,6 million to R48,2 mil-
on.
The market is expecting a profit in-
crease of between 15 percent and 20
percent, and the company expects
to achieve these figures. But Mr
Ractliffe pointed out that the com-

pany faced low growth, a depressed |~

economy and high interest rates

which were likely to have an in- J.

creasing impaet in the second haif of
the year.

PP
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submissions made in Cape
Town ‘yesterday to the: Economic Af-
fairs Commmittee of the President’s
Council, the SA Chamber, of Business
(SACB):recommended that tax tables
be.restructured. .

The: SACB poiiited out-that South
Africans have been ‘subjécted to"con-
sistently. higher individual tax rates
over many years through the fiscal,
phenomenon of bracket creep.. It

therefore suggests that in the inter-
ests of equity, the tax. ‘tables be res-
tructured. . - C

Particular attention should be
given!to those individuals, with
thly i s of bet R2000
and R4000,"since it is: believed that
these persons bear an inordinately
| high tax buiden, the SACB says. . ..
: Other recommendati@’ns include;”
® Completely sepvarate" faxation. of
married couples; 7

al'individual rate and; ., kK
@ Abolition-of the import surcharge,’
more particularly in respect of capi-
tal and intermediate goods.

" fThe SACB believes that efforts.0:
¢iirh inflation by securing public co:
- operation will be of limited ‘effect,.
mainly because the underlying
éauses-of inflation will remain un:
changed. . A o
., To that end improving the compet-
itive environment will reduce the oc-:
ciirrence of price explditation, and in,

. the. proeess of deregula-

@ Reduction: of the corporate tax |
rate to equate the maximum margin- ||




ce Minister Org

| Marais, the'SA’ Chamber ‘of Business -

(SACB) appealed for the' corporatg. tax
rate (now 50%) to he reduced to equate
the maximury marginal individual rate
(now 45%). By 72190 ¢
In its" submissioni, the' SACB also
asked for the abolition .of ‘the. import
Surcharge, which' “has ot had ‘the -de-
Sired effect of ciirbing imports and was
. hot designed as aii additional Source of
‘revenue, more particularly in réspectof
captital and intermediate goods”, .
;.. Moreover, following a:recommeénda-

-|-'tion" of the Margo Commission,” the

SACB asked that the' double taxation‘of
dividends should beremoved. The SACB
reiterated earlier submissions that its’
three recommended., :tax . reductions
could be financed by the change in de-
preciation allowances. L
"The SACB believed the 50%:30%:20%
write-off over three years for industrial
equipment, Which'has lieén ‘changed to
20% a year straight-line over five years,
should’ be retained. -0 G .
However, if the "proposed writeloff
was adopted, the SACB'said it believed
it was essential that'the‘ddditiona] rév-
«enite collected as a‘result of the change
- be ised.to.finance its proposed changes.
The- SACB said it was encouraging
“that goveriment ‘had, especially
through recent Stateirients.by the Presi-’
dent and the “Minister’ of Finance;: ad-.
mittéd that it has to be miore efficient in
spending public-finds”. .+ v o
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in Budget, s
PRETORIA — There will be a little
comfort for wage and salary earners in
the March 14 Budget, .

According to DP finance slpokesman
Harry Schwarz, there will almost cer::
tainly be a redy
counter-fiscal drag,

The only other concession which tax-
payers could expect was a scheme to
encourage savings, This could take the
form:of tax relief on interest earned,

Schwarz said expectations should not
B0 much further than these two possible

concessions.

’ M Volkskas et Ada-

aid perhaps the most ur-
taxpayers was the need to
eliminate or significantly reduce the
impact of fiseal drag,

Jacobs said it was clear the deficit
before borrowing would be about a
third less than budgeted for —
between Rébn and Rg,5bn, :

The'reason was not that government
was sp'epding less, but that tax revenue
had risen sharply way beyond the Bud-
get estimate, .

He estimated the revenue overrun at

3
an Jacobs s
- gent issue for

Cuts in persona

ction in personal tax to- -
ag.

naltax likely
ays Schwarz
T

about. R4bn, " including Substantiai
. brac,ket‘creep revenue,

Jae
financial year.spending had been

fallen drastically,

The result was a big build-up of funds,
BARRY SERGEANT reports the SA
Chamber of Business (SACB), in its rec-
ommendations to Deputy Finance Min-
ister Org Marais on the Budget, has
asked for persona] tax tables to be

"restructured,

. “South Africans have been subjected
to consistently higher individual tax
rates over many years through the in-
sidious fiscal phenomenon of bracket
creep. In the interests of equity, it is
Suggested that the tax tables be
restructured, )

“Particular attention should be given

-to those individuals with rionthly in-
comes of between R2 009 and R4 000,
since it is believed that these persons
bear an inordinately high tax burden,”
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A DETAILED guide on how to abuse” e T ) lication would have been rejected .
decentralisation incentives has been .. - 'y 4 commercial bank.” . ol
Includedin a secret report by a e " . m H ] _ ) m. X m‘ oHom O m : H‘H @ Real practical difficulties had
of experts into the government’s - - » found regarding eontrol over
ional development Ppolicy. S .. o g L claims for transport rebates, -

e appointed by the SA. . - B . B :Vn.)_ 113} 90 . “Some concessionaires are said to
and hon £overnments, said the O Falsifying capacity utilisation 7 alation clauses into rental agree- claim the rebate for goods  dis-
incentives were susceptible t6  glaime to distort the actual number - - Business Day Reporter ments remains a controversisl prac. patched from their factories, al.
abuse” and 'opinion was that “the of shifts per worker per day; - . tice. There is some inconsis cy  though these are procured from else-
degree of abuse has been curtajled DOIClaiming wages not paid t0 em.- - among development corporations in ~ where. There is the practice of
Sigulficantly, and may even have ; g wag pa ~There is also Sometimes a discre.  this regaed ¢ manufacturing goods in one locality

reached tolerable levels”. EWMW%“ unpaid sick leave; - n : ency to .-~ Where the rebate does not apply and
-0 tely holding labour in re. pancy between the amount claimed There was also a tendency to in- 3 3

In the regard to the maximum . serve with a «»mﬂ to expansions; ; - mbnwnum amount actually paid to the flate asset values so as to qualify for Mwﬂ“umugmﬂn%n%mﬂ NHMM wﬂﬂ”ﬂaﬂ%ﬁ

| B month, the abuses include: - - O Cheating on wages, “In view of the - Workers. ) @ higher interest concession, qualify for the private road tram.

OFalsification of employment fig.  Size of some of the work forces, sea- Abuses of the rental concession, - “There are allegations of com-  port rebate, from where the goods

ures when compiling wage and salo. sonal labour adjustments and absen. ~ based on the gost of erecting stan- Panies procuring loans for new ma. ° Lre dispatched to their final destina-
§7 sheets, sometimes corroborated  teeism, it is Lo fo know how many  dard factory flats according to de-  Ghinery but Installing used equip- tion on 2 subsidised Hes s

by avditor certificates; People should be in a factory at any . velopment corporation - specifica- ment, thus leaving cheap capital to Actual rebate claims were some- ;

O Employi le not really need-  one time, or, more i, rtantly, to  tons, led to rentals in Industrial  po" L2 ced beok to a holding com- times falsifieq,
e for %ﬁmgn vw..o...E know whether the fonoer of work-  development points Someftimes be- oot What makes Bmm_omumnno_.z Finally, the report noted, the hous-
when the average base employment €15 in a factory tally with the pum.  ing higher than in metropolitan o7 pioat T the ease with which, ing subsidy for senior personne] was
figure was computed, particularly ~ ber the indutrialist claims are = areas, . X - they can be obtained; it is alleged  sometimes abused W beneficiaries
seasonal and casual workers; working there. v e -~~~ - “The question of incorporating es-  that in many instances the same ap-  who sublet subsidised properties,
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| Getting to know how

your taxes are spent

ON  ‘Thursday the .
Sowetan Business - Old
Mutual pre-Budget sup-
plement will be published
to give our readers back-
round knowledge on Fi-
nance Minister Barend du
Plessis’s Budget speech

By THAMI MAZWALI

next Wednesday.
Although the Budget
speech will only be
delivered next Wednes-
day, March 14, the arti-

cles w1ll help you under-
stand why the Govern-
ment will be taking
specific measures.

0Old Mutual economist,

Andre Roux, has written
four articles,. (220
The housewife; in

the street and business

| will now have a chance of

_analysing Govemment
" thinking when it ‘comes to

"' More importantly -the
student will get technical
information’ from -an ex-’
pert, who  will " also

analyse past budgets and: -

what" their shortcommgs
- were, .
Among the mles to

_-spending our money,
-
i Analyse

Budgeét-speech ~we  will
carry all the details, com-
ment from the experts at
Old Mutual, the man in
the street and our business
leaders,

As the Budget affects
our lives, and particularly |
in the light of current de-

“your  copy of this’ speé
supplement. " -

“You will now know
how your taxes will -be
spent in the coming- year, .
and how the Government
. will: deal with inflation_
and the ever-nsmg cost of

be part of your Sowetan:
Busmess package thls

-dealt with are - inflation, ..

interest rates,: fiscal and

| niorietary policy in gener-{,

i

[lal,. the deficit and ‘taxes
st

auhk:héd Tast’ year, ‘we
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MARK ' tax decision n
handed down in the Appeliate Division
which could save compz,m?:s with debtors
millions of rand in‘tax and which has re.
solved a decades-old legal controversy,

Last week’s decision ends a legal battle
between the Receiver of Revenue and Ed-
gars Group comﬁauy People's Stores,

According to Kessel Feinstein artner
* Ernest Mazansky, the decision reso ves the

debate over the meaning of the word “ac-

+ crued”, It affects any.company that grants -
credit terms. These companies w now
recover some ground lost when the debt-
or's allowance for tax purposes was
changed to affect only cases where suspen-

' sive sales contracts exceeded one year. -
He explains: “Take a clothes store that

treats six months as cash. At the com-
any’s year end, it used to ay tax on the
ull amount that was due In six months’

; time. In terms of this latest decision, the

» company will pay tax on the present value

. of the future Emtalments.”

other words, companies can now
aprly a discount rate to the amoupts re-
celvable in some months’ time, Instead of
paylnf tax on the full amount as if they had
already received it, .

" “This means the tax'bill ig effectively
reduced for the current year,” Mazansky
said. He added a discount could be applied
only in cases where the amounts were

ayable after the com any’s year-end and
R could not be applied to overdue amounts,

- —————




Own Correspondent

JOHANNESBURG, — In-
dividual tax payers pro-
vided government with
almost R2bn more in in-
come tax than was ex-
pected in the 1989/90
Budget as infiation
pushed people into
higher tax categories.
The unexpected surge
in personal taxés comes
as a result of a 20% aver-
age increase in salaries
on which taxes are paid.
This was far in excess
of the inflation rate of
about 15% and'was not
foreseen by finance offi-
cials drawing up the
Budget at a time when
the economy was poised
to enter a downswing,
Government is set to
end the current fiseal
year with revenue from
personal income taxes
35% higher than in
1988/89 — compadred with
a budgeted increase of
22,5% to R17,1bh.
Analysts said the “fis-
cal drag factor” was now
a high 80% — for every
10% increase in the per-
sonal income tax base,
government’s revenue
from this source rose by
18%, eating into individ-

comes.

Fiscal drag adds to the
tax burden on individ-
uals when a salary in-
crease is accompanied
by a rise in the tax paid
as a.percentage of total
‘| income,

In next week’s Budget,
government is' expected
to give relief for fiscal
drag — economists ex-
pect the R2bn extra this
year will be given back
‘to individual taxpayers,

Nedcor’s Edward Os-

uals’ disposable in- 20

born said: “Government
can clearly afford re-
duce fiscal drag.”

Such a move would
probably be accompa-
nied by another call for
wage restraint in the pri-
vate sector.

Apart from moves to
alleviate fiscal drag, in-
dividuals will also be af-
fected by an exemption,
or reduction, of tax on
interest earned on sav-
ings,

But George Huysamer
economist Louis Gelden-
huys said: “The Budget
will suit the markets
better than the individ-
ual,

The markets will ap-
plaud government’s
moves to control spend-
ing and keep its borrow-
ing requirement small.”

Geldenhuys expects a
modest increase in
spending of 10% (to
R71,9bn) with a shift in
focus towards social
spending — he believes
increases of 25% in the
education Budget and
similar increases for
health and housing are
possible:

Police could also see a

huge increase of over
%.
A reduction of about
20% in Defence spend-
ing, and slow growth in
the interest bill, eould
help finance these large
increases,

Finance Minister Bar-
end du Plessis has also
indieated substantial
savings will be made on
theil:ublic Works Budget
— this could be as high
as Rlbn,

Other economists are
less optimistic that the
rise in spending will be

kept that low. Rand Mer-
chant Bank’s Rudolf
Gouws and Frankel
Kruger’s Mike Brown be-
Ilieve 11%-12% more like-
y.

The range of forecasts
varies between 10% and

0,

The belief is that
governmeént will keep
the increase below the
expected inflation rate
for the fiscal year of
about 13,5%,

On the revenue side, it
seems an increase in
line with the inflation
rate is expected, .

Brown sees a 133%
rise in revenue to Ré68bn,
as does Sanlam’s Johan
Louw with Geldenhuys
closer to the 14% level,

The consensus on the
deficit is about R7hn —
below the 3% of GDP
figure used as an inter-
national guideline.
Brown, however, is more
bullish on the deficit
and believes it could be
below R6bn.

The UBS’s Hans Fal-
kena called for a deficit
of below 2,5% of GDP.

“A deficit that exceeds
the potential long-run
growth rate of the econo-
my is too high,” he said,
adding that government
would be hard pressed
to produce a deficit of
that order,

This current fiscal
year saw a deficit of
about 27% of GDP —
}nﬁinly due to a tax wind-
all.

The aim to keep the
deficit down will reduce
government’s room for
maneouvre on the tax
side — no' major tax re-
form is expected,

Apart from fiseal drag,

| cm————

some action is expected
to reduce import sur-
charges and mining tax-
es, while clarification on
capital gains tax is ex-
pected.




Setback for %1
o . 7/3 70
Ciskej econem

Financjal Editor 320

CAPE TowN businesses which moved i the ei
~—orset yp subsidiary operations there are now
facing the brobable losg of the tax concessions
which attracted them to the homeland, 5 city ac-
countant bointed out yesterday.

Godfrey Shev, tax partner at Kesse] Feinstein,
said a number of local businessess were established
there, He believed those in Bisho had escaped
damage or looting and were in any cage insureq
against rjot, .

Most had moved for thegenerous tax holidays that
could be arranged, and not to take advantage of
cheap laboyr.

I{But there was talk now of the Ciskei returning to

“t €osts a lot of money to locate or relocate in
Place like that, Some of the firms which went were
given tax concessions for seven Years or more,

“It could be seen asa demonsiration ofinstability
in the region, and that could frighten off foreign
investors,»
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Some sco

By Michael Chester
The SA Chamber of Business
(SACB) forecasts that while the
1990 Budget may be relatively
striet, there should still be scope
for cuts in personal and company
tax rates.

SACB economist Keith Lock-
wood, in a review of business con-
fidence levels, concedes that it
would be unrealistic to expect
much in the way of sweeping tax
reform when the Budget is deli-
vered on March 14,

Holding down the pay increases
of public servants to 10 percent,
along with various recent state-
ments by cabinet ministers, were
. clear pointers to a relatively
. strict budget stance.

“Nevertheless,” he adds, “there
should be scope for a reduction in
tax rates — both. corporate and
individual — bec:aise of the un-

o ———

derlying resilience of the South
African economy.

“Lower tax rates should also
assist to encourage further busi-
ness activity, thereby resulting in
an increase in tax revenue.”

But caution has been signalled
by the SACB that South Africa
must expect the brakes to stay on
new big inflows of investment
cash from overseas until the polit-
ical and economic outlook come
into sharper focus.

The damper to over-optimism
comes with confirmation that the
overall level of business confi-
dence in February stayed intact.

With the initial burst of enthu-
siasm about the release of Man-
dela counter-balanced by shock
waves of talk about ANC nation-
alisation plans, the chamber’s
confidence index remained un-

‘changed for the third month in a

- e S TR I ST Ay e

A

75 the
the start of aFecovery from the
sharp falls it suffered amid con-
troversy about nationalisation
when it became evident that the
ANC's economic policy appeared
to be flexible and negotiable.

“In many ways,” he says, “it
is fortuitous that the debate over
the future economic system has
already got under way and is
gaining such prominence.

“The skittish reaction of over-
seas investors to the various polit-
ical pronouncementshave served
to stress the underlying instability
of world financial markets.

“Although the gold price and
financial rand tend to insulate
South Africa to some extent from
developments on other bourses,
the JSE remains sensitive to such
developments,” he says.

~

@ Individual income taxes could
bring in over R19billion in reve-
nue in the 1989/90 fiscal year ~—
R2billion more than budgeted, it
was reported today.

The Finance Ministry had bud-
geted for a 22,5 percent increase
in revenue from personal income
tax to R17,1 billion, but as a result
of the 20 percent increase in sa-
laries over the period could now
receive about R19,1 billion.

When drawing up the Budget
last year policy makers had ex-
pected salaries and wages to rise
in line with the forecast inflation
rate of about 15 percent.

The additional inflow is likely
to be given back to individual tax-
payers to provide relief for fiscal
drag, although Finance Minister
Barend du Plessis will once again
stress the importance of limiting
wage increases this year.

1
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INDIVIDUAL tax payers provided govern-
ment with almost R2bn more in income
tax than expected in the 1989/90 Budget as
inflation pushed people into higher tax
categories, R .
The unexpected surge in personal taxes
comes as a result of a 20% average in-
crease in saldries on which taxes are paid.
This was far in excess of the inflation rate
of about 15% and was not foreseen by
officials drawing up the Budget when the

“for govt
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" Apart from moves to alleviate fiscal
drag, individuals will also be effected by
an exemption, or reduction, of tax on inter-
est earned on savings. A

But George Huysamer economist Louis
Geldenhuys said: “The Budget will suit the
markets better than the individual. The
markets will applaud government’s moves
to control spending and keep its borrowing

economy was poised to enterad g
Government is set to end the current
fiscal year with revenue from personal
income taxes 35% higher than in 1988/89 —
compared with a budgeted increase of
22,5% to R17,1bn.
~ Analysts said the “fiscal drag factor”
was 80% - for every 10% increase in the
personal income tax base, government’s
revenue from this source rose by 18%,

requirement small.” i
eldenhuys expects a modest increase

in spending of 10% (to R71,9bn) with a shift
in focus towards social responsibility — he
believes increases of 25% In the education
budget and similar increases for health
and housing are possible, 0
Police may see an increase of more than
20%. A reduction of ahout 20% in defence
ding and slow growth in the interest

eating into disp

Fiscal drag adds to the tax burden on
individuals when a salary increase is ac-
companied by a rise in the tax paid as a
percentage of fotal income.

In ‘Hext week’s Budget, government is
expected to give relief for fiscal drag —
econorists expect the R2bn extra this year
will be given back to individual taxpayers.

Nedcor’s Edward Osborn said: “Govern-
:inent"can clearly afford .to-reduce fiscal

rag.” L .

Such a move would Frobaibly be accom-
panied by another call for wage restraint
by the private sector.

~ ‘The range of forecasts ~.vam§

bill might help finance these. large
increases. B
Finance Minister Barend du Plessis has
also indicated substantial savings will be
made on the Public Works budget — thi§
could be as high as Rlbn. s
Other economists are less optimisti¢
that the rise in spending will be kept that
lTow. Rand Merchant Bank’s Rudolf Gouws
and Frankel Kruger’s Mike Brown believe
11%-12% more; likely. ;

10% and 13%. The belief is that.
[0To Page 2
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R2bn tax

expected inflation rate for the fiscal year
of about 13,5%.

On the revenue side, it seems an increase
in line with the inflation rate is expected.
Brown sees a 133% rise In revenue to
R68bn, as does Sanlam’s Johan Louw with
Geldenhuys closer to the 14% level.
~ The consensus on the deficit is about
R7bn — below the 3% of GDP flgure used
as an international guideline. Brown, how-
ever, is more bullish on the deficit and
Believes it could be below R6bn,

[
E

nent will keep the increase below the -

"(320 ) CiFram Pags 1

i The UBST Hans Falkena called for a
"deficit of below 2,5% of GDP, : o

lm‘l'A deficit :hhat t:xceedsf P -the potential
-run growth rate of the ec
_high,” he said. onomyjs too
¢ This current fiscal year saw a deficit of
_about 2,7% of GDP —ymainly duetoa iaox
windfall, :

Apart from fiscal drag, some action is
expected to reduce import surcharges and

4

mining taxes, while clarification on capital |

gains tax Is expected.- ¥ » v




dreds of millions of rands as a result of
Beers’ proEosed listing of its offshore if-
terests in Europe.

A senior mining tax consultant said last
night De Beers' dividend ~ Ri1,1bn in
financial 1989 -- will be treated differently
for tax purposes after its announcement of

Switzerland and Luxembourg,
. De Beers has received a rul u% from SA
tax authorities and is busy clarifying cer-
tain tax issues in Switzerland.

However, SA personal shareholders in
the new De Beers may pay more tax than

holders of shares are not, however, taxed

THE SA Exchequer stands to lose hun. . QOL BARRY SERGEANT

itent to hive off 80% of its earnings base to.

before, the tax consultant said. Corporate

Taxman is big loser in De Beers reshuffle

A@nd would be “stapled” to normal De Beers
s

hares, and could only be traded as a unit.

the offshore move on the 15% SA dividend— Moreover, De Beers has instituted what
amounts to a class action in Switzerland to -

witholding tax on foreigners could affect
the SA fiscus to the tune of R100m or
more.” He explained that this figure ex-
cluded gosslb e reduction of the tax De
Beers itself paid — R807m in 1989,

“It is imposslble to calculate a figure,
fiven the level of De Beers disclosure, and
ts extremely complicated nature.”

Meanwhile De Beers has confirmed that
SA Inland Revenye has issued it a ruling

. that'SA recip_ie_;nts of Centenary depositary

receipts (CDRs) will not be taxed as if the

receipt were a dividend for tax Tpurposes,'

as would normally be the case. The CDRs
would represent existing De Beers share-

refund to SA De Beers unitholders the 35%
Switzerland dividend witholding tax. De

Beers said no material changes in the over-

all taxation of the group — R807m in 1989
'~ “were expected to arise as a conse-
quence of the rearrangement”.

The tax consultant said that De Beers
shareholders will have to consider their
positions individually. “Taxation of divi-
dends depends on level of income, source
of income and residence,

“However, although SA residents are
only taxed on income sourced in SA, divi-

on dividends. % {y? 1
The tax con%u‘l st

e
tant said: “The effect of

holders interests in the offshore interest,

dends, regardless of source, are deemed to
- 0 To Page 2

|

A .
Taxman®"%7q0
have been derived from SA.

He said that the tax route adopted by De
Beers was modelled on numerous previous
cases of SA companies establishing off-
shore. In case of De Beers, 1989 prb forma
accounts — as if the new structire had
been in place — showed that 80% of earn-
ings would have been derived from
Europe, the rest from De Beers SA.

Of these foreign earnings, says De Beers,
80% will be paid by Luxembourg subsid-
iary Centenary Holdings, and the balance
by De Beers Centenary AG in Switzerland.

y Page 1
g% YD From [*]
fland Emposae a 35% withholding
tax on dividends before double tax treaty
relief, which includes SA as a si natory.
Luxembourg im| no withholding tax
on dividends. De m says that on the
1989 pro forma figures, SA unitholders

would be subject to witholding tax amount-

ing to a net 1,2% of their overall dividends. .

Dividends paid by De Beers SA to foreign
unitholders would continue to be subject to
15% — the actual rate having been 13,06%
and 13,50% in the past two years.

@ Ses Page 8




A pactical

Willem Cronje is a tax
X partner at Deloitte
Haskins & Sells. He
was an adviser to the
Margo Commission
¢ on Tax Reform and
believes it’s time to re-
consider treatment of
dividend income

With various major recommendations of the
Margo Commission slowly taking form, in-
cluding separate tax for husband and wife
and a VAT system, attention is turning to
another fundamental recommendation: that
dividends be exempted from tax.
Government appears favourably disposed
to this. But I believe it would be a serious
error. Not only would exempting dividends
tilt the balance severely in favour of the
wealthy, it would be structurally unsound.
I know of no country that totally exempts
dividends from tax, despite the oft-repeated
argument that it constitutes double tax.
Many dividends are in fact paid out of cap-
ital gains or income which has been sheltered
by tax losses or in some other manner. It is,
therefore, not correct to say taxation of divi-
dends necessarily constitutes double tax.
Some major countries treat dividends
more severely than SA. In the US, dividends
are taxable in full in the hands of individual
shareholders, without the one-third relief

solutio“ £1M 212190

offered here. And companies (except in
groups as defined) have to pay tax on 15% of
gross dividends received. In other words,
there is an 85% exemption in respect of
dividends received by unrelated companies,
as opposed to our 100% exemption (disre-
garding undistributed profits tax).

While the double taxation argument may
be true where the identity of the shareholder
is close to that of the company, for example
in small companies, this is not the case in
large listed companies.

Such an investor won’t be dissuaded from
investing in shares by concepts of double
taxation.

However, the present system of taxing
dividends is not satisfactory. In the first
place, there are compliance problems, as
there is no withholding tax for dividends paid
within SA. Secondly, undistributed profits
tax creates complications in excess of any
usefulness it may still have.

I would, therefore, propose the present
systems of dividend and undistributed profits
tax be abolished and, in their place, a final
withholding tax on dividend income equal to,
say, 15% of the gross amount be substituted.

This system is used in Zimbabwe, where
there is a final withholding tax on dividends,
at the point where a company pays dividends
to an individual, trust or nominee.

Thirdly, to recognise there is indeed some
force in the double tax argument, structure

the tax rates so that the rate attaching to
companies is five percentage points lower
than the top marginal rate for individuals.
This will result in a rough balance if one
recognises that, on average, 50% of profits
are distributed as dividends.

For example, assume a company has pre-
tax profits of R100. With a 40% company
tax rate, R30 (50% of after-tax profit) would
be paid as a dividend. At a 15% withholding
tax, the tax on the dividend would be R4,50.
Tax on the company and the dividend would
therefore total R44,50.

An individual who receives a profit of
R100 in his own hands would pay, according
to the proposed structure, total tax of R45.
So there would be general equivalence in the
treatment of companies and individuals.

It is of course correct to argue that there
should be parity of tax rates between com-
panies and individuals. Otherwise, business
merely flows into the vehicle with the lowest
tax rate and not necessarily the appropriate
vehicle for a particular activity. There is a
countervailing argument that companies
should pay a somewhat lower rate of tax in
view of the taxation of dividends. I do not
believe a discrepancy of five percentage
points will create any substantial distortion.

A top individual rate of 45%, a company
rate of 40% and a final withholding tax of
15% on dividends would, therefore, be a
practical solution to the dividend dilemma.
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INCOME TAX
Valuing book debt

A judgment of the Appellate Division (AD)
on February 22 on the inclusion of book debt
in gross income and its valuation for tax

purposes, could have important repercus-

sions. For 60 years, tax law on this subject
has been based on Lategan'vs CIR, a Cape
Provincial Division judgment. This made it a
precedent binding only so long as it was not
superseded by a superior court decision,
Now Lategan has been upheld by the AD,
in the case CIR vs People’s Stores.
Lategan had two legs. The first, that book
debt fell within gross income as defined in
Section 1 of the Income Tax Act; the second,
in not very clear terms, that the value of book

-’
RAND’S PRICE
Mar 6 1990 One foreign
R1 squale  unit equals {R)
0,298 3,377
0,303 289
0,323 3,100
0,356 2.816
0,236 4,244
0,229 4,380
0,388 2,578
0,395 2,629
Canada §$ ... 0,480 2174
0471 2,123
Switzerland F.. 0,678 1,727
0,625 1,800
France Fr.... 2,220 0,450
2,488 0,402
Germany DM ... 0,068 1,824
0,732 1.366
Japan Yen., 57,890 0,017
60,91 0,020
Italy Lira.... 484,395 0,002
637,180 0.002
Zimbabwe $ 0,906 1,108
. 0,788 1,269
Austrla Schil,,., 4,828 0,218
5,140 0,196
Holtand Guilder. 0,740 1,351
0,828 1211
US § valus of SDA 1,315 1,212
US $ value of ECY 1,128 1,202
Flnencial Rand
Cost per US 4,020 2,818
Discount (%} 36,962 2474
Yest ago figures In light print.
Averaga of the Telagraphic Transfer buying and selling rates used
by the banking sector for the day, for amounts up to R20 000
depending on forelgn currency Invatved,
The above rates are for guidsnce purpasss only,
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debt at financial year-end and not its face
value compriged gross income. On this point,
some experts argued book debt should be
, valued at the date it arose father than finan-
cial year-end. S ’

In practice, the commissioner was happy
to accept the first leg but not the second,
Taxpayers were reluctant to challenge him
in court. As a result, they have been taxed on
face value of book debt to this day.’ ¥

This has been resolved by the AD, which,
in clear terms, upheld the principle that book
debt arising in, and unpaid at, the end of the
year of assessment be included at present
worth of future instalments, not face value.

The decision taises at least two issues:
firstly, whether Revenue will leave the law as
it now stands or propose legislative amend-
ments; secondly, the basis for valuing debt so
long as the law remains as it is. Deloitte tax |
manager Stefan van As says there are many
technical aspects in determining value of
book debt, such as bad and doubtful debt,
settlement discounts and credit notes, not to
mention the interest rate at which it should
be discounted. L b

* Indeed, it's not clear whether it is the
value to the taxpayer which is to be ascer-
tained or the value of the debt on open
market — what factoring houses or financial
institutions would pay forit. - + . -

Greatly to be feared, says Van As, is the
prospect of a rushed, ill-considered, ad hoc
and possibly retroactive amendment to the
Income Tax Act, set out in yet another press
statement from the Department of Finance.

It would be preferable for the commission-
er to agree to a period of deliberation during
which all parties could be consulted.

One option is to provide an objective basis
for valuing book debt. Another is to leave the
Act as is but for the commissioner to value
expenditure incurred, payable only in future,
on the same principle as income. This could
perpetuate uncertainty and a suitable
amendment to the Act is preferable.

Van As emphasises there is no real techni-
cal difficulty in leaving the law as it is. It is
well within accounting skills to value book
debt taking into account all relevant factors.

This was recognised by Judge Kriegler in
the People’s Stores case in the Special In-
come Tax Court, whence it was appealed. L]
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Taxman will no
lose — De Beer
“Business-Day Reporter

DE BEERS yesterday deiied a report in
Business Day headlined “Taxman is big
Yoser in De Beers reshuffle”, . :

De Beers spokesman Neville -Huxham
said that in fact the fiscus in SA would be in
a neutral situation after the change.

Business Day’s report, which was based
on interviews with tax experts outside De
Beers, said the SA Exchequer would lose
hundreds of millions of rands-as a result of
De Beers' proposed setting up of its off-
shore interests in Europe. .

‘Huxham said De Beers had cleared its

" scheme of rearrangement with the e?ipgoi
a1

priate authorities, who aré satisfi
their situation will-be unaffected. He point-
ed out that while 80% pro forma of De
Beers/De Beers Centenary’s dividends
would be ?aid out of Switzerland/Luzem-
bourg in future, this did not represent a
loss to non-re&dent’s _g\h\areho ders tax
(NRST) in SA. V\O# W\ A0

-Said Huxham: “The position is regular-
ised by Section 46 of the Income Tax Act,
which effectively means that the propor-
tion of a company’s income from a foreign
source when distributed does not render a
foreign shareholder liable for NRST. .

“In future, the portion of dividends paid

out of Switzerland and Luxembourg will
attract a net witholding tax, which we
have calculated to be 1,2% of the total, In
future foreign dividends paid ‘out“of De -
Beers Kimberley will continue, to aitract

| up to 15% NRST, as in the past.”




Personal tax cut is &
’ Sor 43/
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expected next week()

By Peter Fabricius,
Political Correspondent

CAPE TOWN — Finance Minister Mr
Barend du Plessis is expected to cut
personal income tax-and Government
spending when he presents the Budget
to Parliament on Wednesday.

“Great interest will focus on the first
Budget under President de Klerk with
expectations that for the first time in
many years a South African govern-
mient will actually fulfil some of its ec-
onomic promises.

“An additional budget last month
which exceeded estimates by only
R164 million or 0,3 percent — and
showed zero growth in defence for in-
stance — suggested that the Govern-
ment is earnest about financial dis-
cipline,

“However, neither the tax cuts nor
the cuts in Government spending are
likely to be dramatic. Mr du Plessis
has made it clear that the Budget
should be seen as a step on the road
towards the Governmemt’s five-year
plan. One reason why overall cuts will
nft be great is that the Government is
cgmmitted to greater welfare spending
— In such areas as education, pensions
and housing.

JWill it be the “Budget for negotia
tions” which Democratic Party finance
spokesman Mr Harry Schwarz wants
~a budget which shows the Govern-
ment's good faith by really starting to
shift money into black hands?

Certainly, it seems social spending
will absorb much of the unexpectedly
large increases in tax revenue over the
last year, recently calculated by Re-
serve Bank Governor Dr Chris Stals at
about R3 billion above estimates.

Continued payment of SA’s huge for-
eign debt will drain another few billion
from the national coffers although
much of the R3 billion raised by the
flotation of Iscor will go to offset this.

Among the tax goals set out in the
five-year planm is a committment to
cut personal income tax by reducing
marginal rates from the present'maxi-
mum of 45 percent at the income level
of R80 000 to 40 percent at R100 000.

Mr Harry Schwarz expects that Mr
du Plessis will merely reduce “fiscal
drag”, the process by which taxpayers
are pushed into higher tax brackets be-
cause of inflation. o

"One of the costs to the man in the
street of lower taxes will be increases

"in user ¢harges for sexvices, o

Tax on “luxury” goods such as'eiga-
rettes and liquor will probably show
the usual annual rise as these afe a
“soft touch”. A Ln

A final and complete separatiofi of
husbands’ and wives’ taxation could
also on the way. i
.«The R9 billion defence budget “will
almést certpinly be cut now that'the
Namibian w‘ar is over.
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Against the background
of a slowing economy,
unrest which may dis-
courage foreign invest-
ment, and the need to
make a free market Sys-
tem attractive to
blacks, AUDREY D’AN-
GELO asked econo-
mists and businessmen
what they expect from
this week’s Budget.

“

EVERYONE hepes,
every year, for conces-
sions in the Budget that
will make them better
off. Finance Minister
Barend du Plessis has
recently conceded that
the SA taxpayer is too
heavily burdened. And
in view of the fact that
taxes brought in higher
revenues than expected
this year, prospects
seem good for some

large

cuts

In taxes

lightening of the tax
burden.

But the threat of nation-
alisation has put the minis-
ter under pressure to speed
up the redistribution of

wealth and make a free

market economy more
attractive to blacks,

It is also imperative for
housing, education and
health services for blacks to
be improved.

Are these facts mutually
contradictory? Or can we
expect a Budget of startling

, originality to meet the

need.sruf a changing SA?

Ecotiomists normally
offer differing opinions. But
most Seem confident that
there/will be cuts in direct
taxation, with a move to-
wards indirect taxation.

They differ, however, in
how generous the cuts in
direct taxation may be, At-
tie de Vries of the Stellen-
bosch University Graduate
School of Business, says he
does not expect them to be
8] ar,

“1 think there will be ad-
Jjustments to figcal drag as
well as, possibly, an in-
crease in the tax free por-
tion of investment income,

“T think the minister can
afford to give away a maxi-
mum of R2bn, or perhaps
R2,5bn, and that will be
that.”

Brian Kantor, head of the
School of Economics at the
University of Cape Town, is
far more encouraging. He
believes that government
expenditure can be restrict-
ed to R72bn — a rise of
R12bn.

Meaningful cuts

“They should not try to
balance the Budget. And if
the borrowing requirement
is limited to R9bn it will
give him lots of room to
make meaningful tax
cuts,” he says cheerfuily.

“1 think he will cut direct
taxation in a meaningful
way, 8o that people will
notice the difference.

“He will cut out bracket
creep, which erodes pay
rises, and I think he wiil
reduce tax rates by about
5%. The top rate will come
down from 45% to 40% and
50 on down the line.”

Pointing out that part of
government strategy is to
restrict across the board
pay rises for public ser-
vants to 10%, Kantor says
tax rates will have to be
reduced to compensate for
this.

“And 1 think they will
raise police salaries, to
make it an attractive
career and to keep them
loyal.” .

Kantor expects corporate
tax rates to come down by
at least 2,5%. “If individual

BAREND DU PLESSIS

rates of tax come down but
not corporate rates, people
will start dis-incorporating
themselves.”

And he expects value
added tax (VAT) to be in-
troduced in the middle of
the year.

Tax free savings

“It may be described as ‘a
white man’s budget’ if di-
rect taxes are cut. But
everyone in the formal sec-
tor pays tax. And popula-
tion numbers mean there
are more black people than
whites in the formal sec-
tor.”

Glenn Moore of Personal
Trust. suggests that the
Budget should be an una-
shamedly capitalist one
and that there should be no
tax on any form of savings,
including shares in com.
panies.

“Any money put away in-
stead of being spent should
be free of tax, That includes
the buying of shares, which
is a form of savings. Shares
are just one more effective
hedge against inflation and

should be totally tax free-in
the hands of savers.
“T think this is the sipgle

the Budget.

“It would encourage in-
vestment and savings, to
provide capital for growth,
and would end the need for
high interest rates to dis-

" courage consumer spending

resulting in high imports,

*“Tt would transform life
for retired people. Elderly
people who have saved all
their lives would no longer
have to worry about having
their savings eroded by a
combination of inflation
and tax. Younger people
would realise it was worth
while to build up capital
rather than buying con-
sumer goods.

“It would help to get the
economy going again, en-
couraging everyone, black
and white to build up their
own capital base.

“We believe in capitalism
and we should nail our
colours to the mast and
come out with a capitalist
Budget.

“It has been one of the
sins of this economy that, to
avoid high taxation, salary
packages have been struc-
tured with perks instead of
money. People have been
forced to spend in this way
to keep their tax bill
down.”

Mike Daly of Southern
Life believes there is a dan-
ger that the minister might
be tempted to reduce
government expenditure
too much. “I don't think he
should get the deficit before
borrowing down %0 much
Jjust because it looks good.

“They should not cut ex-
penditure in real ‘terms.
They should spend money

OTo page 21
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DON'T expect a huge re-
duction in your tax pay-
ments when the Budget 1s
presented to Parliament
| on Wednesday.
More so than ever this
- year the fiscal policies spelt
out by Finance Minister
Barend du Plessis will be
" subject strictly to the over-
riding economic concerns.

To use Mr du Plessis’s own
words; “We have to restore the
credibility of the Budget as a
tool of economic measurement.”

The high inflation rate has
been declared public enemy
Number one and strict speriding
cuts are on the cards to comple-
ment the Reserve Bank's tight
monetary policy.

While the emphasis will be on
strict expenditure controls —
which reduce demand and thus
price increases — a huge
amount of money will still be
required to finance social
projects in education, health and
housing.

There is hence little scope for
alleviating the high tax burden
of individuals or companies, al-
though some minor adjustments
to make up for the effects of fis-
cal drag could be announced.

The government has already
sent out signals that its depart-
ments will not get away with
spending policies which over the
past few years were allowed to
override the fundamental needs
of the economy.

1t is encouraging that public
servants willget only a 10 per-
cent increase this year — al-
though the effective rise will be
closer to 15 percent given notch
increases and tax benefits.

Even more important is the
fact that the huge defence bud-

et will be slashed by about
R2 billion next year — money
that will certainly be dedicated
to more growth orientated de-
partments.

Frankel Kruger Vinderine
economist Mike Brown believes
state spending for the current
fiscal year will come out close
to the budgeted target of

|
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R65 billion or a 15 percent in-
crease. ’
Furthermore, the deficit be-
fore borrowing, which is the
most important indicator of fi-
nancial discipline, as it high-
lights the difference between
what is spent and what is re-
ceived by the state, will be con-
fined to around R5,5 billion,
compared with a target of
R9,9 billion. '
Expressed as a percentage of
the country’s wealth (gross dom-
estic product) this deficit is like-
ly to fall below the three per-
cent level in line with interna-
tional standards set by the IMF.
And in the new era of fiscal
stringency this trend is set to
continue in the 1990-91 fiscal
year. Mr Brown predicts a bud-
geted expenditure increase of
only 12 percent and deficit be-
fore borrowing of R5,4 billion or
2,6 percent of GDP.
What.then is in it for the tax-
payer.?

Not much. In the prevailing
climate of restraint, the Minis-
ter has little room for manoeu-
vre, particularly since revenue
income is expected to rise by
only 13 percent next year, given
the expected slowdown in the
economy.

Proposals which have been
bandied about and which could
moderately alleviate the high
burden of taxation by encourag-
ing savings include:

@ A higher ceiling at which the
top marginal rate is levied.

@ An increased level at which
retirement annuities are exempt
from tax.

@ The tax-free threshold for in-
terest income could be raised.

Proposals to reduce taxation
directly could be limited to
some marginal changes in the
tax schedules for married
women.

Some R2 billion could also be
allocated to alleviate fiscal
drag, which occurs when a sala-

ry increase are accompanied by
higher tax rates as a percent-
age of total income.

However, this R2billion
comes from the taxpayers’ own

pockets — it comprises the addi-"

tional funds raised last year
through income tax_collections
above the budgeted figure of
R17,1 billion. .

Income tax revenue is. by for
the biggest contributor to state
coffers, having risen from only
R5,7 billion in the 1983-4 fiscal
year to this year’s level of over
R19 billion (see graph).

On the basis that individuals
account for about 50 percent of
all GST payments their total tax
payments in the 1990-91 fiscal

ear could soar above
R36 billion.

Compare this with payments
of about R6 billion seven years
ago and the picture is one of
total gloom.

Don't expect it to brighten
considerably on Wednesday.

get your

'own back

‘This is your chance to get back at the Minister

p tions on the Budget as soon as p
the chairman of the Joint Committee on
be meeting from March 15 to 23, to discuss

people or institutions to submit

In a statement issued in Cape Town yesterday,
Finance, Dr FP Jacobsz, said the committee would be

of Finance. The Department of Finance has invited

ble after March 14.

the Budget and

his

All correspondence should be

p!
“If any person or institution wishes to give oral evidence on the Budget, he should indicate so in
; o De Jacol .
¥

d to: The S

ment, PO Box 15, Cape Town 8000,
If vou_ hisve any serious recommendations, give it a go!

aid.
faxed to {021) 461-5372 or ad

y of Parlia- ‘\



com g,
liquor abuse
FUNDS 'raied by taga.
tion of liqour and tohacco
| sales"and finiés meted out.
| to individuals contraven-
ing the drug laws could
be used:fora, hational ac-
{-tion. plan ‘to’ combat- ang
"prevedt both aleohol and.
drug abuse, _

" 'This is oné of the rec-.
ommendations that ‘will
be made to*tlie Minister
of National Health and
Population’ Development,
Dr'Rina' Venter, by'a
wquin'g-“{fcbnference
aired at the implemen-
tatiofi of'a national strat.
egy to combat alcohol .

and drug abuse; - . - .
1 Conference delegates
said' siibstantial fundsy
‘| wasrequired to facilitate
 efféctive research on a
natiohal basis- into pre--
ventionaiid ‘treatment’
programmes and.that
this money could he
raised by :thedtaxatiorg of
liquor and tabacco siles,
More thah 150" partici-
pants attended the* cop.
{ 'ference: =Sapa’







tax burde

a 180 000 tons per month (tpm) deép;

Own Correspondent :

: JOHANNESBURG. - The govern-
'ment could secure 120000 new
“jobs in the gold mining industry

affecting up to '750 000 dependants .

_during the next decade if bold tax
reform is announced in Wednes-
day’s Budget.

Tom Dale, head of research at stock-
brokers: Ed Hern, Rudolph, Ine, ar-
gues that “immediate abolition of
lease and tax surcharge liabilities for
gold mines and a new deal on ring
fencing would improve the return on
several gold mining' projects to above
the hurdle-rate which investors re-
i high risks of deep level

He says that as a result, JCI’s South
Deep, Anglovaal’s Sun project, Vaal
Reefs’ Moab shaft and Freegolds’ Du
Preez Leger Jonkers Rust would all
probably get an immediate go-ahead
from the mining houses. “These pro-
jeets could produce more than 8-mil-
lion tons of gold-bearing ore a year by
the turn of the century, increasing to
about 15-million tons-a year during
the following decade.”

The four potential mines are being
held up by tax obstacles, as the mining
houses involved have consistently
stressed. Major arguments are that
deep level hard-rock mining is high
risk; the gold price is set in interna-
tional markets; SA costs are rising
faster than competitors’ and the only
real variable in the equation is the tax
system.

Dale says that from operating gold
mines’ figures, it can be assumed that

level mine would employ about 12 000.
“The resultant direct employment op-
portunity could be 46 000 by the year
2 000, possibly rising to 82 000 men by
the year 2 010.

“If we accept an employment multi-
plier of 1,5 for the hard-rock mining
industry, total employment stimulated
by these mines (including secondary
industry) could grow from 69000 to
123 000 over a 20-year period. Using a
dependency ratio of 6:1, almost
750 000 individuals could be affected
by hopeful bold mining tax reform in
the forthcoming Budget.”

Dale says a mining rate of 15-million
tons a year would cost some R2bn a
year ‘in real terms in wages, consum-
ables and power. He argues that this
expenditure would provide enormous
stimulus to secondary industry.

. “Moreover, the total capital cost of
establishing 15-million tons a year
output is probably around R15bn in
current terms. This additional expen-
diture of about R750m a year in real
terms over 20 years would provide fur-
%hpr stimulus to secondary indus-
ries.”

Dale argues that further down.the
line, tax neutrality for gold mines
could well lead to development of the
virgin “Potch Gap” gold fields, and
large areas of the OFS which are unat-
tractive to investors in the current tax
enviroment.

“I believe there is real potential for
the government to address the burn-
ing issue of job creation during the
ne)((lt 20 years in the 1990 Budget,” he
said. .3




Bold tax relief in Budget is. lgey

| "
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‘GOVERNMENT could secure, during
the next decade, 120 000 new jobs in
the gold mining industry, affecting up
to 750 000 dependants, if. bold tax re-
form is announced in Wednesday’s
Budget.

Tom Dale, head of research at stockbro-
kers Ed Hern, Rudolph, Inc, argues that
“immediate abolition of lease and tax sur-
charge liabilities for gold mines, and a new
deal on ring fencing, would improve return
on several gold mining projects to above
the rate which investors require for the
high risks of deep level mining”.

Gold mines paid an overall average tax
rate for the December 1989 quarter of 52%
on taxable profits of R674m. .

 “This disguises the fact that some mines
are currently paying combined lease and
tax rates of up to 85%,” said Dale.

In their annual reviews recently, Peter -

Gush and Lionel Hewitt, chairmen of
Anglo American’s operating mines, said:

“There is no doubt that the current system |

Ring fencing prohibits the absorption of

mine with taxable profits. -
Dale said that bold tax reform could

Sun project, Vaal Reefs' Moab shaft and
Freego!ds’ Du Preez Leger Jonkers Rust
would each, probably, get an immediate ,
go-ahead from the mining houses. -
“These
than 8-million tons of gold-bearing ore a
year by the turn of the century, increasing
to about 15-million tons a year during the

mean that JCI's South Deep, Anglovaal's

of ring fencing 1s the single biggest factor '
inhibiting the development of gold mines.” .

a developing mine’s tax losses by a sister '

ﬁrojects could produce more

Mines coul
offer 120 00

SN a‘\v‘,"w'.
more jobs’ "

[ eannvsemceant |

The four potential mines are being held
up by tax obstacles, the mining houses
involved have consistently stressed. Gush
and Hewitt, too, have argued that “further
bold reforms were required for the mining
tax system.”

Finance Minister Barend du Plessis has
hinted that ring fencing may be addressed.
This was acknowledged by Gush and
Hewitt. .

Dale welcomed the report from the Tax
Advisory Committee on the definition of
capital gain versus revenue, which was
handed recently to Du Plessis. “This issue
has constantly constituted further uncer-
tainty in a business environment already

- fraught with risk,”
Dale calculated that of the R32bn worth .

of gold mining investments held by the six
major mining houses, about R14bn at Fri-
day’s closing share prices could be classi-

« fied as “mature”, .
He explained that if a clear definition of

capital gains was made, some of these
mature investments could be realised and
the proceeds used to finance new mining -
ventures.

Major arﬁ:xments'for bold mining tax .
...reform are

at deep level, hard rock min-
ing is high risk; the gif price is set in
international markets; SA costs are risin,
faster than competitors’; and the only real
variable in the equation is the tax system-
applicable. .
ale says that from operating gold -
mines’ figures, it can be assumed that a

O To Page 2

. following decade.”

Tax reform,u°

180 000 tons per month (tpm) deep leve
mine would employ about 12 000. “The re-
suitant direct employment opportunity
could be 46 000 by the yedi 2000, possibly
rising to 82 000 men' by the year 2010.

“If we accept an employment multiplier
of 1,5 for the hard rock mining industry,
total employment stimulated by these
mines (including secondary industry) could
grow from 69 000 to 123 000 over a 20-year
period. Using a dependency ratio of 6:1,
almost 750 000 individuals could be affect-
ed by bold mining tax reform in the forth-
coming Budget.”

Dale says a mining rate of 15-million
tons a year would cost about R2bn a year
in real terms in wages, consumables and
power. He argues that this expenditure
would provide enormous stimulus to

2
econdary industry.

“Moreover, the total capital cost of
gstablishing 15-million tons a year output
is probably around R15bn in current terms.
This additional expenditure of about
R750m a year in real terms over 20 years
would provide further stimulus to secon-
dary industries.”

Dale argues that further down the line,
tax neutrality for gold mines could well
lead to development of the virgin “Potch
Gap” goldfields, and large areas of the
Free State which are unattractive to inves-
tors in the current tax enviroment.

Dale says the additional projects — an
estimated seven deep-level mines — have
the potential to employ more than double
the 123 000 men that would be employed by

O From Page 1

. the four projects that are being held up by

tax obstacles.
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WITH the great ch ping
the political landscape, at least a few
surprises can be expected in tomor-
row’s Budget. However, ;ferha s the
best pointer is a recently released
paper by the Tax Advisory Commit-
tee (TAC).

Entitled Future Development of
the Tax Structure in the RSA, this is
the first paper released by the TAC,
which was appointed in 1988 in the
wake of the Margo Commission.

The TAC, chaired by attorne
Michael Katz, says one of its signifi-
. cant objectives is to facilitate the tax
reform process initiated by Margo.
Margo, recognising that tax is a
dynamic process, recommended the
appointment of a tax advisory
committee.

Sala Margo: “I'ne 1deal, both for
direct and indirect imposts, is a
broad-based, widely distributed,
low-rate, high-yield tax....”

The more specific objectives of
Margo were: “Neutrality, simplicity,
equity, certainty, administrative ef-
ficiency, cost-effectiveness, flexibil-
ity, stability, distributional effec-
tiveness and a fair balance from the
viewpoint of taxpayers between the
respective burdens of direct and in-
direct tax....”

So far, the TAC has completed an
inquiry into the capital versus in-
come dilemma and handed it to
Finance Minister Barend du Plessis.

The issue, notes the TAC, “is con-
tentious . .. and the cause of the ma-
jority of income tax cases. Certainty

BARRY SERGEANT

in regard to this distinction can have
vast benefits for the economy.”

Secondly, the TAC is working on
an analysis of SA’s tax dispensation
for pension funds and other retire-
ment funds as well as related issues.

“Naturally,” says the TAC, “it is
uotts intended to disturb vested inter-
ests.”

Thirdly, the TAC has comgleted an
inquiry into the taxation of dividends
“both as to business form and as to
debt and e(iuity finance,” and handed
it to Du Plessis.

Fourthly, the TAC has worked on
the vexed question of fiscal decen-
tralisation.

“Some of the aspects requiring at-
tention under this very topical sub-
ject are the possible forms of fiscal
relations between governments and
levels of government in a multilater-
al government system, and the effect
of a greater or lesser degree of devo-
lution of power of tax administration
and financial accountability.”

Next, the TAC has released a list
of projects “to be initiated”, which
may be interpreted as meaning that
nothing specific should be expected
in these areas tomorrow:

O Taxation and inflation (“interna-
tional experience has proven that
this is an area for ongoing research
... a researcher has been appointed

govt oggt)ax

to start work at the end of March”);
O Taxation and savings (this rela-
tionship is seen as “vital”);

O Group taxation (international
trends recognise a group as a single
entity for taxliv})urposes, but this was
rejected by Margo);

O Privatisation (the existing system
is seen as inadequate in some ways,
for example, on depreciation rules);
0 Employee share incentive
schemes (“although it has a rele-
vance to the privatisation pro-
gramme, its importance transcends
that particular context”); and

0O Tax potential of the informal sec-
tor (“Complicated administrative re-
quirements have made it arduous for
the informal sector to comply”).

A decision has been taken at the
TAC to increase public awareness of
the direction of SA’s tax reform. It
says: “Once there is a general aware-
ness of the issues which are engaging
the attention of the TAC there can be
greater public participation in the
tax reform process.”

In particular, the TAC wants more
input from the private sector for its
in-depth research,

Apart from current work, it has
also identified areas for future re-
search, including taxation and eco-
nomic policy, tax revenue forecast-
ing; administrative issues (for
example, avoidance and evasion?;
tax incentives; tax expenditures (al-
lowances); equity and efficiency; tax
reform constraints, and taxation of
married people,

REVIEWS
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Economist urges set of new deals

Du

By Michatl Chester

The SA Chamber of Business

(Sacob) has urged Finance

‘Minister Mr Barend du Ples-

sis to launch the first salvo in

tax reform in the Budget —.

with the initial aim of curb-
ing the personal tax load.
Ecenomic consultant Mr Roe-
lof Botha yesterday said the
Minister-had scope to tackle at
least a degree of tax reform.
And Sacob director-general
Mr Raymond Parsons urged the

Minister to reassure taxpayers
of permanent longer-term relief
by spelling out a timetable of
phases towards an ultimate full
package of new tax deals over
the next two or three years.

Mr Parsons said the Govern-
ment needed to make the Bud-
get a milestone in economie re-
form — on a par with the Feb-
ruary 2 pledges by President de
Klerk on political reform.

“The emphasis must no longer
be on a 12-month snapshot of the
economy, but a full chart of the

ackle tax reform
essis is told

strategies planned to carry
South Africa into the future.

“We need to see what broad
economic policies are intended
to accompany new develop-
ments on the political front.”

Mr Botha said first measures,
in tax reform should aim at
curbing fiscal drag, which
forced taxpayers higher and
higher up the marginal tax lad-
der as salaries and wages strove
to keep abreast of inflation.

Sacob suggested that, as a
start, the ceiling of all personal
income tax brackets should be
lifted by.:15 to-20. percent tg .

That would méari'that taxpay—.

ers would not reach the .top of |

'the margmal‘ tax rate ladder:
Tt |

* incomeé tax rate
line with the m
: ual rate. .

g
increase; in’ the-amount of: mter-v :
“est mcome qllowed tax exemp-

licy,”
OComplete ep_rate ta,
for married: couples, aimed at
: broadenm -tax base and an
) more-highly

“skilled- labour force
@ See, ?age 5.
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3)—0 By Sven Liinsche
Higher tax deductions for car al-
lowances have been introduced by
the Ministry of Finance.

- A new table published in Fri-
day’s Government Gazette has de-
ductions eight to 18 percent higher
than in the previous table gazet-
ted in 1986.

The deductions have been made
refroactive to March 1 1989, the
start of the 1989/90 tax year, but
do not apply to company cars.

In terms of the new scale, the

fixed cost of the car, the fuel c'os's .

per kilometre and the mainte-
nance costs per kilometre have
been adjusted for the calculations
of the car allowance deductions.
If your car is valued between
R24000 and R26 000 the fixed cost
is now R8877, the maintenance
costs 58¢c a kilometre and fuel
costs 11,7¢ a kilometre. For a car
valued between R45000 and

R50 000 the respective figures are .

R16119, 6,4c/km and 12,9¢/km
and for a car of between R70 000
and R80 000 in value the costs are

ore tax relief for car allowances

a0 Qe

R24 245, 6,9¢/km, 14,1c/km. Jo. -

If a car allowance has not heen
received for the full tax yedr) the
deductions can be averaged out,
although the Government Gazette
says this will be replaced inkthe
1990/91 tax year by a scheme
where such amounts can be: pro-
rated.

Also in the current tax year a
new formula will be used to claim

. for car allowances if the digtapce
travelled for business doe! >

ceed 6000 km. -




| By Peter Fdbrici

?L’;‘_ Political Correspondent \
{CAPE TOWN — Minister of Finance Mr
ngrénd du Plessis has hinted that the -Budget
\foday will contain tax cuts — especially for
. married women — saving incentives,-and big
Jjincreases in education and social spending.
4He did so during question time in- Parlia-
.hent yesterday when he set out the-steps the
Goverment was taking to combat infiation.

. +He was replying to questions from-Demo-
cratic Party finance spokesman Mr Harry
Schwarz. 5

4/ Mr du Plessis also announced a new action
splan for combating inflation, based on fiscal

| and monetary discipline. t

Blet

The Star wili éarry detailed co\""%’rage of
.the Budget tomorrow, including ‘the text
“of the speech which Finance Minister Mr

Barend du Plessis will deliver to Parlia-
ment this.afternoon. -

~ He said Government spending was under
gontrol; and the overrun on the 1989/90.Budget
.was an estirnated 0,3 percent.
“IoFiseal discipline would be rgaintained in the
‘d6ming year. Promotion of saving:had-to be
partofa counter-inflationary strategy.
“IThe Reserve’Bank’s tight monetary ‘policy
pad caused a decline in money supply. i

“Positive real interest rates and:disciplir
puplic spending’had ‘contributed to” curtailing
g};%ss domestic spending, he said. ’

‘The increase in the rand ‘Had also

inflationgry expectations. > .

the supply-sid

f-the.
tax.reform, which would reduce disincentives .
to;labour and production. Tax on women was
an‘example. ¢ " [
i“‘i“’l‘he substantial budget allocations for edu-
cation, and providing physical and social in- -
frastructure, would:alsg help.
* Inflation could ot bé combated successful-
ly unless struetural adjustments were made to
improve:the economic growth potential.

7



Car allowancg fgble pleases,

TAXPAYERS with car allowances hat
{ated to

BARRY SERGEANT

been given a pre-Budget gift b
March 1 1989.

Ahead of today’s Budget, government
has gazetted a new car allowances table
with deductions 8%-18%" higher than be-
fore. The new table, appearing in Gazette
12320, is retroactive to March 1 1989, the
start of the 1989-1990 tax year.

A’tax consultant said this was a big
benefit for taxpayers. “But if we had
knownvearlier of the intention to make the
change, tax planning would have been even
more beneficial for taxpayers in the 1989-
1990 tax year.” Price Waterhouse’s Peter
Botha said the pre-Budget announcement
again placed perks tax under the spotlight.

Said Botha: “The so-called ‘free residen-
tial accommodation’ formula for perks tax
has, like the car allowances table, not been
updated since 1986. This is a matter which
deserves attention in today’s Budget.”

‘An Inland Revenue (IR) spokesman sajd
the car allowances table had previously
been updated on April 18 1986. The new
tables, he emphasised, did not affect com-
pany cars, where values had most recently
been updated on June 1 1989.

Tax consultants said that the car allow-
ances change was overdue, as costs had
risen at least in line with inflation, and
static values for four years had led to an
“unfair situation”. IR, which normally ac-
companies tax changes with a Press re-
lease, could not explain why the change
had been silently gazetted.

The IR spokesman said the gazetting
had been planned “for some time”. Tax
consultants, who said that changes for car
allowances and company cars were nor-
mally given advance notice, said the new

e

[0 To Page 2

Car allowances “\\“’\

change contained another-new law.” N
Where a car allowance is not used for a
full year, the fixed cost of taxable values
would have to be
Tax consultants said this was detrimental
to the previous situation, where such a
situation would be “averaged” over the
year, reducing the overall tax payable.
Moreover, Page8 of IR's brochure
(which has been sent to taxpayers with
travel allowances) says that such amounts
could be pro rated. Asked to comment, the
IR spokesman said “the brochure is patent-

ro rated accordingly. '

0 From Page 1
N\ )
Moreover-zrnew regulation provides

that where {axpayers receive reimburse-
ment below the aliowed 6 000 business kilo-
metres a year car allowance, the taxpayer
will not -have the option of calculating
taxable values on a different basis
provided.

Towever, the two new changes, accord-
Ing to the gazette, will apply only to the tax
year starting March 1 1890. Tax consult-
ants said this gave ade?uate scope for
efficient tax planning in the year ahead.

ly incorrect on this point”.

@ See Page 4




[Certain shares profit
ted from tax

exemp

Swodlinn

PROFITS realised from shares listed on
the Johannesburg Stock Exchange that
have been kept for more than 10 years
would be exempted from income tax
under certain conditions, the Minister

of Finanace, Mr Barend du Plessis, said”

yesterday.

Uncertainties about the distinction
between capital and income were an
important reason for the low turnover
on the JSE and the phenomenon that
large financial investments were not
released for application in other fields
of investment,

The Tax Advisory Commitiee had
consequently recommended the intro-
duction of a so-called *‘safe haven®” for
shares listed on the JSE for more than
10 years. Profits from the realisation of
such shares would be exempted from
income tax, -

These recommendations were ac-
ceptable to the Government under
certain conditions and the adjustments
would apply as from today.

The conditions were that profits

and losses made on the Teg tsation of !
shares listed on the JSE would be’
deemed to be of a capital nature if it
100k place 10 years after the date of ac-
quisition of the shares, .

Listed shares that have been ac-
quired by exchange and were subject to
Section 24A of the Income Tax Act
would not qualify for this concession,
The onus would be on the taxpayer to
prove he had held. the shares for the re.
quired period,

The results-would be monitored to
detemine whether a more refined and
efficient system for these and other as-
seis could be developed,

- The higher turnover of shares
should lead to an increased Tevenue of
about R15 million from the marketable
securities tax. It had also been decided
in principle to phase ouf the Ppresent 1,5
percent tax on . marketable securities
over a period of three years. For
revenue reasons this Pphasing out would
commence only in the 1991/92 finan-

cial year,
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The  Receiver of
Revenue is clamping
down on the taxi in-
dustry - thousands of
letters have been sent
out to taxi owners
throughout the coun-
try asking them to
farnish  details of
their operations for
tax purposes.

The letters were sent
out on February 16.

. More than 100 000
throughout the country
will - be affected, most
members of the of the
South African Black Taxi
Association (Sabta) and
the newly-formed Nation-

African. Federation of

Organisations

; R
:‘_Fo most taxi owners
Sletters informing that
are. eligible to tax

soclanons sald yeslerday

| out.

letter from the Receiver.

He has not paid in-
come tax for his taxi busi-
ness because his monthly
income a month is low
and does not expect to
pay income tax.

Rachilo said as blacks
were not represented in
the country’s political
structures  taxing  themm
was unfair.

*“The tax blacks pay is
used to defend the coun-
try’s borders. Blacks are
expected to pay for the
protection of a white mi-
nority.”

Unfair

_. Soweto tax consultant,”
Mr Matsheru Matsheru,
was critical of‘the move
and said it was ‘unfair of

. the Receiver .10 requu‘e

such compreliensive in-
formation  from faxi
owners within 14 days.

He says lhat a lot of
information rega[dmg the

.- income of taxi operators

will 'still havé.;to be re-
searched befofé - submit-
ting the forms.i
The Recelver of
Mr P Jacobs;*confirmed

to’ operaiors wh-had not
been paying tax.
He said it was the duty

"of his ‘office to_see that
- people paid !helnax‘

He says it 1s difficult

. 10 estimate how many op-

erators are not paying-tax.
The letters. have been’

'posted to the people on

available information and
- more are likely 10 be sent

He says the matter was
treated confidentially and
ed

Sabta’s deputy manag-
ing director, Mr Jabu
Mabuza, said afier being
informed about this de-
velopment they had made
certain proposals to the
Receiver of Revenue.

Mabuza says as many
taxi owners did not have
formal education on taxa-
tion they had first to be
proficient on the keeping
of records and good
management practices.

“Sabta wants to be
given time to consider the
implications of the new
development and advise
its members accordingly,”

Nafto’s president Mr
Peter Rabali said .the
Receiver of Revenue
should deal with taxi as-
sociations instead of indi-
vidual members.

“Our members are
now knowledgeable on
tax issues and as prosecu-
tions could follow it was
important that associa-
tion, who had the trust of
their member, be consul-
ted,” he said.

He  blames  the
Receiver for not inform-
ing the taxi owners about
tax properly and demand

thata meeting be held be-
tween assuc:anons and

“the Depariment of Fi-

nance officials immedi-
ately to resolve this prob-
lem. ]

Revenue in Johannesburg, |

he said.
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~ Motor industry’s ‘concern’
ge-be efit tax

at rise in frin
Mo 1

HE budget proposals are
consistent with the key
requirements that the South
African economy should con-
tinue to be managed careful-
ly, states Mr Spencer Ster-
ling, president of the National
Automobile Manufacturers
Association of SA (Naamsa).
He said the mix of mone-
tary and fiscal policy mea-
sures should continue to be
directed at ensuring that
business activity levels were
sustained at a positive, albeit
modest growth rate.
Naamsa also welcomed the
planned reduction, in real
terms, in government expen-

o (320 &

Sapa reports from .Iohunnesw

diture as well as the strong
emphasis on economic re-
structuring, private initiative
and private sector-led
growth, job creation and the
raising of savings to promote
capital formation.

The organisation said over-
all, the budgetary measures
were consistent with the at-
tainment of a growth rate, in
real terms, of between 1 per-
cent and 1,5 percent during

The combined effect of the
various personal income tax

and other concessions granted
would combine to compen-
sate taxpayers for fiscal drag
and were expected to provide
a welcome boost to personal
disposable incomes generally.

On fringe benefit taxation
of company owned cars, Mr
Sterling said the proposed in-
creases of the magnitude en-
visaged were viewed with ut-
most concern by the motor
industry.

The stated intention to in-
crease the monthly deemed

values by approximately 50

ercent were considered un-
Justifiably high particularly
since higher tax liability had
already been built into the
existing valuation format to
take account of the escalation
in prices at the time of vehi-
cle replacement.

While Naamsa supported
the principle of taxing fringe
benefits, the authorities had
appeared to overlook that the
taxation of company owned
motor cars was designed to
value and tax only the pri-
vate usage of a company car.




Taxpayer§ fo -

~ benefit wit

concessio

TAX concessions to indi-
viduals totalling R4,530
billion were announced
by the Minister of Fi-
nance, Mr Barend du
Plessis, yesterday.

In his 1990/91 Budget,
rebates affecting interest
on building society in-
vestments, undistributed
profits, married women
and the aged as well as
adjusted tax ‘rates for
lower and middle income
groups alone would cost
the  Exchequer an
estimated R3,122 billion.

‘“The rates of tax pro-
Dpoged represent only the
first phase of the consid-
erable adjustments that
are planned,” he said.

The expected total tax
revenue for the new
financial year would rise
by an estimated 5,8 per
cent over last year to total
R64,938 billion. ’

Revenue statistics he
tabled showed the nett in-
crease in tax on individu-
als was expected to rise
by 4,3 per cent over
1989/90°s R19 558 540 to
R20 402 000.

“The budget also con-
tained proposals for in-
creasing the taxable
benefit of company cars
from 50 to 75 percent, to
increase the taxable inter-
est rates on low or
interest-free loans “from
16 to 19 percent and to in-
troduce  further  anti-

avoidance measures.

Dealing with the per-
sonal tax rate Mr Do
Plessis used ‘the example
of a two-child married
couple with taxable in-
comes of R30 000 and
R20 000 respectively.

In the current tax year
they would pay an effec-
tive 17,9 percent in tax.
Had they received a 12
percent salary increase on
March 1 this year, their
tax at the present rates
would have increased to
an effective 19,5 percent.

Under the proposed
tax rates their combined
effective  rate  now
dropped to 16,7 percent.

“It means that their
direct tax burden will
decline in real terms,+ the
Minister said.

In turning to the sub-
ject of individual income

¢ tax he said it was of the

utmost importance for the
promotion of economic
growth that discretionary
personal savings be en-
couraged where possible.

For this purpose he
recommended that the
present exemption to indi-
vidual taxpayers of the
first R1 000 of interest
and building  society
dividends be doubled to
R2 000 and that other div-
idend income be fully ex-
empted from normal tax
in the hands of individu-
als and close corporat-
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ions, thereby eliminating ‘
the present double taxa-
tion of such dividends,

““The latter exemption
means that undistributed
profit tax no longer has
any justification,” the
Minister said.

The Exchequer ex-
pected to loose R450 mil-
lion on these concessions
in 1990/91.

The Margo Commis-
sion’s  recomnendation
that  maried  women
women be taxed sepa-
rately was an accepted
goal of the government.

‘While married women
on the SITE system were
taxed separately on all
their nett remuneration,
investment income and
certain trading income of
women not subject to
SITE was still taxed in
her husband’s hands.

Married

To take separate taxa-
tion a step further, it was
proposed that all trading
income of a married
woman, including her
salary and income from a
business or profession, be
taxed separately.

It was further pro-
posed that the present
rates of tax for married
women be adjusted to
gradually align them with
that of an unmarried per-
son.

The Minister also an-
nounced that the R120 ad-
ditional rebate for the
aged between 60 asnd 64
years was to be phased
out until only the R1 450
rebate applying to the
aged over 65 years was
effective. ~

Th€ threshold for the
first  rebate would be
lifted by one year annual-
Iy to énsure that those
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By ARl JACOBSON
MARGO COMMISSION
suggestions for rejuve-
nating the SA tax struc-
ture are starting to seep
into the budgetry pro-
cess, says Graham Coch-
rane head of the tax divi-
sion of accounting firm
Price Waterhouse.

Although the major
thrust of these recom-
mendations was ignored
— the implementation of
VAT — important pro-
posals have been wel-
comed

“In line with Margo’s
intentions another step
was taken towards the
emancipation of the
working married wom-
en, who should be recog-
nised by:law as a sepa-
rate individual.”

The negative aspect
says Cochrane is the ad-
ditional administration
as the amount of taxpay-
ers soar.

Calls by the commis-
sion to tax work in pro-
gress (WIP) has been
heeded to ensure in Mar-
go’s words “all taxpayers
are treated equally”,

“From an economic-

perspective the cost im-
pact on the construction
industry; a primary la:

bour’ employer, could-

ledd to a‘decline in hois-
'ing and ensuing employ-
Iment »

- Cochrane says the spe-
‘ clﬁc natire;of the indus-
iy h

2’0
ces into subsidy
Iocation: shich was

Sion, “manifested it-
-_(-%lf in ‘the. ‘Te-routing of
l1;aunmg-mcenl:xves in

and: llmlted in-the prag-
¥ maties of.. the ‘demarca-

‘Fiirther,
£0°8§< proddmg had
m

in

|

Graham Cochrane head of the tax division of
accounting firm Price Waterhouse.

helped to alleviate the
double tax on dividends.
“Unfortunately, the
non-residents tax on
dividends, which re-
mains and was support-
“ed by the commission,
will dlscourage foreign
mvestment

Moving away from the
-Margo Commission’s in-
fluence, Cochrane says
the ‘tax tables have gone,
a long-way to removing

. the ills of fiscal drag’ on

the man in the street.

“For example a 15%
.rise in a salary ‘to
R50 000 will leave an in-
dividual’s after tax re-
turns barely effected .at
4%.”

The governments com-

mitment to elevating the
plight of the lower Tungs

Pof soclety saw a 31% in-

crease .in the level at
“which individual' tax is
payable. -

“Irilayman’s terms at a

. salary of R13 000 — origi-
- ‘nally/R9'000= taxes are

now; forthcommg .

b |

Shifting the incidence
of tax from the individ-
ual to the company was
re-empahised, he says,

with the government’s
aim of reducing the top
rate of tax from 45% to
40% over the next five
years.

The removal of the ad
valorem tax will provide
the necessary boost for
the manufacturers of
jewellery, says Coch-
rane.

“Its alarming to con-
template that European
countries are the proces-
sors of jewellery pro-
ducts, the resources of
which are in SA’s pos-
session.”

He feels the increase
in fringe benefits tax on
company cars and loans
is focusing on stopping
tax-avoiding schemes,

However the taxing of
the LIFO reserve on tra-
dable stock will lead to a
higher effective tax pay-
ment for companies over
the next five years. The
amount of R50m estimat-
ed by the minister as
payable this year is
“grossly” understated,
says Cochrane,



s Lo
pay more

CONSTRUCTION companies ma; e 1l
more tax in future, starting from the-forthcoming
year, according to tax expert Graham Cochrane of
Price Waterhouse. «—: . s o
. Up to now these companies had been in'anunusu-
al tax position because much, of the development
they undertook was-not on their own land; he'said.
Companies in general were taxed on:stockheld.at
the end of the year. However, if that stockwas
comprised of “work in progress” on someone;else’s
Land, jc(li)e construction company was not taxed on it,
e ‘said. e

In booni times, many.of the companies did hot pay
tax at all as they had a négative. cash flow while
their investment in stock was increasing. .. -

During downturns, however, they.would- often
have to pay tax. . [T

The Margo Report had recommended that there
should be no tax distinction between the cbzlhstruc-

usual:business cycle of thi§ particiilar industry:
Finance Minister Barend du Plessis has now de-
cided'to phase in the Margo Commission rééominen-
dations on the construction industry over the next
five years, e Lot
Cochrane said that this change would-restrict the
growth of companies providing housing, “and yet
housing is a priority”. oo ,
The building industry is also a very substantial
employer. Cochrane said there seemed to:be a con-
flict between what, Du Plessis said in his budget
preamble about,the need to provide housing, and

this particular tax provision.

v
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Own Correspondent

JOHANNESBURG. - The Anglo
American Corporation yesterday said
it was “most disappointed” that the
relaxation of ring fencing in the Bud-
get was not more substantial.
“It is unlikely that this measure will
« provide a significant impetus to the
- development of large new gold mines
although it may assist some smaller
, Projects,” it said in a statement,

Chamber of Mines vice-president .

. Clive Knobbs also said although the
+ industry was encouraged by the par-
tial lifting of ring fencing, it was felt
greater concessions were required to
create real stimulation for the devel-
- opment of new mining ventures,

* . Knobbs and Anglo said the 10-year
“safe-haven” rule on investment dis-
Pposals was a positive move as it would

' encourage the realisation of mature,
passive investments and re-invest-
ment into active projects.

An Anglovaal spokesman said the

re

® Gt o//ﬂu{i £/3 f

rule was “certainly a very good move
to encourage the development of new
mines”. ' .

Knobbs and Anglo both welcomed
the confirmation of the second phase
of the reduction of mining tax rates,
which had the ultimate objective of
equating these rates with ordinary
company tax rates.

Anglo said it welcomed the increase
of the gold mine capital allowance
from 10% to 12% as this allowance
partially compensated for increased
interest rates and costs of capital.

Goldfields of SA executive director
Bernard van Rooyen said the three
measures announced by Du Plessis
would encourage investment in the

, mining sector.

Goldfields had projects that would
benefit from the measures over the
next three to five years.

It would be difficult to identify im-
mediately the number of these pro-
Jjects because further technical analy-
sis was needed, he said,
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Tax reform
programme
welcomed

Sapa reports from Johannesburg

HE South African Cham-

ber of Business has wel-
comed the proposed ecomic
restructuring and tax reform
programme announced by Fi-
nance Minister Barend du
Plessis in his budget speech.

The Chamber said it would
have preferred a shorter time
scale than the five year pro-
gramme announced but hopes
he will be effectivly able to
complete it.

The Chamber said: “It is
evident that the minister is
fc ing on the medium and
long term as distinct from the
short term.”

The Minister of Finance, Mr Barend du Plessis

which would bring favourable
relief to the man in the street
as well as directly to the
business sector,

*‘Issues which are to be
welcomed are the reduction
in the import surcharge, the

i to the mining in-
dustry, the removal of double
taxation on dividends and fur-
ther alleviation of the tax
burden on married women
and individuals through some
attention to the problem of
fiscal drag.”

The Chamber also said
there was bound to be an ad-

= - On D &
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Good — and
disappointing
— Fedhasa

The Argus Correspondent
in Durban

HE Federated Hotel, Li-

quor and Catering Asso-
ciation’s reaction to the bud-
get was mixed — enthusiasm
over reductions in personal
tax, but disappointment over
liquor and cigarette price
increases.

Mr Fred Therman, execu-
tive director of Fedhasa said:
“Overall it seems to me the
government has employed a
more professional attitude in
producing this year’s budget.

“The overall reduction in
personal income tax is wel-
come. It may provide a little
more disposable income for
prospective tourists.

“Perhaps a family who
would have taken only a four-

holiday, for instance,




‘Cash flow problems for
construction industry’

Sapa reports from Johannesburg

nH‘Em Institute of Chartered
Accountants generally
welcomed budget proposals
but highlighted two unfavour-
able aspects of the tax
proposals.

ICA executive director Ken
Mockler said the inclusion of
consumable stores and work
in progress into the proposals
would result in particularly
the construction industry ex-
periencing cash flow
problems.

He added that the unilater-
al phasing out of the LIFO
(Last In First Out) reserve,
contrary to the agreement
previously reached with the
Revenue authorities, was also
unfavourable.

He said that companies
carrying credit reserves were
now going to have to pay tax
on those reserves.

The ICA, however, wel-
comed several aspects of the
proposals which include the

safe haven concept for securi-
ties listed on the JSE.

This would further encour-
age longer term investment
and provide certainty regard-
ing taxable proceeds of in-
vestments realised.

The exemption applying to
dividents derived by individ-
uals and Close Corporations
would encourage investment
and was a major develop-
ment in simplifying the
system.

The organisation said there
were aspects of the budget

A watershed,

result of the withdrawal of
the Lifo concessions.

says Volkskas

Sapa reports from Johannesburg

OLKSKAS has described
the budget speech as a
watershed.

“It ushers in a period of re-
newed determination to de-
crease systematically yet de-
liberately the government’s
share in the economy, which
has climbed from approxi-
mately 22 percent {0 approxi-
mately 28 percent of the GNP
during the past decade.

“This is the greatest chal-
lenge in the managment of
government finances and one

which is obviously being tak-
en up in earnest.”

“The continual sharp rise in
current expenditure during
the past decade has caused
taxation to reach unaccept-
able levels and the curbing of
government expenditure is an
absolute condition for lower
taxation,” Volkskas says..

It says the concessions
made to individfuals repre-
sent a real lowering in tax-
ation and are welcomed.

m.ga e ad.e o Str
five or six days.” -

He said the price increases
on liquor and cigarettes were
definitely disappointing to the
hotel industry.

“We have just had in-
creases in these commodities
from the producers’ side. Now
we have increases in excise
duties.

0

“It seems to be a favourite
of all governments to in-
crease the price of these com-
modities to balance the bud-
get. If this is necessary, then
we expect at the same time
that some of the extra reve-
nue will be made available to
social responsibility pro-
grammes to combat alcohol-
ism and other related
problems.”
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‘It's no wonder

Barend acted on

b@;ket-creep’ |

From MICHAEL CHESTER in Johannesburg

Nftbo?
@13/

CONOMISTS consider it

no wonder that the Min.
ister of Finance fastened so
much focus on taxation —
and tried to find a new treat-
ment to curb the frustration
of taxpayers that was build-
ing towards a tax revolt.

Alarm over trends was un-
derstandable as the general
public learned the meaning of
two new phrases in economic
mumbo-jumbo — fiscal drag
and/or bracket creep.

They are simply alterna-
tive pieces of jargon used to
describe how the government
has used inflation to boost its
tax collections — leaving it
to inflation to force wage-
earners t0 demand higher pay
packets in a hopeless race
with consumer prices, and
then herd everyone into high-
er tax brackets.

At first, taxpayers could
only scratch their heads in
confusion as they saw how in-
come tax seemed to grab big-
ger and bigger slices of their
annual pay increases.

Confusion turned to violent
temper when they saw that in
fact the government was
prodding actual tax collec-
tions even faster than the re-
morseless climb in the con-
sumer price index.

Even the Department of
Finance, which sooner or lat-
er must release statistics on
government revenue, has had
to concede that it is the indi-
vidual taxpayer who has had
to carry a bigger and bigger
proportion of the tax load.

Its own official figures
show that private taxpayers
shouldered no more than 15,6
percent of the total tax bur-

den of R13,3billion recorded
in 1980/81 with income tax.

Extra, of course, was gen-
eral sales tax, but that then
accounted for only 12,4 per-
cent of the overall tax load.

By the 1988/89 tax year —
the latest confirmed batch of
statistics ahead of the budget
— individual income tax was
forced to carry as much as
29,4 percent of a total reve-
nue now swollen to over
R48biltion.

In short, individual income-
tax bills had soared from
R2 076million to a stunning
R13 960million.

And that was aside from an
increase in the harvest of the
GST crop from R1 650million
to R12 900 million.

The alert to a possible tax
revolt must have been sound-
ed to the minister when the
Department of Finance com-
piled estimates of what was
going to happen without in-
tervention in the budget with
a new tax formula,

Sales tax

Individual income tax bills
were set to streak from under
Rl4billion only two years ago
to a phenomenal R23,5billion
in the 1990/91 assault on per-
sonal income.

And that was not counting
a leap in sales tax revenue
from its Rl 650million level
of 1980/81 to a new jackpot of
R18 500 million, even allow-
ing for a cooling down in in-
flation and a slowdown in
consumer spending.

That seemed about the last
straw as the Department of
Finance calculated that last

year alone the income tax.

INCOME TAX PAYABLE

collected from individuals”
looked likely to emerge no
less than 36,6 percent higher -
than in the previous 12
months.

What increased the wrath
of personal income tax pay--
ers was comparison with
what big business was chip-
ping into the kitty.

While their own share of
the tax burden had almost
doubled between 1980/81 and
1988/89, the contribution of
companies — all of them
aside from the gold mines —
had actually slipped from 18,1
percent to 17,1 percent.

Still more perplexing were
analyses by the Econometrix
research unit showing that
the proportion paid by the
gold mines had shrunk from
27,2 percent to only 4,7
percent.

“Fiscal drag,” bemoaned
Econometrix director Dr
Azar Jammine ahead of the
budget speech, “has brought
the whole taxation system to
breaking point.

“’And the government can
no longer escape by blaming
all of it on inflation.

“Last year, when the con-
sumer price index rose about
15 percent, personal income
tax jumped by around 22,5
percent.

“The newest projections
show government expecta-
tions that inflation may well
cool down to nearer 13 per-
cent over the next 12 months
— yet personal taxation was
heading for another record
with a 24,3 percent surge.

“That was the dilemma fac-
ing Mr Du Plessis when he
tackled the 1990 budget.” = -

1 AND 1991
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' enough not to depress the
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think the budget will have

on the economy?
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neutral...”
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Equal a

by LIZETTE LABUS-
CHAGNE, Old Mutual
legal and tax expert

THE Minister of Finance
delivered his  budget
speech and made some
dramatic tax announce-
ments.

He recognised that im-
portant changes have
taken place in South Afri-
ca since the government
published its white paper
on the Margo Report and
that government takes due
notice of the changes in
the ongoing reform of the
mx system, which js an
important element in the
economic structuring pro-
gramme. Special attention
will be given to:

* the necessity of
broadening the existing
tax base by eliminating
tax  concessions  and
rebates;

* the promotion of
equal and fair treatment

;

of all taxpayers -and
groups of taxpayers; and

* the desirability of

placing more emphasis on
indirect taxes and less
direct  taxes, having
regard to the special
socio-economic  circum-
stances in South Africa.

- At first sight the tax
proposals announced by
the Minister are cause for
great rejoicing among the
ranks of the heavily over-
taxed individual tax.

_ payers. . .

The lowgring of indi-
vidual tax scales and the

. raising of rebates have
positive results in espe-
cially the middle income-
- groups. .

The increase in the
taxable value of the com-
pany cars and the raising
of the official interest rate
will mean that the higher
income groups in particn-
lar will benefit very litle
from the small decrease in
the top marginal rate of
45 percent 10 44 percent.

A person who falls in
the higher income group
and receives a housing
bond and company car as
fringe benefits from his
employer will not really
Ja in the better 1ax posi-
tion.

announcement
concerning the separate

taxation of ‘the mnarried ., .
'woman s linéome  from

2k 1 2trade f9ulsd e further sig-

mnificant step toward com-
plete separate taxation.

-this
responsible for the low -

&

nd fair trea

Sowrekan 1573/90
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Minimum tax:

Mention was made of
the possibility of a2 mini-
mum tax on both com-
panies and individuals. -
The possibility of this tax
on individual comes as a
surprise and hes not heen
mentioned before.
. Tax proposals for the
1990/1991 tax year: It
should be borne in mind
that these announcements
are still merely proposals
and not yet law. it anly
‘becomes law in July when
the legislation is passed in
Parliament.

Income tax: Com-
panies and individuals tax
treatment  of  capital
versus income-the distine-
tion between capital and
income is basic to our tax
system. Neither of these
concepts have  been
defined satisfactorily.

The uncertainties in
connection is
twrnover on the Johannes-
burg Stock Exchange.
Large financial invest-
ments are also mnot
released for direct ap-

"plication in other fields of

investment.

This is so because of
the threat of taxation in
the event of inland
reveoue  assessing the
selling of the share or in-

Lvestment as revenue and -
Yogotgapital . G Giaiea o

A *“safe -haven™ Hor
shares listed on the JSE
that have been kept for

married and. unmarried

ent for all taxpayers

more than 10 years have
been proposed. Profits
from the realisation of
such shares will be ex-
empted from income tax,
after certain condition
have been met.

Phasing out of tax ex-
penditure: Certain tax ex-
penditires are W be
phased out. This will have
the consequential effect
of broadening the tax
‘base. .

The employee training
allowance will be with-
drawn and replaced witha
direct subsidy by the De-

. partment of Manpower to

stimulate certain types of
training. This should
Tmean that training is en-
couraged in more effi-
cient manner.

- Tax rates: The Minis-
ter proposed that maxi-
mum marginal tax rates
for a married and un-
married person has been

- reduced from 45 percent

‘o 44 percent although the
income levels remain in-

. changed.

. The rates have also’
been so structured that to-
gether with the increase in
the primary rebate

persons the fiscal drag
which could have occured
in the 19901 financial
has been practically been

" (i)
Government’s inteny

raet f e T AT TR TR
reduce the fiaximum rate  Pucable “*49"  married

gradually over a period of

five years to 40 percent
and at the same time 1o
increase the income level
at which this rate is
reached 10 R100 000 fora
married person and 80
000 for an unmarried per-
son (as far as possible in

*the monecy values of

1989).

The testucturing of
the tax tables has helped
1o eliminate the so-called
“‘taxation through infla-
tion™and In most in-
‘stances taxpayers receiv-
ing, for example, a 12
percent increase in salary
ihis tax year, will be bei-
ter off 'in real terms than

viously be welcomed by
all. taxpayers who have
been increasingly hard-
pressed in recent years.
Tax rebates: In order

. 10 protect taxpayess 0 an .

extent from the effects of
fiscal drag, the Minister
proposed the changes to
the rebates: .

Married persons - R1 -

250 R2

- {present),

180(new); Unmarried per~ -

sons - R850 (present) 1
800 (new); = Married
woman - R1 0759 (pres-

- ent) 700 (new)

The fact that a married
‘woman’s primary rebate
has been decreased does
not result in a deteriora-

ive wit iz, ; TIon, $F T Eax pasitia.

THe' reviddd tax Taggs ap-

‘women.compensate there-

fore, and the lgwering of
the rebate must be seea in
the light thereof,

 Interest and dividends:
The Minister proposed
that the present exemp-
tion to individual to tax-
payers of the first R1 000
of interest and building
society  dividend be
doubled to R2000. -~

* Other dividend fncome
is to be fully exempted
from normal tax in’the
hands of individuals znd
close corporations thercby
¢eliminating double faxa-
tion of dividends. ., *

This is an attempt by

the Government to en-
courage further discre-
tionary personal savings
which because of high
personal taxes and infla-
tion are at an all-time low
and thereby promote eco-
nomic growth.
Investors in unit trusts
-will now also benefit in
the the form of tax free
dividend income and will
only pay tax_on the inter-
est distribution from ‘such
“funds. -
This will also help
those investors who wish
to

their dividend income 1o
purchase more imits as
they will not have 1 pay
tax on the dividend in-
come which could pre-
~.viously . have . creawd’ a

mgash floly probiem 25 2

result on the tx -on
money not physically
received.
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,,  THE possibililty of In-
"o+ troducing & minimum
awectax on both companies
and individuals was al-
ready being considered
by the Tax Advisory
Committee (TAC) and
this investigation

would continue during -~

the year, the Minister
of Finance, Mr Barend
du Plessis, said yester-
day.
He said the introduction
of such a tax would be
¢ aimed at limiing the
#. practice of existing tax
Fafo concesssions,  introduced
‘<;_~_ for economic purposes
#7 and  which could be
'.\," phased out over a period
Fo wof time, being abused for
X purposes.
Du Plessis also said
the Commissioner for In-

land Revenue had launch. -

ed an investigation into
the introduction of system
of self-assessment for In-
come tax,

As a finst step, com-
panies had been identified
for this purpose,

Inland Revenue offi-
cials recently underiook
in-depth research over-
scag in Mis regard, and
acquired  valuable in-
formation,

Talks

“The indications are
that such 2 system could
be  successfully imple-
mented in South Africa -
and Inland Revenue's
proposals will shortly be
* discussed with. interested
parties,”

The 1990 income tax
. return for companies had
been adapted (o provide
information necessary for
+ 8 conversion to a self-
assessment tax system,

On Value Added Tax,
the Government wished
. to reilerate its undertaking
1 that enough time would
be allowed for general
comment and consultation
with Tepresentative
bodies,

The tax would not be
implemented within six
months after final Par-
liamentary approval of
the legislation, )

‘This meant that VAT
would in all probability
not be implemented be-
"~ fore October 1 1991,

The TAC's task was to

- Comp

any, personal
tax reforms studied

process initisted by the
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ment annuity and benefit . recently been appointed ¢ the tax potential of

Margo Commission. funds; 1o investigate: company the informal sector; un; )

The TAC had o * the taxation of grouptaxation; theidenti- tax implicaons of
timeously identify  dividends; and fication of income and cx-  privatisation; and  the 7 ﬁe Hew 3,74
boulenecks and needs in * the distinction be-  penditure for tax pur-  Ucatment of employee = N
the tax stucture to  tween capltal and revenue  poses; and the fink be- ~ share option schemes for - . ST
achicve the broad eco- for tax purposes and the  iween inflation and taxa-  lax purposes. “
nomic goals of South Af-  desirability of a capital  tion.
rica. 8ains tax in South Africa. Preliminary investiga- As all citizens were of-

‘The following research Reportson the last two  tfions had been made In  fected by taxes, the TAC
projects had been initiated  issues had been finalised  the following problem  placed a high premiumon
during the past year: and proposals submitied wreas and detailed - the active participation of

* the taxation of pen.  tohim. scarch  should follow  all in the process of tax
sion, provident, refire- Researchers had also  shonly: reform. i

—_——

proceed with the reform

" Education Trust is & unit trust investment where your money is placed into Old Mutual 7 <t s

" shares from South Africa’s leading companies on the Johannesburg Stock

THE BEST START IN LIFE -

.

WITH OLD MUTUALS =
EDUCATION TRUST.

You, like any parent, have resolved to do the best for your children, to guide and protect them

throughout their lives. You want your children to grow up healthy and carefree, and when reaching the

age when they must equip themselves to face the challenges of the future, you would like to offer .

them the educational opportunities they deserve. Can you afford to do this? -
With the ever increasing costs of education, the sooner you begin to save on a regular

basis the greater chance you will have of helping your child to succeed in today's competitive -~

world,

‘0ld Mutual offers you the perféct investment opportunity — Education Trust. -
Investors’ Fund. A unit trust gives you easy access to a portfolio of carefully selected

Exchange. This selected spread of shares enhances your chances of o
real capital growth. . .
What does all this mean to you? You can be confident of

consistently good returns on your investmeant, Over periods of 5 years '
or more Old Mutual Investors’ Fund has offered investors inflation- !
beating returns and under current legislation tax-free capital .
growth. . .
By saving a regular amount, say R50 every month,
you can begin to provide for the educational needs of
your children. Education Trust is also flexible — you
can withdraw money when you need it,
although we recommend it only after
6 years - and you can change your
investment amount merely by i
notifying us in writing. '

Don't allow; the security of your
child's future to be shaken.
Be proud of being a parent.
Let Old Mutual help you to
be a proud parent.

Talk to us, we will help
you to plan the best
future for your
children... *
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THE man in the
street paid 36,6 per
cent, or R2,190b,

more in income tax in
the past year than
‘was budgeted for, Mr
Barend du Plessis,
said yesterday.

He said that income
tax on individuals formed
an estimated 31 percent of
total tax revenue for
1989/90, while tax on
companies was as low as
21,8 percent of the total.

He also said the
revised estimate of ex- -
penditure for the year was
R65,181b, an increase of

1,8 percent over the
estimate of R64,017b.
If the contingency

reserve was added, as .
provided for in the main
Budget, the increase was

1988/89. ~ .

nin str

Sowlfan
yea

_ the exceptionally -

last

only 0,3 percent.

The revised estimate
represented an increase of
16,5 percent over spend-
ing for the previous year,
which was significantly

. lower than the growth of

17,9 percent in both the
preceding two years

Du Plessis said total
tax revenue for 1989/90
was estimated at R61,385
b - R6,317b more than the

- R55,068b . originally -
* budgeted for and an in-’
. crease of -27,7 percent

over the collections for

It was important ‘to
emphasise, however, that
/

r

320

ditional revenue, which
was of a non-recurrent na-
ture, had not been spent,
and had therefore not

. meant a relaxation of dis-

cipline over expenditure. -

Important

The most important
factors contributing to
under-estimation qf indi-
vidual income tax were
that salary adjustments in

eet paic

fo?

the private sector were
higher than expected, and
that the degree of fiscal
drag on present tax brack-
ets was underestimated.

Another was that tax
collections were more ef-
fective as a result of the
introduction of SITE.

Still  another reason
was that the bulk of tax
assessments dating from
before 1988/89 were dis-
posed of in 1989/90.

Since these arrear as-
sessments related to peri-
ods before SITE was in
operation, large sums
were involved.

(LLLIE

nofre

panies’ good profit per-
formance meant an in-
crease  in  estimated
revenue from non-mining
companies of R1,500b
over the budgeted
amount.

Because of higher pro-
duction costs and a
decline in the grade of ore
milled, tax-on gold mines
would -be R204m less
than budgeted.

But  because of a
revival in platinum, cop-
per and coal markets, tax
on other mines, including
diamond mines, was
estimated to exceed the
budgeted sum by R452m.

Du Plessis said com-

-




estimate of R64,017b.
If the contingency
reserve was added, as

provided for in the mat - % * It

Budget, the increase was :

Crease OF 21,1 percent
over the collections for
1988/89. :
as important 1o
cmphasise, however, that

“Downturn

IF South Africans were
taxed at the same rate as
in 1989/90 the Govern-
ment would collect
R69,468b, or 13,2 percent. -
more than the revised
estimates for the current
financial year, the Minis-
ter of Finance, Mr Barend
du Plessis, said yesterday.
"~  He said tax collections.c-:

by Inland Revenue were
expected to rise by 154
percent to R60,870 bil-
lion. Customs and Excise
.was likely to contribute
R8,598b to state revenue,
which was somewhat less
than in 1989/90.

Downturn

Tax payments by indi-
viduals were estimated at
R23,5000b - an increase of
24,3 percent on the
revised estimates  for
1989/90.

A slower increase in
company  taxes  was
foreseen due to «the ex-
pected downtumn in the
economy in the coming
year.

This would, however,
be partly offset by the fact
that third company tax
payments for the 1989/90

Sowebam (51210

in economy
- expected =)

financial year would be
forthcoming during
1990/91. :

An expected 17,7 per
cent increase in income
tax on mnon-gold mining
companies was based on
these factors.

A 1,5 percent reduc-
tion in tax received from

gold mines was expected, | ™"

despite an expected high-
er gold price in 1990/91.
Continued high produc-
tion costs were the main
contributor to this trend.

Revenue growth rates
of GST, compared with’
the past two . years,’
seemed unlikely.

An increase of 12,5'

- percent in GST was pro-

vided for. .
. An expected growth of
only six per cent in
revenue from  excise
duties was expected.
Although the value of
imports would probably
increase in 199091, a
reduction in volume was

- expected.

Revenue from the con-
solidated fuel levy was
estimated at R4,200 bil-
lion - a rise of 6,6 percent.
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P [ Staff Reporter ™"
mptibn by Mr Barend du
emption of GST on some food items had meant only
a small benefit to the poor was incorrect, the House-
wives League said. . ... & ...l s
. .. “If tax was paid on all foods, the average increase
per houshold, on exempted items, would be 22,38%,’
said vice-president Ms Sheila Bailliel &
. “Since it is a known fact that people with, low
incomes spend a greater proportion of their money,
. on food, this percentage will make & substantial |

&Qmwmﬂnw,»o the poorer section of the population.’

7 0 IRe R R Y i
13~ The Consumer Council welcomed the budget, say- -
ing consumers had good reason to feel satisfied and °
releved. i - o .noa . G e S0 D2 MU
*- The council, however, appealed to the 'commer-*
cial trade to pass on the advantages brought on by
the reduction in surcharges. - - ---- T S
1. The Ci Council wel d the possibility
of lower inflation and encouragement towards sav-
A S p % Ty

”

“You want some more. You've got some more.




By MICHAEL STEIN ~ .
Co-editor of Income Tax Reporter
THE 1990 budget is a remarkable one
that will be remembered in time to
come for heralding some dramatic re-
forms to the income tax system, while
at the same time presaging tax relief
to a wide variety of beneficiaries: In
Particular, individuals generally, who
will pay lower rates of income tax,
married women, investors, the aged
who pay tax and the mines, It may also
mark the death knell of the ill-fated
close corporation.

While individuals will benefit frm

lower rates of tax, some of them will
pay additional tax on certain fringe
benefits, that is, company cars and
soft loans, where adjustments are to
be made to allow for the increased
value of these benefits, ~: : + .- -
Most welcome is the minister’s an-
nouncement that married women will
pay tax separately in their own right
on income from a trade that they carry
on, as well as on income that they earn

in association with their husbands. -
This income was previously not sub-

employees (SITE). One of the conse-
quences ‘of this change, presumably,
will be the elimination of the compli~
cated wife’s earnings allowances, But
itis still anomolous and a disincentive
to investment that a wife’s investment
income will still be taxed with her
husband’s income, since this income
is very often taxed at the husband’s
highest marginal rate of 45%, -
But the minister did announce
sweeping reforms in the taxation of

investment income generally. The ex-.

emption for interest income and cer-
tain building society investments is to
be doubled from R1 000 to R2 000. But
the minister has already announced
that the tax exemptions for certain
government and building society in-
vestments are to be phased out,so that
the present relief may to some extent
tional tax on these
the R2000 exemption is still to be
preferred to exemption of individual
investments, which is discriminatory
and may distort an investor’s choice of
interest-bearing investments, oo

Also of benefit to investors is the.

proposed phasing out of marketable
securities tax, and the exemption
from tax of profits made an shares
held for 10 years, which is apparently
aimed to_benefit mainly the mining
industry, which is “locKed into” cer.
tain sharés out of the fear of taxation,
But the length of the helding period,
6.

N

. companies,

‘in due course be offset by the addi-,
investments. But:" account for

v, trading stock,
;; cash-flow implications for builders, .

wr e Gz PR g

10 years, is hardly likely to cause a

- dramatic increase in investment on :

the stock market, Nor is it entirely *
itable that this ion should '
favour only share investors and not
investors in other assets, such as fixed
property. o C
People aged over 65, irrespective of
their earnings or means, will benefit
from a handsomely. increased rebate
~— up from R1450 to R2100 —. but K
those over 60 but not over 65 will see
their special rebates phased out over’
the next five years.” ‘" v -
. Share investors will'welcome ‘the
exemption from income tax of divi-
dends derived by "individuals and
close corporations and the exemption
- from the undistributed .brofits tax
" (UPT) of the dividends derived by
(The minister did not say
" whether the non-resident’s tax,on

Sy

)

dividends (NRST) will also be with- .

drawn, but this is unlikely.) But mem-
- bers of private companies that have
‘ been converted to cloge corporations
whose corporations paid a conversion
: tax of '

. themselves now that_divi

.. in any event been exempted from tax,

. The one tax advantage of a close cor- -

. poration — as opposed to a company
—~ has also been stripped away, name-
ly, that its dividend distributions aye -

7 tax-free. Now that all dividends are to

+ be tax free, the other non-tax disad-
vantages of close corporations, such
as the onerous membership restric-
tions, will be even more of a disincen-
tive to their formation. '

The direct tax impact on business
will be limited. Company tax rates are
to remain unchanged, the training-
allowance is to be replaced by a subsi-
dy, the LIFO basis of valuation of trad-
ing stock is to be finally phased out
over 10 years and certain consumma-
ble stores and spares are to be regard-,

“ed as stock. At the same time the.

. building industry will be required to

its work-in-progress ' as

which will have adverse .

t.® Finally,
: benefit in
* mines will

the mining industry is to
two ways: First, the gold
enjoy a reduction in their
formula taxes.” And,. secondly, the
“ringfencing” provisions that restrict

a mine from writing off ifs- capital:

- expenditure on new mines from its
income from old mines will be partly
relaxed and the allowance on certain

.. capital expenditure increased from

" 10% to 12%, both of which will encour-
age the expansion of mining. - '



R230m extra fro
concession cut

' THE elimination of three

tax  concessions, as
}recommended by the
Margo Commission,
would result in an
estimated additional
revenue of R230 million
and would contribute to
an increase in the effec-
tive company tax rate, the
Minister- of Finance, Mr
Barend du Plessis, said
yesterday.

He said the tax ex-
penditures still remaining
in the system should be
phased out to broaden the
‘tax base. To do this three

| tax_ concessions had been
1 eliminated.

L Results
The tax allowance for
ermployees - - training,

+- which currently restits in
a loss of revenue of at
least R110 million per an-
num, would be withdrawn
and replaced with a direct
subsidy by 'the Depart-
ment of Manpower to

training.

Because the with-
drawal would only be-
come effective once the
~necessary legislation had
~been passed, the revenue

increasefor 1990/91 was
m;ﬁ‘xﬁanééﬁt R80million
« 'The -second ' with-

stimulate certain types of .

drawal of concession was
in the valuation of trading
stock.

The value of con-
sumable stores and spares
as well as work in prog-
ress, in the case of con-
struction companies, was
not considered to be frad-
intg stock for tax purposes
at present.

From now on, how-
ever, they would be in-
cluded in taxable income
and the new measures

—

would be phased in over
five years.

The third concession
to be withdrawn was the

© “‘Last-in-first-out’’

(LIFO) reserve which had
existed since the with-
drawal of the LIFO meth-
od of stock valuation in
April 1984.

The reserve would be
phased out completely at
a rate of 10 per cent per
year over the next 10
years. )
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JOHANNESBURG. . There was little to please

‘mineworkers and workers 10 general in the budget,
NUM economist Martin Nicol said: yesterday.
Nicol said the tax concessions made to the mining
industry — such as the phas'mg—in of a lower taX
formula on gold mines and 2 relaxation of ring-
fencing — May, help the industry. But the
would not give its support t0 {ax changes S0 long as
benefits were not used to pay decent wages.
‘Also, while these concessions may increase et

ployment opgortunit;es, the Marais Commissxon

e

the economy was being restructured to provide in-
creased profits while workers’ would face state ant
employer opposition to efforts to wina decent wage.
1t seemed the government expected the workers

alone to make all the sacrifices.
L-— — ama—




Mining will gete
tax conce$sions

TAX concessions for the
mining industry were an-

nounced in the Budget by*
the Minister of Finance, »

Mr Barend du Plessis,
yesterday.
The Government had

accepted various recom- °

mendations of the techni-
cal committee on mining
taxation (the Marais com-
mittee) and steps were
being taken to implement
the first phase.

The mining . industry
played ‘an important role
fs earner of foreign ex-

>

chan e and a creator of

. j0b§.‘ It was therefore es-

sémjal 0 encourage the
industry - vy  gradually
loweriti ‘ the maximum
marginal tax rate which
could presently be as
much as 68,7 per cent.

- The following conces-
sions would be made:

* the second step in
the phasing-in of a lower
tax formula for gold
mines and in the phasing

" out of the surcharge on

other mines;

* a partial Jifting of the
s

so-called ‘‘ring-fencing’’,
which means that 25 per
cent of the tax base of an
existing mine could be
used to write off a new
mine’s development costs
in cases where both mines
were the property of the
same taxpayer; and

"* the increase of the.
existing capitat allowance
for new gold mines from
1010 12 percent,

These  concesssions
would result i a total
estimated revenue loss of

'R68 million in 1990/91.
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Twin spurs of tax cuts and savings { |pa
' ' 1513192

Barend’s go

320

is SA grow

CAPE TOWN — In his R72,9bn Budget
yesterday Finance Minister Barend
du Plessis committed government to
going for growth through tax cuts and
encouraging savings.

He also took a step towards long-term
economic restructuring by increasing

" spending on social services.

Du Plessis said revenue for the year was
expected to total R64,938bn, leaving a defe-
cit before borrowing of R7,994bn'(2,8% of
GDP), and predicted a 1% growth rate.

The Finance Minister unveiled a R4,5bn
package of tax cuts, with more than R3,3bn
in personal tax cuts — largely directed at
eliminating fiscal drag at the bottom end
of the tax scale.

The tax changes included:

1 Decreasing the maximum marginal {ax
rate from 45% to 44% and restructuring
lower rates;

O Increasing primary rebates for married

{___ MIKEROBERTSON |

R850 to R2 100 and R1 800 respectively;
ORaising the threshold at which people
start paying tax to R12000 and R10 286
respectively for married and unmarried
people with no children; and

DO Increasing the rebate for people over 65
from R 1450 to R2 100.

3!

® DU PLESSIS

more than 10 years. Any profits gained on
realisation of these shares would not be
subject to taxation, Also, he said market-
able securities tax would be phased out
over three years from next year.

He introduced an across-the-board re-
duetion in import surcharges at a cost of
R835m and abolished the ad valorem duty
on pearls and diamonds.

e

@ Seo Pages 6, 7, 8 & 9
@ See also Spacial Supplement
@ Comment: Page 8

To encourage savings, Du Plessis dou-
bled tax exemptions on interest and build-
ing society dividends received by individ-
ual taxpayers to R2 000. He also gave away
an estimated R408m by exempting all divi-
dend income of individuals from taxation.

In a move that-is expected to inject a
considerable degree of liquidity into the
JSE, Du Plessis announced the introdue-

d a number of changes in
the taxation of mines, including making
25% of existing mines’ tax bases available
for writing off the development costs of a
new mine as long as the new mine re-
mained the property of the same taxpayer.

Increases intreduced included: a lc a
“can” hike in the price of beer; a 78c in-
crease in duty on spirits; and a 4c increase
in the price of a packet of 20 cigarettes.

Du Plessis abolished tax concessions on

(a saving of

—

ployee training al

O To Page 2

and unmarried people from R1250 and

—

tion of a “safe haven” for shares held for.
= o e

Barend’s goal

R80m Is expceted to accrue to the state),
reduced by 10% the value of LIFO reserves
to which taxpayers are entitled (R50m);
and introduced a new construction indus-
try tax on work in progress (R50m).

Increases in fringe benefit taxation in-
cluded a 50% hike in the taxable value of
company cars to 75% and the u{)plng of the
official interest rate to 19% (16%).

On the spending side, the Finance Minis-
ter said that almost 40% of total expendi-
ture was devoted to social spending — up
from 38% of the total Budget last year but
with a tight rein on actual increases in
department expenditure,

he total allocation to education
amounted R13,3bn, a 9,8% increase on last
yeat’s revised estimates. Spending on edu-
cation was 18,7% of the total Budget.

Although in the Budget estimates spend-
- ing on black education is up by 26,1%, this
{is to a large extent because pensions are

@ @/ [J From Page 1

now bcln% pald out of this vote. The In-
crease in teachers’ salaries i not included
in the black education vote, nor is the
R150m allocated to eliminate black
schools’ backlog.

Du Plessis announced a R50m one-off
grant to universities and technikons.

Spending on health was up to R7bn, an
increase ot 8% or 9,8% of the total Budget,
while housing expenditure was up by 15,8%
to R1,5bn. A sum of R22bn covered the
recent salary hikes for public servants.

Defence expenditure was up by 1,3% to
R10,071bn, reflecting a substantial cut.

The servicing of public debt was expect-
ed to cost R11,3bn (a 153% increase’ie

Social pensions went up by R25 a month
and civil and military J)ensions by 10%.

Du Plessis announced that R2bn of last
year’s R6,97bn Budget surplus would be
put into a special fund to remove backlogs
resulting from apartheid legislation.

" .
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Sweeping tax chan
more work for co

SWEEPING changes for company
tax which may take weeks to evalu-
ate for individual companies have
been announced in the Budget.

Arthur Andersen’s Des Seaton said
that except for the abolition of Undistri-
buted Profity Tax (UPT), the changes
were contrary to companies’ interests.

The Budget hit training allowances,
stock valuation, and LIFO (“Last-in-
first-out”) reserves.

Seaton said the abolition of UPT and
tax on dividends in the hands of individ-

. vals effectively meant that for tax pur-

poses, conversion to a close corporation
was now unattractive.

Finance Minister Barend du Plessis
said there was the possibililty of the
implementation of a self-assessment
system for companies. Arthur Ander-
sen’s Pierre du Toit said: “Major admin-
istrative changes are necessary before
such a system can be implemented.

“First, all Inland Revenue discretions
would have to be removed. Second, a
substantially codified system would
need to be implemented. Such a system
may well benefit taxpayers in that dis-
cretions are removed, enabling taxpay-
ers to plan more effectively. On the

. other hand, increased tax certalntx gen- .

erally requires more,

2314

L " BARRY SERGEANT |

Du Plessis sald the Commissioner for
Inland Revenue Had launched an inves-

- tigation into the introduction of an in-

come tax self.assessment system. -
As a first step, companies had been
identiffed foy this purpose, and this
sphere, of - investigation had already
reached an advanced stage.
“The indications ate that such a sys-
tem could be successfully implemented

in SA. Inland ]
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Said Trevor McGlashan of Deloitte,
Haskins & Sells: “A specific afment
instead of the tax concessions is In line
with Margo and is generally good poli-
cy. However, care should be taken to .
reduce opportunities for corruption.”

The second concession lost was valu-
ation of trading stock. Du Plessis sald
the value of consumable stores and
si)ares and work in progress (for con-
struction companies) was not currently
considered to be trading stock for tax :
furposes. “From now on, however,

hese three items, where relevant,

would be included in the value of closing
stock.” However, the new measures
would be phased in over five years.

Third was the LIFO reserve which

. " had existed since the withdrawal of the
. LIFO method of stock valuation in April

1984. However, the reserve would be

. ﬁllnased out at a rate of 10% a year over

¢ next 10 years. *
Comments Seaton: “The change in the
valuation of closing stock and in LIFO

. reserves will have an effect on those

roposals will

shortly be discussed wrth interested
parties,” he said. .

The 1990 income tax return for com-

anies had been adapted to provide in-

ormation necessary for a conversion to

b and
detailed rules to deal effectively with
all situations which may arise.

“The move to a self-assessment sys-
tem will continue the trend of shifting
administrative burdens on companies,
as evidenced in the areas of GST, RSC
levies and SITE.”

_‘Jﬁte certain types of training.

a self: t tax system.

Du Plessis also announced the elimi-
nation of three tax’ concessions, as
recommended by Margo. The training
allowance in terms of the Income Tax
Act would be abolished and replaced by
a selective subsidy designed to stimu-

les which have ad

d the par-

. tial deferred method of accounting for

deferred tax, and which regard these
differences as being of a permanent
nature. '

“In these circumstances, the impact
will not only be on cash flow but also on
company results.” °

Du Plessis said the introduction of a
minimum tax on both companies and
individuals was already being consid-
ered by the Tax Advisory Committee
(TAC) and this investigation would con-
tinue during the year. .




CAPE TOWN — A mining tax package
aimed largely at stimulating-the devel-
opment of new gold minés was an-
nounced by Finance Minister Barend du
Plessis yesterday. R TR
Provision was made for implementa-
tion of the second step in the phasing in
of a l(')lwer fox‘mulaf for gold mines afnd
the phasing out of the s rge for’
other mines.(}fp“"’l ’ugﬂh? 40
Du Plessis said it was,essential for
the. industry to be encouraged ‘hy the
gradual reduction of the maximumv

cally a maximum of 68,7%.
Last year's concessions had brought

cient to encourage development of new
mines. This was addressed by an in-
crease in the existing capital allowance
for new mines from 10% to 12%.

to the capital expendi

partially relaxed. This ‘would.have the -

marginal tax rate which was them'etiig';~

some tax relief but had not been suffi- -

- 1880,

Inaddition, the “rin§ fencifng’; applied *
ure of mines was

Y

Package to boost new mines

| LESLEY LAMBERT |

effect of making 25% of an existing
mine’s tax base available for the writ-
ing off of the development cost of a new
mine as long as the new mine remained
the property of the same taxpayer.

To unlock capital for the creation of
new mines, Du Plessis said it was possi-
ble that the Commissioner for Inland
Revenue would agree to the application
of section 24A of the Income Tax Act in
an exchange of shares where use was
made of a host company and the sole
purpos;ergf the gchan was fo-fin;

a new mine, 20 D=

He said “n smines re 0

mines which had opened after March 14

The cost to the Exchequer of these
adjustment: would be R36m for gold

mines and R32m for other mines in'the -

1990/91 financial year.




‘CHARLOTTE MaTHEWS( 2, 2.0
THE Nationdl “Association of ~Auto
mobile Manufacturers of SA (Naamsa)
viewed with the utmost concern the size
of the proposed increases in fringe
benefit taxation on company-owned
motor cars,

Naamsa president Spencer Sterling
said in a statement yesterday that while
the Budget would have a m ldly stimu-
latory impact on the economy, “the im-
pending- increase in the monthly
deemed values applicable to the private
use of company-owned motor cars will

rove detrimental to the SA car manu-
acturing industry.” ‘

The scale of taxable values applica-
ble to a company car will be increased
by 50% from May 1 to about 75% of the '

. full value of the car.

An investigation would be held in con-
sultation with the motor industry to
determine what the “full value” was,

" according to the Budget Review. ..

Qverlooked | -

Sterling said the 50% increase in
monthly deemed values was unjustifia-
bly high, particularly since higher tax
Yiability had already been built into the
existing  valuation format to take
account of the escalation in prices at the
time of vehicle replacement.

Naamsa said authorities had over-

 looked the fact that the taxation of com-.

pany-owned cars was designed to value
and tax only the %rlvate usage. '

Director Nico Vermeulen said last
night this would probably lead to a:
move to car allowance schemes.

This would be negative for the Re-
ceiver of Revenue because tax revenue
would then be received on an annual
rather than a monthly basis and individ-
uals in the scheme would pay less tax.

Vermenlen said the import surcharge
reduction would have little effect on the
manufacturing industry because most
of the CKD {completely knock-down)
material was exempt from surcharges.

However, it would have potential
benefits for parts and accessories im- -
ports and the import of tooling and -
capital equipment for the industry.
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BUDGET 90
The new S.A

VARIOUS measures
in the Budget should
contribute to more
saving and investment
by the private sector
and also promote the
upgrading and better
utilisation of South
Africa’s manpower,
the Minister of Fi-
nance, Mr Barend du
Plessis, said yester-
day.

He said as the eco-
nomic restructuring pro-
cess got off the ground,
the improvement made by

the Budget in the balance

Sovstard) 3] 40

jget m_s._w&..m

saving o=

between the income tax
contribution by com~
panies and individuals,
could be taken further as
part of the on-going pro-
gramme of tax reform.

Measures which
should contribute to more
saving and investment by
the private sector in-
cluded:

* greater, certainty on
the taxation of dealings in
listed securities.

S e———

* the exemption of

dividends from taxation.

% the doubling of the
exemption on interest
earnings.

* the ‘‘very substan-
tial”’ relief of almost R4
billion in income tax on
individuals.

* the generally more
favourable climate and in-
stitutional framew - for
personal saving. an dmw
investment.

ncourage

stituted a number of spe-
cial, assistance schemes,
such as the moftgage in-
terest relief scheme con-
cluded with building
societies; the comprehen-
sive job creation pro-
grammes and assistance
measures for the agricul-
tural sector.

Pillars
The Budget promoted
the upgrading and better
utilisation of manpower
resources by way of the
mo=o§= o

a*’'mof€ targeted
mcr.ﬂm%mo_. assistance to
manpower training.

P

* a large social invest-
ment in education by way
of special contributions
for training facilities.

* improved conditions |
of service in the teaching
profession.

Mr du Plessis said the
tax concessions which
improved the position of
working women, in par-
ticular, should also stimu-
late the supply of skilled
labour. .

‘“These tax conces-
sions also pave the way to
a better balance in the

2

field of taxatis

e

Du. Plessis said the
systematic reduction of
the surcharge on imports
would also be viewed
positively and could serve
as an Eﬁonwbﬁ element
in tempering cost in-
creases.”

. Appreciating  that
tighter fiscal and

monetary discipline had}

brought hardship, the
Government had also in-

|



Personal tax burden
is reduced for ra::t '
m‘«qn‘\‘q@_gn;‘;m_ug‘i‘ 2720

THE top marginal Ppersonal
" has been reduced to 44% from 45%
while primgry rebates for married peo-

ple hage increased fi 1250 to
“R2 100, \le \grloﬂ
1 “Overall, the &ffect for in ividuals is

“t0. reduce the tax burden,” said Des
Seaton of Arthur Andersen last night.
But- an analysis by Ernst & Young
showed highly-paid individuals would
Pay much more perks tax than last
-year, In one example, taxable income
increased 49%. o

+ »Seaton cautioned that Finance Minis-
tér’Barend du Plessis had referred to
ail intention to “introduce further anti-
savoidance measyres” regarding perks
tax, Seaton said this “introduced uncer-
-tainty” for individuals’ remuneration
planning, and could lead to increased
Liabilities on assessment where PAYE
was deducted in accordance with tax
principles currently in force, !

i 4An analysis by’ Deloitte  Haskins-
& Sells showed that in certain eases
income tax payable would-decline,

Seaton said the highlights ( - individ-
ual tax changes were the exemption of
dividends from tax in the hands of indi-
vidials and general tax reduction,

In his speech, Du Plessis-said the )
possibililty of introducing a minimum
tax onboth companies and individuals
was beitig considered by the Tax Advi-
sory Committee, - - . .

It was also announced in the Budget
that the amount in interest and building
society dividends ~exempt from tax

would be doubled'5 R2 000,

= — |
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THE “clawback” of the LIFO (last in
first out) reserve into taxable income
over a 10-year period is the biggest
shoek in Finance Minister Barend du
Plessis’s budget speech, says KP.
Aiken & Peat’s Ed Hoffman.

When the LIFO system of val
stock was phased out in A] ril 1984,
users of the system were allowed to
maintain the LIFO reserve on their
balance sheets providing the level of
their trading stock did not fall below
1984 levels.

The LIFO téserve: was the differ-
PR s .

" ZILLA EFRAT

LIFQ, clayback biggest 'shbji |

—

ence between the value of opening
stock on the LIFO basis and the cost
asis at the beginning of the first year
-assessment after June 1984. Com-
panies could reduce closing stock val-
ued on a cost basis for any tax year
thereafter by the LIFQ reserve.
“Jt is going to increase the effective
" tax rate of most businesses which
adopted the LIFO valuation basis,” he
says. It could result in a massive cash

. flow drain for some businesses.

g N

Ry




Keacuwuu by
- consumer <
|¢| bodies mixed
g %g};m_

arguerite Mo @
Consumer bodies” have ‘o ered
mixed feactions to this year's
Budget, with *the -Consumer
Foundation saying it was “fair
and welcome” and the Consum-
er Council saying it would not
benefit all consumers,” ..

The director of the Consumer
Foundation, Mr Johan Verheem,
said the Budget was “reason-
;| able”, and he welcomed the im-

provement in pensions,

" Mr Jan Cronje, the director
of the Consumer Council, said
these improvements would not
contribute sufficiently to help-
ing those consumers with a
fixed income who were current-
ly struggling.

““However, consumers who
are benefitting from the new
Budget have good reason to feel
satisfied and relieved, d

“The newly announced mea.
sures to relieve tax pressure on
consumers Is welcomed, and it
is very encouraging that over-
taxation of individuals was ad-
dressed,” Mr Cronje said,

He saw the smaller loan ac-
count prior to taxation ag “a
very 7ood sign which would
hopefully result in the Inflation
rate decreasing and therefore
lighten the burden on the con-
sumer”,

POOR

Mr Cronje warned that con-
sumers’ reliefs did not imply
that spending could now be in-
discriminate,

Womens’ League vice-presi-
dent Mrs Hope Hughes said the
;| €mphasis on indirect taxation L

was “a bit worrying” and woyld ;
hit the poor the hardest, Wl

“People living on the bread-
line may find it difficult to
cope.”

She said the announcement
that the VAT system of taxation
would not be implemented with- i
in six months after being ap- :
proved by  Parliament was
‘very welcome”, ag jt would !
glve consumer bodies time to w3
Pass comment,

“We have indicated that we
want ail prescribed medicines
and basic foodstuffs exempted
from this form of taxation.”

She welcomed the increase in
rebates for senior citizens,




Staff Reporters

Minister of Finance Barend du Plessis's
R72.9 billion Budget has been generally
welcomed as a long-awaited start to re-
lieving the tax burden on individuals and
cutting Government expenditure.

The Budget also marked a move away
from increasing defence expenditure.

The armed services have been restricted to a
1.3 percent increase — aveounting for 13.9 percent
of the Budget — while social services now lake up
qupercent, with an extra R2 billion fund which
will be launched to try to overcome the backlog in
black 0-ec0NVMIC Services.

Total Government expenditure in the Budget an-
nounced yesterday was up 11 percent

Mr du Plessis announced tax cuts for the individual,
niarried women, savers and the elderly.

Nol as welcome, but expected, were increases in the
price of alcohiol and cigarettes

Beer is up ic a “pint” (375 ml), spirits up 1c a tot,
cigarettes up 2 for 10, egaretie tobacco up 2 for 50.g,
pipe tobacco and cigars up 20c a kilogram and forlified
wines and sparkling wines up 1,8¢ a boltle

For the individual taxpayers — whose burden was
nearing crippling propurtions -— Mr du Plessis an-
nounced that R4,53 billion had been allocated as relief

Tax brackets have been changed to lower the tax
rate, rebates have been increased and tax thresholds
have hoen raised so that more peuple will not pay any
tax. Married women will be taxed separately, which
will reduce their tax.

Mr du Piessis said the aim was Lo restore the balance
1 favour of the individual whose burden had increased
subslantially i. relation to that of cormpanies

Mr de Vlessis announced that;

9 The pfiaary rebate for married persons goes up
from R1250 (o R2100; and for an unmarried per-
son {rom R850 to R1800.
@ The rebate for married women is decreased from
- R1075 to R700. But they will not pay more tax as their
- basic tax rates will decrease.

The thresholds for unmarried persons over lhe age of

65 will rise from R14782 to R18889, for those between

61 and 64 they will rise from 116928 to R10858 and for
i ,those.under 61 from 16 071 Lo R10 286.

- For married persons over 65 the tax lhreshold rises
from R17304 to R21667, for those between 61 and
64 it rises from RY 785 to R12 601 and for those under 61
from RB926 to R12001. For married women it rises
from R4 300 to R4 556.

Savings encouraged
—_—

Saving is to be encouraged by increasing the tax-free
portion of interest income and building society divi-
dends from R1 000 to R2 000.

The rebate for those over 85 will be increased from
R1450,jo R2100. However, the additional rebate for
thosé between 60 and 64 is to be phased out by raising
the qualifying age by one year every year.

The new tax rates mean that a married person with
{wo children earning R50000 taxabte income will now
pay R10950, a saving of R1960.

Some perks taxes will rise. On company cars the
value for lax purposes rises from 50 to 75 percent, The
taxable portion of low interest or interest-free loans
from employers rises from 16 to 19 percent.

Mr du Plessis also announced: .

o The introduction of a "safe haven"” of shares listed on
the JSI for more than 1¢ years. Profits from the sale of
these are to be exempt from income tax.

@ The phasing out of the 1,5 percent tax on marketable
securities over three years, starting in the next fi-
nancial year (1992/3).

@ The phasing out of tax expenditure. The tax atlow-
ance for employee training is to be withdrawn and re-
placed with a direct subsidy by the Government.

"Mr du Plessis said all social pensioners would get an
increase of RZ5 a month; civil pensioners an adjustment
of 10 percent; and military pensioners 10 percent. Pen-
sions for industrial illnesses would rise by 10 percent.

The Budget represented a disappointment for public
servants hoping for a further pay rise. Salary adjust-
ments for nurses, police and other law-enforcement
personnel were promised, but they were not told by how
rmuch, or when, their salaries would rise.

Although 40 percent of the Budget was taken up on
“social upliftment", extra-parliamentary organisations
said more funds should have been made available.

United Demoeratic Front publicity secretary Mr Pa-
trick “Terror” Lekota said the emphasis on social
spending reflected the changing political objectives in
society, However, social spending was still “far too lit-
tle to address the need of disadvantaged communities”.

Mr Clive Knobbs, vice-president of the Chamber of
Mines, said: “There has been an encouraging reshuffling
of priorities with emphasis being placed on the uplift-

.
1

ment of the less privileged members of our society. "

The champion trivmphs ..
during last night's WBA junior-lightweight fight.

. Brian Mitchell slugs it out with challenger Jackie Beard
@ Picture by Associated Pross.
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‘Concern over drjy
cut car fringe

By Joe Openshaw

The proposed cuts in fringe
benefit ‘taxation on company-
owned cars was viewed with ut-
most concern by the motor in-
dustry, National Association of
Automobile Manufacturers of
SA (Naamsa) president Mr
Spencer Sterling said yesterday.

Other executives in the motor
industry sajd hints of consider-
able cuts on company car perks
iannounced by Mr du Plessis
would accelerate the swing in
South Africa from luxury cars
to smaller and lighter models.

Toyota Marketing managing
director Mr Brand Pretorius
said cuts in perks on company
cars would have a significant ef-
1fect .on the motor industry and
encourage people to go down-
market when buying or replac-
ing company cars.

“It will also discourage peo-
ple from replacing company
cars,” Mr Pretorius said.

Mr du Plessis stated in the
Budget that cuts on tax rebates
and perks on company cars
were being considered in order
i to broaden the'tax base.

driye to
Benehit

About 70 percent of passenger
cars passed into the corporate
market, Mr Pretorius said.

“The current swing towards
the smaller cars will be acce-
lerated by the cuts,

“The manufacturers of luxury
cars will obviously be affected.

“Also, the motor industry, as
a whole, plan their stock in ad-
vance and a swing to smaller
cars will obviously upset the
balance,” he said.

Mr Sterling said the intention
to increase the monthly deemed
values by approximately 50 per-
cent were considered unjustifi-
ably high, particularly since
higher tax liability had already
been built into the existing valu-
ation format to take account of
the escalation in prices at the
time of vehicle replacement.

He said that while Naamsa
supported the principle of tax-
ing fringe benefits, the authori-
ties had appeared to overlook
the fact that.the taxation of
company-owned motor cars had
been designed to value and tax
only the private usage of a com-
pany car.




KAIZER NYATSUMBA reflects on growing concern in the Detainees’

Support Committee over the sudden increase in the number of people
detained under the emergency regulations.

The increasing number of detainees
in the country at a time when re-
form and negotiations are the buzz
words could be indicative of unre-
solved tension between politicians
and the securocrats in the Govern-
ment, according to Detainees’ Sup-
port Committee (DSC) founder, Dr
Max Coleman. .

Dr Coleman told a National De-
tainees’ Day prayer meeting in
Johannesburg this week that as long
as the Government detained people
without trial, anti-apartheid activ-
ists would have {0 campaign much
.more vigorously against repressive
and racist legislation.

Expanding on the problem subse-
quently, Dr Coleman said the num-
ber of detainees held in South Africa
and the homelands in terms of the
state of emergency and the Internal
Security Act had increased from
about 50 in the past few weeks to
between 200 and 300 this week.

Towards the end of last year
there were about 500 people in de-
tention, but the number decreased

_considerably early this year and
was now increasing again.

Police reactions to protest
marches, particularly in the Free

State where many marches had '
been held over “bread and butter

issues”, accounted for the increase
in the number of detainees.

«It is beginning to look like a re-
turn to the days of 1984 when there

was sharp resistance to apartheid '

and massive protests over bread
and butter issues such as high rents
and inferior education. These issues
never went away,” hie said.

wThe Goverment’s reaction to the
protests is different, however. They
are more restrained because of the
strategy of the Government of the
day, but within the security forces it

would seem there is not the re-

straint and discipline the politicians
in Government would like to see.

«This suggests there is unresolved
tension between the politicians and
the securocrats.”

The DSC, he said, would continue
to provide support for detainees and
their families, and to expose deten-
tions whenever and wherever they
occurred.

- b
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and Julienne du Toil

Yesterday's Budget announce-
ment on separate taxation for
business and professional mar-
ried women has been roundly
welcomed by lobbying groups,
athough reservations were ex-
pressed about continued unequal
taxation.

“Separate taxation for women
is a rationalisation that is long
overdue,” Black Sash Transvaal

chairman Mrs Judith Hawarden
told The Star.

“There is absolutely no reason
why married women should be

men welco

Margied wogmon welc

bands, or that women who are
the sole breadwinners have been
‘deemed to be married men’.
This is an insult to women.”

She said separate taxation
would be “beneficial to the
economy as a whole”, as it
would encourage more women
to run their own businesses and
to “put their considerable tal-
ents into the development of the
economy”.

Ms‘ Lizette Labuschagne,
chairman of the working group
of Women and Tax of the

Women's Bureau said the bu-
reau “took delight in the further
significant step towards the sep-
arate taxation of husband and
wife”.

She expressed concern, how-
ever, that a married woman
with the same income as her
husband would still be worse off
than her husband.

“The present rates of tax for
married women are to be ad-
justed so as to gradually align
them with those of an unmar-
ried person. The tax tableappli-
cable to the hushand:is &ymar-
ried person’s table, which is far

arate taxation

SN

more lenient than the unmar-
ried person’s tax table.

Ms Labuschagne said the bu-
reau regretted that a system of
completely separate taxation|
had not been introduced, but
hoped that this would be ad-
dressed in the next tax year.

She said there were some
issues still in need of clarifica-
tion, such as whether the mar-
ried woman would be entitled to
her own retirement annuity
fund deduction, theé lump sum

~ exemption and the R30 000 tax-
“free retirement gratuity exemp-
_tion. : .




CAPE TOWN — Married women are
ions, which,

Additional concessions for

[ _

Political Staff

{o get further tax
it is estimated, will cost the taxman
about R206m.

But there could still,be bad new
ahead. A gao
" Finance Minister Barend du Ples-

sis said government had accepted
separate taxation for married wom-
en as a goal and it was proposed that
all trading income from a business or
profession be taxed separately.

" “Income she derives from employ-
ment or a trade connected with her

husband’s trade is included on condi-
tion that her earnings are commen-
surate with her services,” he said.
“Her investment income will, how-
ever, still be taxable in her husband’s

Du Plessis said it was further pro-
posed that the present tax rates for
married women be adjusted so as
“gradually to align them with those
of an unmarried person.”

Some observers suggested yester-
day this could push married women's
tax up in future but this would be off-
set by a reduction in the husband’s
tax.

In terms of the SITE system, mar-
ried women were taxed separately on
all their “net remuneration” as de-
fined for that system. Investment in-
come and certain trading income de-
rived by a married woman who was
not subject to SITE was still taxed in

her husband’s hands.
A memorandum said Whi

ate taxation had been acce ted as a

long-term goal, the Joss of revenue

was not immediately affordable.

In terms of the Site system as im-
plemented in 1988, married wormen
enjoyed the benefit of a separate (al-
though not equal) tax on income up to
R20 000. The limit had beeri lifted last
year so married women were now
taxed separately on all their net re-
muneration.

A Finance department spokesman
later cleared up sreculation that
married women would pay more tax
if they were to be taxed as a “single”
person. He said they would actually
pay less than at present.

|

hands.”
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Dragnet goes out.
for tax dodger
e éowetan(:ofrespdnéent '

TAX evaders beware ... Inland Revenue inspectors are
getting ready to pay-out more this'year in rewards to in-

fomens o) WA

Funds for Inland Revenue this year are going np

~ from R203,3-million to R233,3-million.

In an explanatory memorandum, officials say that in
addition to the cost of bringing in VAT, of appointing
‘more staff and improving salaries, a portion of the R29-
millioninmsewillgomwa:dsthe“largainmeasein

on tax. evasion, which will result in more
sewards being paid out to informers™. .




&.4..25\35,&;.,1

BUDGET

Business Staff

THE Budget decision to abolish
tax on dividends is one that
threatens the life assurance in-
dustry by reducing the invest-
ment attraction of many life in-
surance policies.

The Life Officers’ Association
(LOA) has expressed alarm that
assurers would continue to be
taxed on two-thirds of dividend
income, an apparent departure
from the trustee principle of life
assurance taxation

It said that acceptance of this
important principle could have
placed South Africa in the fore-
front of finding a fair and scien-
tific tax formula for life assur-
ance.

According to the association,
the Minister explained a year ago
that he could not allow life assur-
ers to deduct more than 55 per-
cent of their expenses in deter-
mining taxation income. This was
acceptable to the industry as an
interim measure. ’

“It is.a major disappointment
that in this year’s Budget, not

s bf3l70 (&

nove threatens life offices

only was the expenses percentage
not adjusted to make it more eq-
uitable and fair in comparison
with other savings avenues, but
people who use life assurance
products to save towards retire-
ment or to ensure the financial
safety of their dependants, have
to pay an unfair dividends tax,”
said the LOA.

“The imbalance in the tax
treatment of life assurance and
other forms of saving has been
enlarged by this Budget. Life as-
surers carry a2 much heavier tax
burden than other savings.™

While welcoming steps taken
to encourage discretionary sav-
ings the LOA said that since long-
term. contractual savings really
formed the financing source for
capital formation, an appeal
would be made to government
not to neglect this form of saving.

The “tax haven” for listed in-
vestments after 10 years was
welcomed and the LOA would en-
courage government to consider
shortening the waiting period an-
d/or introducing a scale whereby

320

the taxable portion of a capital
gain on investments was reduced
over a given period of time.
Investment advisers say the
abolition of the tax has greatly
reduced the investment attrac-
tion of many insurance policies.

Before the Budget the only way
an investor could accummulate a
capital sum without paying tax
was to invest his money in a 10-
year endowment policy.

But with dividends no longer
taxable, the need to invest in an
endowment policy to accummu-
late a tax-free capital sum falls
away.

Mr Bob Tucker, head of the
Perm, said the abolition of the
tax would have a major impact
on the flow of savings. He expect-
ed them to move away from life
offices to banks and building soci-
eties.

Mr Mike Hyslop of the Board
of Executors said the ruling
meant investors who wanted
long-term capital appreciation
and did not want life cover were
likely to chose some other route
than buying an insurance policy.

— ‘
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CE Minister Barend dy P essis’s
announcement about § partial lifting of
Iing-fencing for mines hag raised two
burning issues, according to investment
experts. . e,

Du Plessis said ing.fencin would be

gzrtially lifted to theextent tﬁat 25% of
e “tax base” of an existing mine could
be used to write off a new mine’s devel- ,
opment costs in cases where both mines ;
were the property of the same tax- .
payer, ‘ .
Ring-fencing, which allows a profit--
able mine to absorb the working costs of
a developing mine, reduces the overall ,
“tax paid by the owner of the two. Yes-
terday Tax Advisory Committee (TAC) .
chairman Prof Miglael Katz said the f
lifting had been only partial to protect ’
the tax base, “ o

The investment community, howey-
er, is waiting for an exact definition of
“tax base”, a “new” mine, and whether
or not such a mine had to be contiguous
to the existing mine,

The Department of Finance and In-
land Revenue said yesterday the matter
Was a proposal announced in the Budget -
gr:]dhthat raft law ha\d not yet been

inalised. o) \biviqo

The term\ “:.a‘} base”, :}ccc\ording to
Anglo American’s tax division, was the
same as “taxable income”, The inter-

retation could be significant, as in the
Becember quarter gold mines produced
taxable income of almost R700m,
Crudely annualised, and assuming that
all mines had taxable income that could-
be used by a develt;zin%mine, the 25%-
rule announced in the udget could be
worth R700m to the mining Houses,

On the question of “new”, Aiken &
Peat partner Alister McKenzie said “jt
should be noted that g new mine...|s
one where Mining commenced after
March 14 1990 -
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_MICHAEL Katz, chairman of the
-Tax Advisory Committee (TAC)
describes the “safe haven” for sale
« of shares older than 10 years on the
. JSE as “one of the most significant

" milestones in SA tax history”.

+ The rule is simple: subject to minor
technicalities, any JSE-share that has
been held for more than 10 years can be
sold free of tax on any profits realised.
This is not an introduction of a defini-
tion of capital gains — like “income”,
capital gains is not defined in the In-
come Tax Act — but it provides cer-
tainty, in the sense that any qualifying
share can be categorically sold without

_attracting any tax.

" Katz describes the proposal, which

" became effective yesterday, as an “‘ex-
periment” that may lead to the rule
being extended to other assets, such as
immovable property.

Integration

Reviewing the Budget, Katz said:
“Qpe very important aspect is that it
constitutes an assault on non-cash re-
mmuneration. Essentially in the inter-
ests of equity, perks tax is being tight-
end to make all forms of non-cash
remuneration unattractive.”

He said the elimination of tax on
dividends in the hands of personal
shareholders constitutes a complete

. “integration” and thus the elimination

TAC chief says haven for
shares an SA tax milestone

Says Katz: “The abolition of tax on
dividends will have the further advan-
tage that it will simplify the system
completely since UPT (undistributed
profits tax) will be abolished and all
provisions relating to anti-avoidance
in respect of dividend stripping will
fall away.”

Moreover, Katz argues that the an-
nounced three-year phasing out of MST
(marketable securities tax) should also
facilitate the financial markets in SA.
He said the Budget’s failure to address
the issue of MST on derivatives (fu-
tures and options) amounts to a waiver.

On the question of mining tax, Katz
says the objective was to eliminate the
so-called “ring-fence” which, he con-
cedes, is undesirable in economic
terms, “but which is necessary to pro-
tect the tax base. Thus, to reconcile the
objective of eliminating the undesira-
ble economic concept with the objec-

tive of protecting the tax base, the.

solution chosen was to drop the ring
fence to the extent of 25% of an exist-
ing mine’s tax base”.

H at this stage, the meaning

- of economic double taxation.

Katz says the new rule should also
assist in achieving neutrality of busi-
ness form and neutrality between debt
and equity financing. The neutrality of
business form, he adds, “will aiso be
enhanced by Finance Minister Barend
du Plessis’s announcement that a move
towards equating the rate between ¢or-

_ porate tax and the maximum marginal
rate of individual tax is planned”.

to be given to “tax base” is not clear.
Yesterday Commissioner for Inland
Revenue Hannes Hattingh said he was
consulting his legal draughtsmen on
the interpretation of the words, and
also on the crucial question of “conti-

essence of the entire system of SA in-
come tag, yet the Income Tax Act con-
tains no comprehensive definition of
these two concepts.”

Over the years a considerable body
of jurisprudence has been built up asa
result of the many occasions when the
courts have been required to interpret
the concepts. This body of pr ent,
with all the literature compiled by ex-
perts, “has served to reduce the uncer-
tainty which would otherwise have ex-
isted as a result of the omission from
the Act of any comprehensive defini-
tions of capital and income.

Solutions

“Despite this body of jurisprudence,
uncertainty continues to exist which in
certain areas is unacceptable and is
proving to be an impediment to the
free flow of capital in the economy”.

The TAC investigated the appropri-
ate solutions, resorting to comparative
approaches in many other jurisdic-
tions. Katz says particular attention
was paid to the and Canadian sys-
tems, where the concepts of gains
made in the course of business or in
carrying on a trade are used instead of
the reference to the distinction be-
tween capital and revenue.

However, these mounmvﬁ do not ex-

clude subjective The TAC

guity” in the context of ring-f

But it is in the capital versus rev-
enue area that Katz applauds the Bud-
get proposals. “The distinction be-
tween capital and revenue is the very

believed “the marginal advantage of
adopting an approach similar to the
UK or Canada would be outweighed by
the disadvantage of throwing over-

board the considerable body of juris-
prudence which has been developed as
an interpretative aid in respect of the
existing distinction between capital
and revenue”.

But, argues Katz, the degree of un-
certainty in certain specific categories
of assets is “unacceptable”. It may be
said, his argument continues, that
transactions in shares are being im-

ded to an extent that could be immo-

ilising large capital resources.

The essence of a solution recommen-
ded by the TAC, which also fits in the
existing structure, is the introduction
of a so-called “safe haven,” with 10
years as the selected period.

The reason for the selection of listed
shares is to reduce the possibility of
“manipulations” designed to fall within
the same haven; such as property being
transferred into a company to get the
benefit of safe haven treatment.

As announced by Du Plessis, there
will be provisions — necessary for the
proper implementation of the safe ha-
ven concept — including:

[ A share which has been categorised
as trading stock by virtue of an exer-
cise of a discretion in terms of S 24A
will not get the benefit;

O The onus will be on the taxpayer to
prove that he has held the shares for
the required period;

CIWhere a taxpayer has acguired
shares in the course of a trade and has
uomu muedm_ma a anm“"non of interest
and expenditure for the carrying costs
of such shares, he will be liable for a

clawback of interest and expenditure
(other than share losses) previously de-
ducted in respect of the shares so real-
ised; and

[ Taxpayers may elect whether they
wish to fall within the new proposals or
to continue with the existing system.
Those who realise listed shares and
elect to adopt the new proposals must
thereafter apply the same principles to
all transactions in listed § which
have been held for more than 10 years.
Losses will not be tax deductible.

The safe haven treatment has been
grafted on the existing structure.

It makes no difference to the appli-
cation of the safe haven principles to a
particular asset as to when that asset
was acquired. The TAC saw this as an
“experiment” which could be extended
in time to other categories of assets.
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Govt plans VAT publicity drive

CAPE TOWN — The Finance Department

| " " nuke roBERTSON ]

is planning a multimillion rand P
to. advertise the new VAT system to be
introduced after October next year.

It is also embarking on a recruitment
drive to expand its personnel to enable+
implement the VAT system,

The department also plans to increa:
payments to informers who provide re-
ports on tax evasion, £/ /613190

In the explanatory memorandum on i

220

the miain reason for thé R16,9i increase in
its administration vote was the plaiihed

" VAT publicity campaign. oy

It added that a R29,7m increase jii"the
inland revenue vote could be mainlywas:
cribed to VAT personnel recruitment’*

Other reasons for this increase were:the
carry through effect of occupational §pe-
cific salary increases, the filling of vacan-
cies and a large increase in reports ori’fax

. evasion. vt

budget vote, the Finance Department said
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_THE tax concessions in this week’s
budget serve to give back to taxpay-
ers the huge amount of additional
income they brought the govern-
ment last year,

Total revenue for 1989/90 was

Ré-billion higher than the original

budget. This exceeded most econo-
mists’ estimates of an approximate-
ly R3-billion overrun on revenue.
The R2,6-billion the government
eamned from import surcharges and
the increase in tax money because
of fiscal drag earned the govern-
ment more than anyone (inciuding
the government) expected.

M hile, government sp g
last year was just slightly above
budget at R71,5-billion — an in-
crease of around 15 percent over the

previous year, no real increase tak-
ing inflation into account,

The result was the deficit before
borrowing (the excess of spending
over revenue) was only R3,8-
billion (instead of almost R10-

billion), representing only 1,5 per--

cent of gross domestic product. In
effect, the government was saving
the country’s money, because its
capital (investment) spending

" amounted to 2,2 percent of GDP,

It is only considered “dissaving”
if it uses loans to finance current ex-
penditure, for example on salaries

RS5-billion anticipated in last year’s:

eficit conjures
Ib[3-22{ 3)90 i

tax conces

and administraticn, b

The “magic figure” for the deficit
is three percent of GDP — the gov-
ernment had been trying vainly for
several years to get the figure down
to that level, - .

Du Plessis described this week’s
budget as “continuation of fiscal

iscipline, but making room for tax
reform”, . o

The way he made room for tax re-

" form was simple -~ he allowed the

deficit before borrowing for 1990/
91 to rise from last year’s very low
level to 2,8 percent of GDP, well
within the “magic” three percent
limit. Rather than raising some tax-
es to compensate fully for losses on
others, he merely used the space he
had on the deficit to allow anet rev-

- enue loss from the tax concessions

of R4,5-billion. The concessions
mean total tax revenue will repre-
sent 23 percent of GDP, down
from 24,9 percent last year.

Government revenue this year
will total R64,9-billion — tip onl,
5,8 percent on that collected last
Yyear, although up more than 18 per-
cent on last year’s budget figure,
Spending will be R72,9-billion, up
11,9 percent on the amount actually
spent last year, The deficit before
borrowing will therefore be just un-
der R8-billion,
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THE almost R4-billion in personal in-
come tax concessions announced this
week reversed a trend over the last
decade in which individuals account-
ed for an increasing share of the gov-
erament’s total revenue, with the pro-
portion from companies steadily de-
clining,

Income tax paid by companies in-
creases by almost 20 percent this year
while that paid by individuals goes up
by only 4,3 percent. Individuals will
contribute 57 percent of the govern-
ment’s R35,8-billion revenue from
income tax this year, where last year
they accounted for almost 60 percent.
Companies make up 37 percent of the
total, compared with 33 percent last
year.

However, individuals are stilf
shouldering roughly the same propor-
tion of total government revenue as
last year. The proportion of revenue
from personal income tax is roughly
the same this year as last at 31
percent. Sales tax makes up 55 per-
cent of the total and Treasury officials
estimate at least half of GST is paid
by individuals. So individuals will
still contribute almost 60 percent of
all revenue,

But Finance Minister Barend du
Plessis did make real concessions to
individuals in the budget — without
them, individual income tax would
have risen by 24 percent instead of
under five percent.

And the concessions benefit rich
and poor.

Du Plussis told journalists he had
made “massive cuts, thinly spread”
so that the budget would not over-
stimulate the economy by putting too
much extra'money in people’s pock-
ets. And he stressed that the changes

would have most benefit for those in
the R18 000 to R40 000 a year pay
range, who make up the bulk of in-
come tax payers.

It is these individuals who are reck-
oned to be suffering most from the
effects of “fiscal drag” — where sal-
ary increases put people into higher
tax brackets so that they must pay a
greater proportion of their income to
the Receiver of Revenue,

To avoid this trap, Du Plessis
raised primary rebate levels and shift-
ed tax brackets upwards.

Low paid workers also benefit from
the higher tax threshhold — the mini-
mum level at which people now be-
come taxpayers has been raised to
RI2 001 from R8 928 a year, for
married persons under the age of 61,
Most black workers carn less than
R1000 a month and will thus avoid
income tax.

At the other end of the scale, only
4000 to 5 000 South Africans are
estimated to earn R150 000 a year or
more, The budget also benefits the
rich by abolishing tax on dividends
and cutting the maximum marginal
tax rate from 45 percent to 44 per-
cent, although this still takes effect at
R80000 for married persons, The
government’s aim, to be achieved
over five years, is a 40 percent maxi-
mum marginal tax rate at R100 000 in
1989 money — so in five years’ time
this level could be R150 000 or
more.

Previously individuals (though not
companies) had to pay tax on two-
thirds of their dividend income. The
abolition of this tax will cost the gov-
ernment R408-million this year, Indi-
viduals also had to pay tax on any in-
terest ificome over Ri 000 a year —

for personal burden
320 ),

this has I gen raisedto K2 000,
Both measures are attempts by the
government to encourage investment
and saving in the economy.

The government also moved to
near-complete separate taxation for
married women, a move which will
cost it R206-million this year. Salar-
ied married women have been paying
Standard Income Tax on Employees,
which is a form of separate taxation,
but this did not apply to women earn-
ing income from their own or their
husbands’ businesses. This has now
been changed, so that all trading in-~
come of a married woman is to be
taxed separately in her hands,

The government is recouping only
some of the R4-billion it has forfeited
in tax ¢ ions with tax i
elsewhere,

It will raise R50-million extra by in-
creasing fringe benefits tax, particu-
larly on car allowances and subsid-
ised loans. It has also raised excise
taxes on alcohol and cigarettes to gain
R145-million more in reveme.

It will also raise an extra R15-
million on marketable securities tax.
This is from the R1-billion more in
profits from share trading on the Jo-
hannesburg Stock Exchange expected
to result from the “safe haven” the
government has created for shares
held for 10 years or more.

Du Plessis, however, plans tc

more from companies, with a
series of measures which will bring
in at least R230-million. Companies
will no longer be able to reduce their
taxable income by claiming certain
expenses such as training allowances,
But companies — and individuals —
gain by cuts in the import surcharges
imposed since August 1988, .
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THE* Southern"'Africér;j;Black
Taxi -Associdtion (Sabta)- has
instituted a one-man commis-
sion ‘of Iniquiry. to probe into
the violence in Katlehong. -
' They hope to find ways to
prevent similar incidents oc-
curring in other ‘townships,
More than 30 people were

what started as a taxi war,

ended as a civil war,
Mr Jabu Mabuza, communi-

announced that hoth the Katle-
hong Taxi Organisation (Kato)
and the Germiston and. Dis-

trict Taxi Association (GDTA)
1:have been dissolved and will
} be.replaced by a single body. ,

* 1. “We havé, in conjuction with |

the local civic assaciation and-
the United Democratic Front
(UDE), decided to dissolve the
Warring “factions and replace
theth ‘with a- working ‘¢ommit.
tee of 13,” Mr Mabiiza said;- -
“"He 3aid  thé committee.
would comprise four mempers:
éach from Kato and the GDTA,
four'from the Katlehong Civie'
Asibciation and one représen-
tative from Sabta, et
e Mdss funeral

" “The - committee will' be.
functional until a unitary-hody
i formed; It is our wish, and
that of the Katlehong eémmu-
Hity to see one united taxi or-
ganisation in the township,”
Mr Mabuza said, acknowlédg-
ing the help ‘ Sabta had re- |
ceived from local' UDF affi)-
- liates, e

killed, - scores injured, . when |

cations manager at Sabta, also |

* Recommendation from the
commission, headed by a Te-
tired judge whom Mr Mabuzs
could. riof at present: “name;
would be considered during
" the formation of a new'taxi as-
sociation in Katlehong, ™« -
<= He-said taxis in the township
would start running norrmally
sometime after the today’s
mass funeral of the victims of
the violence. PRI
T Officials ' of . the" UDF' be- |
lieved the dispute aniong taxi- !

men had bee '
‘poverty in w
" "“The

it h

1’ caused by thé
o







| MINISTER of Finance ,
Barend du Plessis disclosed,
in his Budget ~~ not before
time — that a new deal for,
savers was on the w Yls :

He said he was abolishing
the tax on dividends, increas-
ing the tax exemption on in-"
terest income from R1000 to
R2 000 and, most important of ,
all, he virtually promised to )
introduce next year a low-rate.

\

| withholding tax on interest, -

payments, - ! S
These measures, together with , -
the development recently of#
“real” interest rates and the:
move to curb inflation, should.
transform the savings situation. -
Saving has been going out of
fashion for many years, even by .
those with the money to do so.
Since the 19703 SA’s saving rate
has been awful. But it was worse |
last year when, overall, South
Africans did not save a penny, %
Reserve Bank figures show,
that in the first three quarters '
of last year there was a net dis- .
saving of R700 million. 3
* The main reasons are:
@ Persistent high inflation, which .
has reduced the ability to save:
and has made holding assets*
more profitable than holding
cash.” - - '
®High tax rates, which limit the
amount available for saving and
limit the returns onsaving, - 5
@®The failure. of the Government*

- came poorer instead 'of richer

penal rates as banks, ¢ b1 ki Y s i K
~* One result was that.the Little But with th
" money savers had began to flow 7

,
prlieptrety? P TR TR
'money becoming -availab!
nvestment ‘i i

G
A

These developments'resulted * Moreover, as insurance  com- s
in the flow of savings o building* panies regarded these savings.as it 1 00
socleties — the most importaxgtg *trust’ funds,’ Which~could;not4‘bq¢;§though, welcome, is far'from gen
savings medium for South.Afri- ' invested in speculative; yentures,: erousysIt. represents’an’inyest:
cans since the turn of thejcen; jWere ment.of just over'R10000 at cur

tury — virtually collapsingrﬁ ""'”L'rent.:intemt..rawl.’w.;;,.

| Negcﬂve rates}

Government policy- forced 5
them to pay almost negative's, in
rates of interest. At the same i
time the saver was heavily taxed.
on his interest income. Savers be-

and moved their. money els
where, + - - St
- This has had a serious affect
on house-buyers, The building so-":

e still above the inflation rate;
.and the withholding tax rate"{s%
#in the reglon of, say, 10 percent,]
cleties had to get more funds : .one can ylagta\t’ll:: ab f z:gl;:cf,.;-
from the money market ‘and " vestors have tended to seek ca money goingito the banks, any
: ; ‘) 3 have, .cap- ; oty
I uiison with maney matkel 14l gals as these o no nor- REACTERCCelS, L
vates. . oo 2iach by mally bear"t?x\.( s %' be the best return investors hhve,;g
Innocent house-buyers! found ; ngher dividends had for:decades. This reversg:

themselves paying the same ——— flow' to 'banks and building 50

R g gy cletles would enable them to lend ¥

‘ th thelifting of the taX * 'rnoremoney’ at, lower interestf]

barrler, investors>are likely"to - rates than they'do now.

Astart demanding higher, iy {1iSoygreat would be the ady;
nds, oLt ges that: one wonders why the’)

Government is waiting a yuggé

Ty

2

to insurance companies. The lat< v

() - AN agTaey,

{hg §,‘1’;‘}2 ,‘,’,’;’ﬁ';ﬁt'gﬁ‘; il: ;l:.ﬁy X This should make the.share r

ty and so offer the saver protec- -Market, especially the mutual 40 S0 FEF AT eyt }

tion against inflation. . -~ :-fund movement,:much more at»¢<** Take'a chance; Mr du Plessis,’t
But savers had to leave. thelr " tFACHVe.s /)’ i i ¥iierow 6, and’ introduce this concesslqg\zk

investments with' the" insurance %1t should-also: lead;tosmore. - straight, ayays v !
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THE retail price on electrical appliances is expect-
ed to “decrease slightly” within the next three
months, as a result of the 20% drop in the 60% import
tax on electrical components.

Dion marketing manager Mr Howard Davidson
said it was impossible to work on percentage figures
because every product would have different duty
costs and produet cost structures.

“This would only apply to imported products. For
instance, the televisons we purchase are manufac-
tured locally, so I do not foresee a change in those
prices.

“Within two to three months we may see a slight
price reduction on video cassette recorders and hi-
fi's. But we have to take the inflation rate into
account. We are not sure what the rand will be
worth in two or three months,” said Mr Davidson.

Retailers predict that the decrease in prices
could range from 8% to 10% within the next two or
three months.

Mr Raymond Murray, local director for Pick 'n
Pay, said the original 20% decrease would be dimin-
ished by “one-third of the particular tax” because it
was a pre-import duty and tax cost percentage.

“The decrease is positive and naturally if we do
benefit from some of the lowered taxes or rebates,
we will pass it on to the consumer,” said Mr Murray.

Ms Anthea Laughlin, a manager at the National
Panasonic industrial division, said they were not
affected by the import surcharge reduction because
all components they used were made locally.

Applignc% ’ to
e
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FINANCE Minister Barend
- lu Plessis has stepped on thin

5 ceinhis Budget moves to cut”

) jersonal tax and reduce im-
i yort surcharges.
The handouts have been

welcomed — but danger
_ lorks that they might re-
. stimulate the economy just
; m tge full benefits (l))f last
) 's dampeners are begin-
ning to be ?elt.

‘The economy is in a resil-
p  lent mood. Last year it cooled
>“a lot slower than expected on
¢ the back of higher confidence
“"levels throughout commerce
-’ and industry.

Sihce then the improved
foreign perceptions of South
¢ Africa after the Government
*_got into its stride on the new
tireform programme have
{+also heightened the expecta-
:tions of businessmen.
.. A big surge in demand for
1: ‘imported goods could jeopar-
- ‘dige"the Government’s bal-
¢ anée of ‘payments surplus
target, which is vital to en-
sure -comfortable foreign
bt redemption.

A
<t

At home, a rush by individ-
uals to spend expected sav-
ings on tax deductions would
negate the effort to encour-
age savings.

believe

which would lead to a much
more rapid cooling would re-
sult in higher unemployment
and an undesirable effect on
the situation in the town-
ships.” '

He says the Government
must believe that the relief

Many i
that Mr Du Plessis has taken
a calculated risk — but that
the odds are on his side,

will nof
the economy to the extent
that a revival in activity
would jeopardise balance of
P targets,

The of high
interest rates will encourage
individuals to reduce person-
al debt levels.

“Even with the selective
easing of hire purchase
terms, current interest rates
should still curb the demand
for further consumer credit,”
says one economist.

At the same time, business
has been conditioned to the
probability of a year of re-
duced demand and a rush to
increase imports is unlikely.

JCI economist Ronnie
Bethlehem says: “The ques-
tion of too much or too little
is critical to this Budget.

“Too tight constraints

The best hope must be that
anir savings in {ax payments
wilt be used by individuals to
reduce their debt. “Personal
debt is already far too high,”
says Economix director Dr
Azar Jammine.

Consumer demand, he
says, should continue to be
held in check by the high in-
terest rates, which are un-
likely to be reduced soon.

“If the man-in-the-street
uses his savings to liquidate
his debts this will be defla-
tionary and keeﬂ money suj
ply in check. This would be
the best road to recovery.”
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reduced j

XE:
the.new tax rat
“be reduced to'R2
saving of R640, Thi
amount has been calg
lated on the basis- th:

€ taxpayer’s wil

n thisy
pai

e basis
1S Wi :

Married person over 5.

1 an annual’salary of,

{ R20000, these peopla’
last year pajdiR 660, {Uni-/

der ‘the new' tax ratey
they

pay nothing, This
szill help.
[

blatk pensio
18 under’ the gy
ment pensioh ‘schem
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THREE majo triotor industry organisations are
to'protest against the Budget’s huge hike in perks

tax on company cars.

iThe new tax structure means businessmen withgom-
paily cars will pay 50% more tax on their cars,

}And Finance Minister B

arend du Plessis intends to

ta§t100% of the deemed benefit of a company car from
ne;

Yyear, suggesting that
the tax will again rise by
a Similar amount.

Motor industries spokes-
men say 75% of new car sales
are to.companies and the tax:
ﬁ’r:xpogals will be devastat-
L .

e; three major industry
boqrihes, the National Associ-
ation of Automobile Manu-
facturers of SA {Naamsa), the
Motor Industries Federation
(MIFT{ and the National Auto-
mobile Dealers Association
(Nada) will “pursye the mat-
ttjer further with the authori-

es”,

Theo Shapiro of the ac-
counting firm Ernst &
Yoing, says a company lim-
ousine worth R120000 will
cogt a taxpayer, on a margin-
al rate of 44%, an extra R172

h

a month.

Bracket

iThe new tax table will in-
crease the faxable income of
the user of a R120 000 car by
R391 a month. The car will be
deemed to be worth R1172 a
month, not just R781.

-A semi-luxury car costing
R80 000 will add R285 to the
user’s taxable income, being
valued at R854 per month in-
stead of R569. If he is in the

top tax bracket, he will pay .

an additional R125 a month.

The new formiula means a
RA40°000 car will add R159 to
taxable income, while a bot-
tom-of-the-range R20 000 car
will be deemed to be worth

Business Times Reportérs

the new Fiat Uno, which will
be the cheapest car on the
market.

Manufacturers of smaller
cars are not that concerned
about the new tax structure
as they believe it, will in-
crease the momentum to buy
down.

“The Budget makes travel
allowances relatively, more
attractive but they will not
be the better choice in all
cases,” says Mr Shapiro.
“Company “cars still have
their “place, but a careful
financial analysis should be
made.” :

At a Budget discussion at
Nissan’s marketing head-
guarters in Sandton on Fri-

ay, the Deputy Minister of
Finance, Org Marais, hinted
that the Government. would
not appreciate a_ major
switch to car allowatices “as
many unhealthy schemes can
be built around this system”.

“Stay away from allow-
ances and make it a level
playing field,” he said, His
department is, however, pre-
pared to discuss the matter
with the relevant: bodies,

“We do not want to kill the
motor industry ... the indus-
try will find it difficult in the
next 12'months, but we must
look to the future and help
create a more prosperous in-
dustry.”

R260 a month, not just R173,
Peter Cleary, director of
marketing at Mercedes.:
Benz, -said_ motor ‘manafac-
turers had been assured that
tiéy 'would be consulted on
changes t0- perks tax — but
had been completely ignored,
~He says that in terms of an
“agreernent in principle” the
perks tax was to be revised
antiually to reflect inflation,
“but if they increase .perks.
tax beyond those levels there-
will be a reassessment on bé-:
half of the customers”.;, "
‘He sees a switch to travel -
allowances and “with that as -
d sdfety valve, we do-not éx-~
pect any effect on the sale‘of~
ovﬁxr(‘_vehicles”. - .

Reality

- ‘Francois Loubser, director
of marketing, planning and
communications at Toyota, is:
concerned at the sharp rise in
the level of tax. .

{This is confirmed by Mar-
inlus Daling, managing direc-
tor of Sankorp, who was ap-
pointed chairman of
Automakers, holding com-

any of Nissan, last week, Mr
Bahng replaces Peter Whit-

" field, who has rétired,

+The number of Iuxury
¢ars on the road is out of

: The perks tax must,

gz‘pportlon to-the wealth in
oA

efore, be 'in line with-
iality forthe ultimate bene-
f the indisstry.”

In May, Nissan will launch

[y RO




i Ty

Wealf

SA CANNOT embark on a one-man, one-
votesystem as long as there are big differ-
ences in per capita .income, Deputy
Finance Minister Org Marais told the %ﬁs-
san economic forum in Johannesburg on
Friday. o
“The government had, therefore, at-
tempted to combine the principles of
wealth distribution with wealth creation in
the Budget last week. i
Marais also mentioned the possibility of
introducing a minimum tax in the next
budget and a withholding tax on interest.
* A withholding tax is one i d at the
arigin of income! If, for example, an inves-
tor is due R2 000 a year interest on invest-
Tnents, taxable at 10%, his bank will deduct
this and he will receive R1 800.
Marais analysed the budget from the
" principles of equity and equalisation, neu-
trality and efficiency and cost simplicity
and visibility.
* He said wealth distribution, which was
the position articulated by Walter Sisulu in
an ‘article in Business Day on Friday, was
the policy of spending meney according to
the needs of the people.
“But yout alsé have the other side, which
is the approach from .the supply-side
st public-choice theorists,
where Reagan and Thatcher built their
thinking. .
“They believe you should only pay tax
according to the benefit you get out of it
and protect private ownership.
“Although the two approaches are to
some extent conflicting, this Budget, we
| believe, integrates them.”

Margis 'said this policy -had-been fol-. .

lowed in the allocation of R2bn to a fund to
uplift the Third World sector of the eco-
nomy and in the changes made to personal

creation n

1913190

with Wéalth distri

[

income tax, where 800 000 taxpayers had
been removed from the tax system and the
hump in the marginal tax rate had been
smoothed out. K

Government was trying to make people
with equal income pay the same tax.

“But if a man has’a company car, a
company flat, subsidised interest rates, he
is not paying the same.

“We have the objective of bringing down
personal income tax and we are also inves-
tigating the possibility of a minimum tax
— we hope to have a report on minimum
tax in the next Budget.”

Marais said the Budget was intended to
be neutral and efficient. The tax system
had to be cut down so that rates” were
neutral in economic decision-making. The
government did not want to encourage
investment in low profit activities.

Simplicity
By putting more money in people’s pock-

ets the government would motivate great-
er, Productivity.

CHARLOTTE MATHEWS |

There is sometimes a conflict between

equity and simplicity in the tax system,”
Marais said. “You have to adjust the tax
system with the poor and the aged in mind
and it makes the structure extremely diffi-
cult to manage. .

He said one must accept a tax system
which was not always fair but was simple
and easy to manage. A withholding tax
might erase the provisional tax system for
individual income-tax payers.

wards a self-assessment scheme, a way to
simplify and cut costs and make the sys-
tem invisible to some extent.

m—

«:Marais said government was moving tos }.-
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By Jabulani Sikhakbane

‘| Prospects for the building and
construction industry look unex:
citing this year and most com-
panies are forecasting lower
earnings for the current finan-
cial year.

The change in the tax struc-
ture for the industry announced
"in the Budget by Minister of Fi-
nance Barend du Plessis is ex-
pected to make things worse.

Mr du Plessis said work in
progress, which at present was
not considered to be trading
stock for tax purposes, would be
included in taxable income and
these measures would be phased
in over a five-year period.

Industry analysts say this will
| increase the tax rate of building
and construction companies, off-
setting any profits to be made
from increased spending on so-
cial services.

Pierre Greyvenstein, analyst
at Davis Borkum Hare, says the
effects of the new tax structure
will also depend on the level of
- work in progress, which could
# bé high in a booming economy.
A “He adds that while increased

Chang

N °

spending on social services is
positive for the industry, it de-
pends on where the money will
be spend.

A large part of the investment
in social services is expected to
be in the low-cost area, where
profit margins are small.

Mr Greyvenstein notes that
since housing does not use that
much cement, cement com-
panies will benefit more if there
are huge investments in infras-
tructural development.

However, he expects the two
major projects currently on the
go — the Lesotho Highlands
Water Scheme and independent
toll road projects — to compen-
sate for lower cement volumes,

Extra burden

Mike Haworth, industry ana-
lyst at Frankel, Kruger, Vin-
derine, says civil engineering
companies will be worse-off.

They will be hard hit by gov-
ernment’s cut-back on spending
on infrastrucutural develop-
ment, while the new tax struc-

Yo _1a/3)70 NWNQ

. € 1n tax expected to
‘'worsen building downturn

ture will add an extra burden.

But the effects on building
companies would be somewhat
neutral as they will benefit from
increased spending on housing
and education.

Neil Fraser, executive direc-
tor of the Building Industries
Federation of SA, says the new
tax structure could have detri-
mental effects.

Meanwhile, Mr Haworth ex-
pects a negative volume growth
of around three to five percent
in certain areas, particularly
construction. .

Cement volumes should de-
cline by about five percent, he
says.

But Anglo-Alpha managing
director Johan Pretorius is opti-
mistic, forecasting a decline of
only three percent in cement
volumes.

Pretoria Portland Cement fi-
nancial director Chris Wroge-
mann says, the industry is still
looking at’a flat growth rate.
“Hopefully there would be an in
%nmmmou but nothing spectacu-
ar.”

He pins his hopes on the low

cost and economic housing mar-
ket and sustained growth of the
informal sector.

Continued activity in these
areas could help alleviate the
effects of the economic down-
turn, he says. He also notes that
demand in the first three
months of financial 1990 has
been slightly better than expect-
ed.

Mr Wrogemann adds, how-
ever, that the replacement of
the 50-30-20 percent tax allow-
ance on manufacturing plant
and equipment with a 20 percent
a year straight line allowance
effectively means an increase in
the tax rate.

Anglo-Alpha chairman Peter
Byland expects an increase in
earnings of about one percent
for financial 1990. He forecasts
gross domestic fixed investment
for buildings, which is a key in-
dicator of the group’s core busi-
ness, will decline five percent.

This compares with a growth
of 4,8 percent in real terms last
year and 8,5 percent in 1988.

" Analysts say.Anglo-Alpha is
much more

vulherable to a

sharp decline in cement sales,
while PPC may be less affected
b it is more dependent on
lime stones for the mining in-
dustry.

Mr Haworth thinks building
material suppliers are likely to
fare better, while construction
companies are more likely to
feel the pinch of the downturn.

Not as intense

Competition in the building
materials area is not as, intense
as in construction and suppliers
are also likely to set their price
increases to off-set low volume
increases.

Trade union activity, although
low in the buiding and construc-
tion industry, is going to be an-
other factor, with expectations
of an increase this year.

For instance the Everite
Group reported lower earnings
for the six months to December
and the volume of sales fell
17 percent. Directors attributed
this to the lower level of eco-
nomic activity and adverse ef-
fects of the protracted strike.

q
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i By Michael Qmu:M.mﬂ.u\ EmwNmm.”ms." o alan i -

Concern has been voiced by the
SA Chamber of Business that
the 1990 Budget may prove an
over-stimulant if too much of
the R4,5 billion round of income-
tax cuts is channeled into con-
sumer spending rather than into
savings or cutting down their
debt burdens.

Ronnie Bethlehem, chairman
of the Economic Affairs Com-
mittee, told a Sacob budget se-
minar that a R6 billion deficit
could backlash on the current

ments unless well handled.

Much depended now on gov-
ernment reliance on monetary
and fiscal policies to hold re-
straints on consumer expendi-
ture while the economy was
slowed down and it tackled new
socio-political objectives.

But the increase in the deficit
to a level equal to 2,8 percent of
gross domestic product raised
questions about the determina-
tion of policies of economic con-

straints.

He personally would have
preferred to see the level at 2,3
or 2,4 percent of GDP,

“The Budget may have taken
a few chances with the current
account if it acts as a stimulant
at the moment,” he said.

Rudi Gouws, group economist
of Rand Merchant Bank, was
also fretful about the risk of
over-stimulation at a time when
South Africa’s terms of trade
were facing problems as a re-
sult of lower world prices on its
commodity exports.

Also to be assessed was the

impact on the balance of pay-
ments if lower prices were also
accompanied by lower volumes
as industrial production showed
signs of a slowdown in several
key overseas markets,

Improvements with current
account surpluses could also be
affected by a stronger rand ex-
change rate and the lowering of
import surcharges.

Much hinged on the handling
of the R2 billion set aside by the
government to plough into pro-
grammes of socio-economic im-
provements aimed at trying to

remedy the past injustices of
apartheid policies.

There was still hope, however,
that taxpayers would use a good
proportion of their income-tax
savings on clearing the burden
of debts they had accumulated
in a decade of fiscal drag and
higher tax bills eating into dis-
posable income.

And economists had been
highly encouraged about the
longer term outlook as the gov-
ernment spelled out promises
that the 1990 Budget was the
first phase in a five-year pro-

. L_nmEEEm of tax reform.

For the moment, Finance
Minister Barend du Plessis, was
trying a balancing act. “All now
depends on whether he has got
the mix right”

Dr Estiaan Calitz, Deputy
Director-General of the Depart-
ment of Finance, was convinced
the Budget had found the cor-
rect formula.

He saw few dangers of over-
stimulation since R4 billion of
the-1989-90 budget year was al-
ready accounted for — steered
into the stabilisation account,
meeting losses on exchange rate
forward cover, or held by the
Reserve Bank on behalf of state

pension funds.
He was satisfied that many
taxpayers would make full use

of new tax benefits to reduce
their debt obligations and sav-
ings rather than on indiserimi-

—

nate consumer spending.
-

cut may be over-stimulant

J

L



Own Correspondent

-~JQHANNESBURG. —— SA cannot em-
bark on a one-man, one-vote system as
long as there are big differences in

Kper capita income, Deputy Minister of

* Finance Org Marais told businessmen

at the Nissan economic forum in Jo-

annesburg on Friday.

The government had therefore at-

tempted to bine the principles of
wealth distribution with wealth cre-
ation in the Budget announced last
week.

Marais also mentioned the possibil-
ity of introducing a minimum tax in

. the next Budgetand 2 withholding tax
on interest.

‘A withholding tax is one which is

. imposed at the origin of income. If for
example an investor is due R2 000 per

; apnum interest on investments, tax-

,,able at 10%, his bank will deduct this

*and he will receive R1800. -

" Marais analysed the Budget from

“the principles of equity and equalisa-

,tion, neutrality and efficiency and

scost simplicity and visibility.
~ He said wealth distribution, which
was the position articulated by Walter
Sisulu in an article in Business Day on
Friday, was the policy of spending

.money according to the needs of the

+people.

" ugyt you also have the other side,

<which is the approach from the supply
“gide economists or public choice theo-
‘rists, where Reagan and Thatcher
built their thinking.

“They believe you should only pay
tax according to the benefit you get

-out of it and protect private owner-

M

ship.

, “Although the two approaches are

to some extent conflicting, this Bud-
 gét, we believe, integrates them.”
'i" Marais said this policy had been
4 l'gwed in the allocation of R2bn into

a fund to uplift the Third World sector
of the economy and in the changes
made to personal income tax, where
800 000 taxpayers had been removed
from the tax system and the hump in
the marginal tax rate had been
smoothed out.

The government was trying to make
people with the same income pay the

ame tax.

«But if a man has a company car, a
company _flat, subsidised interest
rates, he is not paying the same. -

“We have the objective of bringing
down personal income tax and we are
also investigating the possibility ofa
minimum tax — we hope to have a
report on minimum tax in the next
Budget.”

‘Marais said the Budget was intend-
ed to be neutral and efficient.

The tax system had to be cut down $0
that rates were neutral in economic
decision making. The government did
not want to encourage investment in
low profit activities.

By putting more money in people’s
pockets the government would moti-
vate greater produetivity.

“There is sometimes a conflict be-
tween equity and simplicity in the tax
system,” Marais said.

“You have to adjust the tax system
with the poor and the aged in mind
and it makes the structure extremely
difficult to manage.

«We must therefore accept a tax sys:
tem not always fair but simple and
easy to manage. 1f we introduce 2
withholding tax, the provisional tax
system may disappear in the case of
the individual taxpayer.”

Marais said
moving towards a self
scheme, a way fo simplify an cut
costs and make the system invisible to
some extent.



Page 10

\ SQWETAN Tuesday March 20 1900 \ /3@

ALL business and profes-
sional income earned bya
martied woman will be
taxed separately from her
husband,

This is effective from
March 1 1990,

This tax change will
give married women a tax
status and will stimulate
the supply of skilled
married women towards
the employment market,

Married women will
now enjoy the indepen-
dence and confidence in
their business and profes-
sional dealings as far as
tax is concerned,

This change will en-
courage women to start
businesses and become
professional people.

The result of this
would be an introduction
of much-needed skills in
the  market, economic
growth for the country
and the generation of
employment,

The  Government's
realisation that women

Women’s tax~
burden eased

Matsheru Matsheru, a tax consultant, gives an

analysis of the changes in tax laws,

affecting  women,

especially

after last week’s budget

speech by Finance Minister Barend du Plessis,

can play an important role
in the economy  will
remove the psychological
oppression which has dis-
couraged them from par-
ticipating in economic ac-
tivities.

Married women were
also given a bonus in the
amendment of a tax law
that will adjust the present
rates of their tax to align
with those of unmarried
women,

The bad news in the
tax changes is that income
eamed from interest by a
married woman will stij]

be taxed with the income
of her husband.

The danger here is that
if the wife fails 1o dis-
close to her husband in-
formation about interests
she made from invest.
ments, the husband would
be held liable,

The law does not pro-
tect the husband as he is
bound by the tax retun
form that he is obliged to
fill in truthfully,

The taxing of interest
via the husband might not
please the wife either as
she would not have con.

fidentiality in her invest-
ments.

Both parties will hence'
still be dissatisfied either
way.

Joint  taxation, it
seems, will be phased out
in stages rather than be
wiped out completely.

Now that married
women’s income from
trade and profession will
be taxed separately from
their husbands, their per-
ception towards tax will
also have to change,

They have now a new
responsibility,

They will no longer
have to depend on their
men to handle their tax
affairs for them, :

The changes will make
marriage attractive,




7 TAXPAYERS AND TAX .
~ ASSESSED — TAX YEAR 1988

e TOTAL ..

o INCOME TAX i |

, GROUP numBer | ToTaL | mooo | TotaL

X R % | - )ow
L0SS 16289 [ 0,74 < 0,00

PR .
o 0- 5000 220838 10,04 1938 {+'0,02
Ao 5000- 10000 372638| 16,95 84012]." 0,94
| 10000- 15000 [ 406496 1849 | 331369 3,70
ve | 15000 - 20000 268 155 12,20 | 502663 561
t~- | 20000- 25000 215254| 9,79 | 6975481 - 7,79
.we | 25000~ 30000 177634| . 8,07 | 853869, 9,64
30000- 35000 144573| 6,68 | 953006 10,64
w 35000 - 40000 111486 507 | 946344 10,57

40000- 45000 | 80660{ 3,67 [ 845968 (. 9,45
o | 45000~ 50000 | 55085 251 691673] -7.73

50000- 60000 | 61395) 279 | 952703| 1064
60000- 70000 | 28136| 128 | s56968| 622
2| 70000- 80000 | 13%09| 063 | 335749 375
"] 80000- 90000 7689 035 | 217738 243
2| s0000- 100000 4851 o022 | 158080] 177
2 1100000 - 150 000 9194| o042 | 303800| 440
45 1150000 - 200000 2441| 011 157588| 1,76

~-- 1200000 - 250000 944 0,04 806569 0,90
'~ | _OQVER - 250000 11831 005 | 191181 2,14
- TOTALS 2198 751 | 100,00 (8 952 836 100,00

¢ Select few rake in'R250 000-plus

2 &\0("‘0:\0 {3 MO ACHMED KARIEM 220

V" STATISTICS released yesterday by the In venue
.ne Department showed there were 1 183 South Africans who
--- earned more than R250 000 during the 1988 tax year.

o The figures were based on 91,1% of registered taxpay-
ers,

now  People in the bracket above R250 000 paid an-average

- _ tax of R161 606 a person. In this group, 0,05% of taxpay-
.o €rs, there were 1107 married and 76 single people.
... There were 12579 people who earned more than
e R100000 a year, 603 of whom were single and 11976
. , arried.

*  The majority of taxpayers — 406 496 — were in the
«., R10000 to R15000 bracket. The highest figure, R953m,
_a Was contributed by those in the R30 000-R35 000 group.

* _ Most single people (160696) were in the R5 000 to
aas “R10 000 bracket, and most married people (265 021) in the
i R10000 to R15 000 group.
~ne _ The fewest number of taxpayers (944) were in the
R200 000 to R250 000 group, of whom 62 were single and
882 married. .

On average, each taxpayer contributed about R4 071
~ tax a year. .

. The figures showed there were 602 139 single and 1,6-
million married taxpayers.

“ - Married people contributed 85,9% and single people

- 14% of total tax collected.

w

" "ANALYSIS OF THE NUMBER OF |
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Budget moves®=

set to_trigger (=
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mine

THE 25% drop in the ring fence,
together with the scrapping of cap-
ital gains tax on investments older
than 10 years, will trigger the de-
velopment of a number of mining
projects this year,
ax Pollak & Freemantle’s Gerhard
Potgieter predicts development will
start at South Deep, Sun, rorivier,
east of Doornrivier, north of Joel, Ver-
meulenskraal-Noord, Jonkersrust-Du
Preezleger and south of Harmony. Oth-
er sites are could join the list soon.
Potgieter lists the benefits of Budget
T Is for mining ies: the in-
. troduction of Phase 2 of the Marais
i Committee proposals (which he pre-
dicts will be improved upon by the au-
thorities); the increase of capital allow-
‘ances from 10% to 15%; the use of 25%
of a mine’s taxable income to develop
new projects and; the reduetion in the
surcharge on imported mining equip-
ment from 15% to 10%.
The graph shows the full effect of the

projects

| LiZ ROUSE

—

new SA mining tax formula on taxed

profits of mining companies, which will
rise from under R2bn to R2,3bn in the
1995/1896 tax year.

In fact, says Potgieter, the mines can
expect even greater tax benefits in
future as policy tends towards a reduc-
tion in mmng tax to below 60%.

Potgieter predicts ring fencing will
eventuall bescragped entirely, 12;(
because the contribution from the indl-
rect tax of mining supply companies,
employees and general businesses when
& new mine is established will far
outweigh the loss in direct tax,

He says the raising of capital allow.
ances 13 an unexpected windfall for
mines, and will no doubt encourage cap-
ital spending,

Shares that will benefit most from
the gold projects are the exploration
sector: Randex, East Dagga, Lydex,
Barnex and South Wits; the mining hold-
ing companies: Genbel, Amgold, New

New SA mining tax formula
Effect of the phased introduction

Real 1988 values

{ncoma after tax:
New tax formula

1/292/393/494/595/6
Grohe: LEE EMERTON  Source: CHAMECA OF MDES

2,201 Previous formyla

Wits and New Central Wits and; the

mining houses: Genmin, Anglos, JCI,

Anglovaal and Rand Mines. '

8 far as the gold share market in

ﬁeneral is concerned, the Phase 2 intro-
uction of the mine tax formula is al-

veady discounted in share prices.

Potgleter scotches the fear that share
prices will come under pressure be-
cause of large-scale selling. He says the
scrapping of the capital gains tax on
shares held lom}er than 10 years should
lead to a controlled sell-off of a number
of mature investments held in mining
house, mining holding and large insur-,
ance company portfolios.

A mining house’s mission Is to devel-
0p new mﬁneu and derive Income from

eso mines, rather than be holding
companies of gold shares,

The scrapping of dividend tax is also
ex| to favour dividend-stripping"
of high yielding shares-

Lastly, the acrafﬁlng of MST over the
next four years will free up the JSE by
reducing the financial penalties on the
trading of shares.




Taxman,
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mines .

INA MAJOR breakthrough for the mini
industry, Inland Revenue-has confirm
the tax shield of ene type of mining opera- -
tion can be used for another.

The only limitation is that taxable in-
come and capital expendituré will have to
be directly mining-related. . B

In practice this could mean, for exams_
ple, that Rustenber; Platinum’s substan- .’
tial tax shield could be used to develop the
South Deep gold mine. v
' It also means diamond giant De Beers's
itax shield ¢oul Je used to'develop a moot-
-ed seven new dgold ‘mines in the “Potch
Ga{a the wotg }ast large untapped gold-

Mlmng mdustry sources saxd last mght
egislative clarification on “ring-fencing”
elief announced in last Wednesday’s Bud-

get was awaited with keenness. Confirma-
tion from Inland Revenue that the legisla-
tion, which would be tabled Jater in the '
year in the Income Tax Amendment Act,
would contain “cross-sector” allowances
would be met with unqualified acclalm, the
sources said.

Analysts said that four projects at the’
post-feasibility stage may receive the go-
ahead. These included JCI's South Deep,
Anglovaal’s Sun Project, Vaal Reefs’ Moab *
‘shaft, and Freegold’s Du Preez Leger
Jonkers Rust.

In broad terms, each project was a dee|
level mine that would cost about R2,5bn in
mid-1990 money, according to ana]ysts re-
ports. However, the green light would de-
! pend on long-term gold price forecasts,

BTy
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BARRY SERGEANT

workmg cost escalations and world pro-
duction levels,

In an interview, Inland Revenue told
Business Day that the reference in the
Budget to “tax base” was synonymous with
't‘taxable income after capltal expendi-
ure”.

The ring-fence, as announced in the Bud-
get, would be uplifted to the extent of-25%
of the taxable income of a mining.com-
pany. Ring-fencing limits the capital.ex-
* penditure of a new mine a mining company "
may offset against the taxable income.of
another older profxtable operatmg group
mine.

Inland Revenue said thxs meant for ex-
ample, that if a mining company spent
(say) R1bn capex on the development of a
new gold mine, in the year of commission-
ing ("when the first gold is poured”), the
nunmg company could bring the R1bn into
- its accounts for tax purposes.

If the mining company had another mine

‘with taxable income o say Rdbn, 25% of

this or Ribn, would not be taxed. Tax on
only R3bn would be paid. Inland Revenue

said the delay in allowing the capex to be -

written off against the mining company’s
taxable income was “because it was
deemed expedient that gold should ﬂrst’be
produced”. »&

However, Inland Revenue and m g
analysts agreed that it was highly unlik ly

O To Page 24 k:.f;}, R
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that any mine would receive a full 100%
“bullet” Jaayment In its year of commis-
sioning, due to the limitatlons on available
tax bases at the time, and the 25% rule.
Moreover; aualysts said it would be im-
possible to predict today prevailing rev-
enues -and costs in about six years time
when new deep-level mines, started today,
could be expected to pour their first gold.
Accountants and consultants Price Water-

house said the partial lifting of the ring- )
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fencing relating to individual mines Is to
be wefcome

“It i3 a realistic compromise between
the impediment to the development of new
mines represented by the inability to off-
set the related cagutal expenditure against
income from exisf ing mines, and the threat -
to the government’s tax base represented
b{ an unfetteréd right to defer tax indefi-

nitely by way of a contlnulng capital ex-
penditure programme.”

\



The reluctant

taxpayers -«
face squeeze”

By Marguerite Moody -

Nearly” 10 months after the ,
| deadline, 8 percent of tax return
fornis issued to salaried work-
ers for the 1988/1989 year are .
still outstanding, says Mr Chiis
Dempers, chief divector of oper;
ational control in the Dep -
ment of Finance. 5
0f 1,64:nillion forms sent out,
i about 130:000 are still outstand-
i - Ll

ing. .

“1t must be remembered, - .-
though, that not all of these tax-
payers are defaulters. cnd

““Some have left the country, |
some have died, and some have™?
been imprisoned, and we have
not yét been informed. Some™
may also be under extension.” -

He said 3500 summonses
week were being issued in'the 32
Receiver of Revenue distriets.’ -~

Offeriders face penalties for
late refurns. Y

For first offenders the ‘penal- -~
ty is aisually 5percent of as- !
sessed tax, to a maximum R100. -
| ‘For second offenders, it could
be:doubled. Lot

: Mr Dempers said new income:"!
tax forms-were being sent out *
and shoiild resch salaried. tdx- "+
{ payers before the end of March. Y
The returns are due by June:4:
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Tlme to

turn tables on

women’s taxing situation

Althou%h married women have gen-
erally benefited from tax reform af-
fectin%l them in the past three Bud-
gets, the concessions are only a “small
step in the right direction”, according
to a lobbying group.

“While the steps taken towards the sepa-
rate taxation of husband and wife are wel-
comed and should under no circumstances
be minimised, women still have a long
way to go before they are recognised as
tax individuals in their own right,” Ms
Lizette Labuschagne, chairman of the
women and tax working group of the
Women's Bureau, told The Star.

The first steps towards separate taxa-
tion were taken in 1988 when the Govern-
ment, following recommendations by the
Margo Commission, introduced a final-
deduction system, SITE, for married
women earning less than R20 000 & year.

This limit was lifted last year, and mar-
ried women are at present taxed separate-
1y on all their net remuneration as defined
for purposes of the SITE system,

Worse off

However, investment income and trade
income derived by a married woman
which was not subject to SITE was still
taxed with her husband's income.

Last Wednesday, Finance Minister Mr
Barend du Plessis announced in his Budget
speech that all trade income of a mar-
ried woman, including her salary income
from property rental and Income from a
business or profession, was to be taxed se-
parately.

Income derived from employment or a
trade connecled with her hushand's trade
was lucluded In the deal, on condlijon the
wile's earnings were commensurate with
the services she rendered, according to the
Minister.

MARGUERITE MOODY looks at

the tax position of South African

women in the wake of the 1990
Budget announcements,

great improvement, it is still not equal
taxativn. A married woman earning exact-
ly the same income as her husband will
still be worse off than her husband, al-
though she will be better off than she was
before,” Ms Labuschagne said.

“The Minister also announced that the
present rates of tax for married women
are to be adjusted so as to gradually align
them with those of an unmarried person,
but the tax table applicable to the husband
is a married person’s table — which is far
more lenient than the unmarried person’s
tax table.

“If the married woman's tax table is ad-
justed to bring it into alignment with the
unmarried person's table, it would also

. mean an effective Increase of her top

marginal rate, from 38 percent on amounts
in excess of R40000 to 44 percent on
amounts in excess of R56 000.

“A married woman who earns R0 000,
for Instance, will be worse off under the
unmarried person’s table than under the
married woman's table.”

Ms Labuschagne said another shortcom-
ing in the Budget was that a married
woman’s investment income would still be
taxed with her husband's.

“This is presumably because of the
threat of income-splitting,

“However, the Matrimonial Property
Act, which now automatically vests donat-
ed property in the donee rpoure, makes
Uhis o lesser threat than It is made out to
be. This will prevent spouses from trans-
ferring too many income-earning assets to
each other in view of the pussibility of

Another “gross discrepancy” was that li-
ability for tax started at a much lower
income tax threshold for married women
than for married men.

“The threshold for married men under
the age of 61 is R6 071, which will be in-
creased to R10286 in 1991, whereas the
threshold for married women, regardless
of their age, is R4 300. This will be in-
creased to R4556 next year. This differ-
ence is obviously grossly unfair.”

Three other issues in need of clarifica-
tion were: whether a married woman was
entitled to her own retirement annuity
fund reduction; the lump-sum exemption
of R120000 or greater depending on the
length of service; and the R30000 exempt
amount paid on retirement as a bonus,
whether funded by deferred compensation
schemes or otherwise.

Separate identity

“If the separation of income and tax of
husband and wife is taken to its logical
consequence, there is no reason why the
wife, who is now a separate taxpayer in
terms of the latest proposals, should not be
entitled to exactly the same tax-free limits
and exemptions as her husband.”

Ms Labuschagne said that though it was
clear the Government had made a “serious
attempt to ease married women'’s tax bur-
den”, she hoped for a move towards com-
pletely separate and equal taxation in next

- year's Budget.

“The recognition that a married woman
has her own tax identity, and is not merely
an appendage of her hushond, Is long over.
due. /{Illlough the Government has pointed
out that the loss of revenue resulting from
separate taxation would not be immedia-
tely affordable, ultimately everyone

“Although this separate taxation is a divorce.” P should be taxed the same,” she said.
o T ™ v ———r o — —
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Value Added Tax and how it wall affec‘t you So

IN hlS Budget speech last
Wednesday, the Minister of
Finance announced that the
draft legislation for the new
Value Added Tax (VAT) wi
be - published . shortly. Thls
ends speculation”that VAT ~
will ‘not be mtrnduced in
South Africa. ' "
- The Minister announccd tha
following the publication of the

draft Bill, in due course, sufficient .

time will be allowed for general
comment and consultation with

representative bodies and the fax -

will not be implcmemed within a
period of six months after final
Parliamentary approval of the
iegislation.

Tt follows that VAT will in all ~
probability be lmplcmcnled before

Oclober 1 1991,

_ ; Suggly., Do
- VAT is 8 tax upon the value
added by a business and is- i

posed upon each supply of.goods .

23 "'D

N ﬁ?@

IONE of the issues to

at last Wednesday's Budget

. speech by Mr Barend du Plegsls, ‘was when Value Added Tax
would be Introduced. In.this article. Anthony Chalt, tax part-
*ner, Flsher Hoﬂman Strlde, looks at the tax Implications of the

2 Budgeti : :

“ Revenue;..
Where' input tax cxceods
- put tax, a refund will be made. -
It is anticipated thattaxable

supplies for VAT purposes will be .
all those that are subject to sales. |

tax at present with no exemptions,
for example foodstuff, other than
possibly certain financial services,

rental of residentiat ncoommoda-

tion, and medical services. -

Purchases

In addition, certain other trans-
 actions are likely to attrach VA’L

sales tax (GST).a sm,au'hlxgm
whose annual t\unovem’less;han

or services. It is levied-on the ~.”RS0 .000 per annum,’ "does bt

supply of raw materials in the pro-
duction process and on each stage.

thereafter, until the product or ser- -

vice is made available to the co
sumer,

This is in sharp conrast toi
sales tax, which is only levied at °
the point where the supply is

made to the end user.

When a business is supphed
with goods or services by another -

business, that will be levied by the
supplier of those goods® or ser-

vices. The VAT upon those goods

or services received, is the input
tax of the business who receives
those goods or services.

Difference

‘When the business in turn sup-
plies goods or services to other
persons or businesses, that must
be included in the price charged
for those goods or services. This
constitutes the output tax of the
business.

The difference between the
amounts of output 1ax and input

iihs mwﬁ.s:
R e

“qualify to regisier for snlcs ax
purposes, . ; .

This' means' that such a

“* 'businessman pays 13 percent on
- all his purchases of, say, goods for
. resale, The problem which arises

at present relates to the fact that
the small busincssman invariably
adds hig mark-up to cost plus sales
tax (113 percent) instead of 10 the
pure cost (100 percent), -
*This places him at a dis-

that the small businecssman is
more expensive.

* Under VAT all. businesses,
whether large or small, and
whether registered for VAT or not
will be liable for the input tax.
The only difference is that a smatl
business who does - satisfy the
tumover criterion will not be re-
quired to collect the output tax
from his customer.

Accounting

All businessmen should give
some thought as to how VAT is
likely to affect their business.

d ge for the foll g rea-

" ‘sons, His competitors which com-
-, prise the larger business are regis-

tered for sales tax purposes and

Registered

They base their mark-up on the
cost of 100 percent. In applying
‘the same mark-up percentagé as
their competitors, their suggested
retail selling price is higher than
that of their compcutors This
gnvcs the mnrkcl lhc impressio:

Particularly, the
system currently in operauon
should be reviewed to cnsure that
it can accommodatc VAT insofar
‘as the recording of all input tax
paid on supplics is concemned.

In our view, the tumover limit
which will determine whether a
business will be liable to register
for VAT should be sufficicntly
high, say R200 900 a year, in
order not to impose unnecessary
administrative requirements - for
the fast developing black business
communi(y




" 'Dividends deduction blow"

INDICATIONS from Inland Revenue
suggest dividends will not be taken
into account in galculating the 16%
deduction for wetirement annuities
now that they are exempt from tax.
- Old Mutual lega{h;nalyst Lizette
Labuschagne sal would mean
- an effective reduction in the tax-de-
ductible amount of RA cositributions,
Liberty Life assistant GM: legal and
technical marketing Gavin Came
sald the step would result in a con-
tracf(ln of ‘the retirement annulty
 market, . T
. Sage Life markétihg director
"~ Bruce Ilsey sald those investors who
" had used dividend income for their
‘RA contributions would have to re-
. consider their position if the Income
__Tax Act were amended on this basis.
.- Southern Life deputy GM: legal
-, and tax division Tony Davey said the
;. effect would be to discourage person-

al savings and individual responsibil- Q@

ity for retirement and he urged that
the Act be amefided In a way that
. allowed dividends to be included. -
' Life assurers were uncertain about
whether dividend income would be
Included because of the ambiguous
wording of this section of the Act, but
Ian Melklejohn, director of legal

Yo
| "LINDAENSOR =\ | ..
drafting in the Commissioner’s office
sald he thought the amended Act
would exclude dividends as only tax- 4
able income qualified. for ‘the.16% -
deductlon, . ° SuErg e
The uncertainty -arose , because
dividends currently. form’ part of -
ross income but the whole dividend
s not taxable because of an allowa- .
0O ble deductlon in terms of Section 19 ,
~ 13) of the Income Tax Act, Some ana- i
 lysts belleved dividend income would ;,
~ beincluded as in the past all dividend ;: '
income was -included, even :though,..

iy

o g i

n .

Q one-th
3\ argued that it made no differ..;;
ence if three-thirds .were now tax::
Q exempt as this section regarded all i
- dividend income as taxable income.;;
But Melklejohn sald a deduction ¢
.- was not the same as an exemption-»
and so dividends were removed from
-+ the caleulation before Section’19 (8)7
was brought into operation.” -’ o
Ilsey felt the real impact would not -
be major as he did not believe RAs .
* !were sold solely because of the al-, ..
- lowable tax deductlons,’ . ’* = *7

rd was.tax; exempt,.
Deduction {*

s




PUBLIC FINANCE

Finance Minister Barend du Plessis appears
to have kept several aces up his sleeve in
estimating 1990-1991 revenue. Tax on non-
mining companies and revenue from GST in
particular seem to be underestimated.

In his speech, he did not mention the im-
portant change to depreciation for plant and
machinery, as from December 15. The pre-
vious concession, which allowed expenditure
to be written off on a 50:30:20 basis, has been
replaced by a straight-line 20% provision.

The latest Reserve Bank Quarterly Bulle-
tin teports gross domestic fixed investment
on machinery and other equipment of
R18,8bn (annualised) for the third quarter
of 1989. Assume only one-third of this was
spent by non-mining companies in the pri-
vate sector and that this was previously all
eligible for a 50% write-off in the first year.

The additional (annualised) income that
quarter — through a reduction to a 20%
write-off in the first year of purchase —
would have been 30% of R6bn, which is
R1,8bn. The additional tax would be half of
this, or R900m. This is obviously not a pre-
cise calculation, but a back-of-the-envelope
figure intended to show the possible degree
of underestimation.

Then take the Budget’s major changes to
the company tax structure — affecting Lifo
reserves, consumable stores and spares and
work in progress for construction companies
(each budgeted to yield a modest additional
R50m in 1990-1991).

Pim Goldby partner Peter Backwell knows
of a number of companies, each with Lifo
reserves around R100m. Another source
confirms that Lifo reserves are extremely
large and — certainly under the partial
method of dealing with deferred tax — don’t
even appear on the balance sheet,

Backwell also draws attention to a Rev-
enue practice note, in May 1987, that con-

@ 320)  £(M n33)9D

Barend's hidden bonanza

sumable stores and maintenance spares
would be phased out of trading stock valu-
ations, retroactively, over a three-year period
starting in September 1985, This has now
been reversed by the Budget, which records
value of consumable stores and maintenance
spares will be phased in, as an addition to
stock values over five years.

Backwell says that, in most cases, exclud-
ing consumables and spares resulted in a
timing difference that rolled over from year
to year, usually increasing in magnitude,
This timing difference would effectively
have been permanent so long as stock levels
were maintained. He believes the Budpet
substantially underestimates the increase in
revenue from this change,

As for work in progress by construction
companies, the most recent published ac-
counts of six listed construction companies
alone reflect work in progress of R912m.
These concerns will pay an additional R91m
tax per year for the next five years — pro-
vided they don’t run tax losses. Backwell says
the construction industry is looking for more,
not less, activity.

Collections from these three changes
could be three times the budgeted R150m.
Combined, budgeted tax a plus
December’s depreciation change could plau-
sibly bring in R1,5bn more than projected.

Arother approach is as follows: the first
print estimate of company tax for 1990-1991
is R12,95bn. The second print
(which takes of budg
ments to the tax system) is R13,18bn, The
revised estimate for 1989-1990 is R11bn.

This implies company tax (presumably
allowing something for the change in depre-
ciation) was expected to grow by R2bn
(17,7%) before the Budget changes. This is
only some 4% above possible 14% inflation
this year, without allowing anything for the
cut in depreciation allowance. Any substan-
| tial allowance for the depreciation change
would make these figures look even more
conservative.

Next consider GST, for which an increase
of 12,5% is projected, over the revised esti-
mate of R16,5bn for 1989-1990. If inflation
averages 14% this presupposes a 1,5% de-
cline in real expenditure on goods subject to
GST, which seems remarkably pessimistic.
If GST increases not by 12,5% but by 15,0%,
it would bring in an extra R400m or so.

So we are looking at a prospective extra
R2bn revenue in company tax and GST
alone, or around half the moncy given away
in concessions in other areas.

If these speculative figures turn out too
low, the supposed net sacrifice of R4bn rev-
enue could be only R1bn, perhaps even noth-

estimate
1 R

TESDY

ing at all,

There is always, of course, a tendency to
underestimate revenue. This is easily demon-
strated by Budget figures for 1989-1990,
which were 11,5% under actual collections.

The Budget estimates revenue for 1990-
1991 at just short of R65bn. Just 10% under-
budget would bring in an extra R6,5bn,
which makes the illustrative figures for com-
panies and GST at least plausible.

All in all, the Budget could be far more
deflationary than Du Plessis said it was.

Robin Fricdland
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TRANSVAAL taxpayers
will have to fork out about
R4,4 million to offset un-
paid medical expenses at
Baragwanath Hospital and
Soweto health clinics.

The province’s taxpayers
also stand to pay for further
undisclosed amounts owed at
other provincial hospitals
and health care centres.

Mr Mike Ellis, the Democrat-
ic Party's parliamentary
spokesman on health, yesterday
said provincial taxpayers would
almost certainly have to foot
the massive “unpaid” bill as tax
is the only source of income for
the Transvaal Provincial Ad-
ministration (TPA).

It was this week revealed that
the TPA had written off
R4,4 million worth of monies
owed to Baragwanath Hospital
and its sister health care cen-
tres in Soweto.

The Sowetan newspaper re-
vealed that Baragwanath Hospi-
tal and Soweto’s health care ser-
es incurred debts amounting
to more than R5,1 million in un-
paid medical fees last year.

Weritten off

Of this, R4,4 million has been
written off as bad debts while
the balance, about R635 000, will
be recovered from patients. The
TPA has made no comment
about its reasons for oot at-
tempting to collect the full
R5,1 million.

A Johannesburg debt collec-
tion agency has been employed
by the TPA to hound about
120 000 people — some of whom
owe less than R10 — for the col-
lection of the R635 000.

The agency, identified by the
Sowetan as Executive Credit
Control, apparently charges up
to R70 for “tracing and collect-
ing” costs, even when only RS is

unpaid
Bara bill
of R4,4-m

SUE OLSWANG

ment.”

But, very little was revealed
in an official statement from the
TPA.

The TPA’s statement said pri-
vate debt collecting agencies
have been appointed by the Gov-
ernment Tender Board to enable
the TPA to recover monies
owed by patients at *“all” pro-
vincial hospitals in the Trans-
vaal.

“Three reminders are issued

to patients before their cases
are handed over to a debt col-
lecting agency,” the statement
said. .
“If a patient pays his/her
medical fees in time, it will not
be necessary for the TPA to
hand their cases over to a pri-
vate debt collecting agency.”

The TPA also said “this pre-
caution applies to all provincial
hospitals throughout the Trans-
vaal”.

Specific questions put to the
TPA by the Saturday Star were
not answered.

No other way

This included a request for
clarification on whether Trans-
vaal taxpayers’ money was in

S 2u(3)40

are paying for the outstanding
amount because there is no
other way the TPA receives
funds.”

Mr Ellis said the DP must
express its concern about the
TPA allowing such a huge sum
to be outstanding and “it seems
very wrong that they have taken
50 long to act™.

Mr Ellis said he couidn’t help
wondering what the full out-
standing figure stands at.

“The R5,1million represents
unpaid bills at Baragwanath and
Soweto health centres. but what
about other provincial hospitals
and health care centres?

“It is also important to point
out that debts incurred through
the provision of heaith services
can't have happened for the first
time now. and one wonders how
the State went about this in the
past.

*This is very probably a long-
standing problem and the TPA
should have found a solution
many years ago.”

Mr Ellis said it was impor-
tant for the TPA to answer
questions put forward to them.

Appalling

Mr Ellis conceded. however,
that there was possibly no other
way for the TPA to recover
monjes owed except with the
help of a debt collection agency.

“But, the point that must be|
stressed is that it is appalling {
for the TPA to allow debts to
develop to this extent.” he said.

“It is clear the TPA needs to
address this issue as a matter
of extreme urgeney. It also
needs to urgently look at al- |
ternative methods of paying for !
health services. This doesn't
mean we are calling for indi-
gent people not to pay for medi-
cal services, but the TPA cer-
tainly needs a better method of
determining who is indigent and
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4 paid medical expenses at
{ Baragwanath Hospital and

oweto health clinics.
The province’s taxpayers

# also stand to pay for further

undisclosed amounts owed at

i§ other provincial hospitals
4 and health care centres.

Mr Mike Ellis, the Democrat-
ic Party’s parliamentary
spokesman on health, yesterday
said provincial taxpayers would
almost certainly have to foot
the massive “unpaid” bill as tax
is the only source of income for
the Transvaal Provincial Ad-
ministration (TPA).

It was this week revealed that

the TPA had written off
d R4,4 million worth of monies
il owed to Baragwanath Hospital
@ and its sister health care cen-

tres in Soweto.
The Sowetan newspaper re-

il vealed that Baragwanath Hospi-

tal and Soweto’s health care ser-
vices incurred debts amounting
to more than R5,1 million in un-
paid medical fees last year.

Written off

Of this, R4,4 million has been
written off as bad debts while

q the balance, about R635 000, will
4 be recovered from patients. The
d TPA has made no comment

about its reasons for not at-

tempting to collect the full

R5,1 million.

A Johannesburg debt collec-
tion agency has been employed
by the TPA to hound about
120 000 people — some of whom
owe less than R10 — for the col-
lection of the R635 000.

The agency, identified by the
Sowetan as Executive Credit
Control, apparently charges up
to R76 for “tracing and collect-
ing” costs, even when only R8 is
owed to the TPA.

Dr George Louw, chief su-
perintendent of Soweto health
care services, would not elabo-
rate on the matter when con-
tacted by the Saturday Star ear-
lier this week.

“The only facts I can confirm
are the amounts written off and
the amounts owing,” he said.

“The debt collection agency
bas niready been eimployed by
the TI’A and you will have to

e i

CRIPPLING BURDEN: Taxpayers stand to pay millions to

to toot
unpaid
Bara bill
of R4,4-m
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ment.”

But, very little was revealed
in an official statement from the
TPA.

The TPA’s statement said pri-
vate debt collecting agencies
have been appointed by the Gov-
ernment Tender Board to enable
the TPA to recover monies
owed by patients at “all” pro-
vincial hospitals in the Trans-
vaal.

“Three reminders are issued
to patients before their cases
are handed over to a debt col-
lecting agency,” the statement
said

“If a patient pays his/her
medical fees in time, it will not
be necessary for the TPA to
hand their cases over to a pri-
vate debt collecting agency.”

The TI’A also said “this pre-
caution applies to all provincial
hospitals throughout the Trans-
vaal”,

Specific questions put to the
TPA by the Saturday Star were
not answered.

No other way

This included a request for
clarification on whether Trans-
vaal taxpayers’ money was in
fact being paid to the debt col-
lection agency for its services,
and whether the R4,4 million
“written off” was also taxpay-
ers’ money.

The newspaper also asked
why some amounts were writ-
ten off while others were pur-
sued, and we asked the TPA
whether this was the first time
it had enlisted the services of
debt collection agencies,

The DP's Mr Mike Ellis said:
“There is no doubt‘taxpayers

offset

debts incurred at Baragwanath Hospital and clinics.

Mr Ellis said the DP must
express its concern about the
TPA allowing such a huge sum
to be outstanding and “it seems
very wrong that they have taken
so long to act™.

Mr Ellis said he couldn't help
wondering what the full out-
standing figure stands at.

“The RS5,1 million represents
unpaid bills at Baragwanath and
Soweto health centres, but what
about other provincial hospitals
and health care centres?

“It is also important to point
out that debts incurred through
the provision of health services
can't have happened for the first
time now, and one wonders how
the State went about this in the
past.

“This is very probably a long-
standing problem and the TPA
should have found a solution
many years ago.”

Mr Ellis said it was impor-
tant for the TPA to answer
questions put forward to them.

Appualling

Mr Ellis conceded, however,
that there was possibly no other
way for the TPA to recover
monies owed except with the
help of a debt collection agency.

“But, the point that must be
stressed is that it is appalling
for the TPA to allow debts to
develop to this extent,” he said.

“1t is clear the TPA needs to

address this issue as a matter
of extreme urgency. It also
needs to urgently look at al-
ternative methods of paying for
health services. This doesn’t
mean we are calling for indi-
gent people not to pay for medi-
cal services, but the TPA cer-
tainly needs a better method of
determining who is indigent and
who isn't.”
@ A Soweto man yesterday dis-
puted claims that three re-
minders are sent to debtors be-
fore their accounts are handed
over to debt collection agencies
employed by the TPA.

In an interview with the
Sowetan Mr Frank Nhlabani, of
Pimville, said he received a let-
ter from Executive Credit Con-
trol warting it to pay aboul
113,50 owed to the 'hinville
Clinic for treatment adminis-
tered to his son about six
months ago. He was also warned
to pay a R70 “tracing and col-
lection” fee or face the risk of
being taken to court.

Mr Nhlabani claimed he had
never received a single re-
minder for the account and he
challenged the hospital to pro-
duce proof to that effect. He
also claimed he was sent “threa-
tening” letters even though his
medical aid society had already
settled the bill.

Mrs Maria Motha, a domestic
worker from Naledi, also said
there had been no correspon-
dence between herself and pro-
vincial health authorities.

She said she first heard of
her debt when given a final no-
tice to settle her debt of R8 plus
R70 for “tracing and collection”.
Mrs Motha was warned to pay
the R78 within five days.
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Personal taxes
(current prices)
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37 By TREVOR WALKER
Business Staff

To VAT or not t6 VAT has become

midte of a conundrum than a question

for"the monetary authorities.

I .General Sales Tax now raises more

tax than the total personal tax paid to
. the Receiver when this new tax was

introduced in 1978. As far as the au-
| thorities are concerned, it has been a
1 very. successful source of additional
revenue over and above what they
had’already imposted on the ordinary
wage earner, -

In the 1980s the government raised
personal tax on a scale unprecedented
in the -‘Western world (60 percent of
total receipts). And now to increase
the slice paid by those that manage to
estl\‘pe GST we have the prospeet of
VAT.

VAT will require more civil ser-
vants and much more labour intensive
expertise at company level, but the
attraction for the authorities is that
the net should be spread wider.

Finance Minister Mr Barend du
Plessis has said that the the exche-
quer cannot afford to lose money
brought in by GST when VAT is intro-
duced and at the very least VAT must
return similar amounts of money
which the government has accus-
tomed itself to. Wide ranging food ex-
pemptions are allowed under GST, but
under VAT this, in theory, would not
be tolerated.

VAT is a common form of tax in
Europe and it averages around 12 to
16 percent. Canada is to introduce
such'a tax at eight percent soon and
in Néw Zeeland it has been introdiced
at a level below GST in ‘this country,
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TAX IMPACT: The graph shows the enormous impact of personal
and the indirect GST tax on ordinary taxpayers.

To VAT or not to VAT

Neither of these country’s has a
Third World component so that com-
parison of the impact of such a tax on.
the buying public is rot possible with
South Africa,

VAT in South Africa is being de-
‘signed, as GST was, to bring into the
Receiver of Revenue's net as many
people as possible who escape PAYE.

It has been estimated that under
VAT on the capital expenditure side
the exchequer stands to lose up to 25
percent of the tax gatherings from
GST. The tax paid by companies on
expenditure on new plant and machin-
ery will be much lower under VAT
and to make up for this shortfall the
exchequer will perforce need to look
to include food in his tax net.

This of course is where the politi-
cians become involved. Cheaper capi-
tal for plant as compared with more
expensive food from the more ordi-
nary variety of plant is the stuff that
is chaff for the politicians,

A spokesman for the Treasury said
the draft bill concerning the introduc-
tion of a VAT system will be present-
ed to Parliament within two months
and that the authorities were still set
on its introduction next October as
specified by the Minister in his Bud-
get speech.

A senior Treasury source in Cape
Town said that the whole question of
VAT had not yet been resolved and it
was not necessarily a foregone con-
clusion that such a tax would be x:
introduced. 03

He said the minister had declared %
that this was the intention, but it did
not necessarily follow that after corZSt”

1%

--sulation with business that it would bet

implemented.
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pay rise

By Shehnaaz Bulbulia

Angry teachers, dissati;-
fied with the way in
'which = their . 12 percent
pay increases are ‘being
decimated by taxes and
subsidy deductions, have
threatened to take up the
matter with their unions.
They:;-maintain  that
after tax’deductions they
were worse .off than be-
fore the salary increases
effective from March 1.
A-teacher from Lena-
sia, who.did not want to
be named, told The Star
.he was appalled at the
neglible amount he re-
.. ceived. .
About R200 of the R300
. ..he was expecting was de-
¥ ducted in tax, a housing
., Subsidy and  pension,
.Jeaving him with only a

ot fair,” h
Th

- 12percent - increase)
. would aggravate an al-

. subsidies and pension,”

.the education field with

.education’  department.

er of Reveriue.”
~ .

. R100 “increase, “It’s just

Mr Billy
ey had re-
ceived coimplaints from
tedchers about the- negli-
gible amounts received,
The PTL was con-
cerned that the salary
grievances (after the

ready mounting crisis in
black education,

Most of the increases
appear to have been ab-
sorbed by taxes, housing

- “Poor salaries have led
to largé numbers -of
teachers dropping out of

many . joining  com-
merce,” he said, . '
A spokesmah 'for: the
Department of, Natidhal
Education .jn . Pretoria .},
said: “I’s néti-really” a: "
Natter that concerns the

This matter. should be
taken up with the Receiy-
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i Married women émong 650 000 to benefit
No forms for taxpayers
earning below R40 000 -

By Peter Fabricius, Political Correspondent, Budget in Parliament yesterday, Dr Marais said { —— ~ — - o
and Sapa the new tax structure represented the start of a

. five-year plan.

CAPE TOWN — Taxpayers earning less than year pia -
R40000 a year will not have to submit tax ~_About 800000 of the more than 4 million tax-
forms from the new financial year. PaY}?rSh‘im})lﬂld 1o l&nge; hﬁ;’e to pay taxes because

Deputy Finance Minister Dr Org Marais an- of the higher 1 dx 1 re: 0.5, 0 .
nounced yesterday that the decision would mean ,_There would also be 200 00 fewer provisional
that some 650000 taxpayers would not have to t3¥Payers. L .
submit returns. Tax paid by senior citizens would now remain

He said the present limit for submitting returns  [Ore relative to their income — inflation taken
was being raised from R20000 to R40000 from into account.

March 1 this year. The drop in personal tax as a percentage of
Dr Marais stressed that the new limit would total income tax from 39,9 percent to 36,1 could
apply to married women as well. + also be seen as representing an increase in pro-

"He said thaltl matzi;rie 4 vl:omentc ing D:l 4 - Bressiveness in the structure.
business as well as those whose net remuneration ¢ ’
exceeded R40000 a year would have to submit M
annual income tax returns from now on. Dr Maliais sa%d it wlrai 1eﬁtimaf.edlt.hat savings as

. a percentage of available personal income would

reQigfgfeﬁzfioroiﬂiﬁf%ﬁ"ﬁgglﬂ '::;g%:: izngcrease flt"qmlgggw of about 1,5 percent in 1989 to
ing 4 percent of all taxpaying married women. w percent in 1399, .

%r‘l’Vlarais also announced that proportional re- The Government had, in the past, taxed the

y A gold mines “almost to death”, but had adjusted
duction of SITE in the case of bonuses Was belng go yayimum marginal rate, at a cost of R68 mil-

s‘crapped. . lioll\]'l:o the Treasury. . -
. ining industry growth was needed as mines
A_‘“.‘.‘M‘ﬁ made a tremendously important contribution to

He said under the present system when an em-  employment. . .
ployee received an annual bonus and his period of The Government would also investigate the
service was less than one full year, Site calculat-  possibility of a minimum tax on companies,
ed on the bonus would be proportionately re- Through structural adjustment and the cancel-
duced. This had resulted in certain employees en-  ling of disturbances in the tax system, it would be
joying an advantage and it had been been abused.  possible to bring nominal company tax down to
‘Speaking during the first-reading debate on the 40 percent over the next five years. ¢ w




GOVERNMENT has taken a ma‘ior step in
simplifying the tax system by r ing

Widened SITE
simplifies taxes

oo, !
Heploo:;
[ BARRY SERGEANT i

an

estimated 650 000 taxpayers from the obli-
gation of submitting tax returns,

Tax experts said Iast night that employ-

tive burden, while a proposal to tax
bonuses in full, and not pro rata according
to months worked, was controversial.

In a statement yesterday, Deputy
Finance Minister Org Marais said anyone
— regardless of sex or marital status —
earning R40 000 or less a year “net remu-
neration” as defined in the Tncome Tax Act
would only pay SITE, deducted by employ-
ers, This is a full and final tax, and income
tax returns need not be submitted, The new
system was retroactive to March 1 1990,

Previously gpeople earning R20000 or

less were subject to SITE only,

Last night
used — doubling the SITE threshold to
R40 000 net remuneration a year — meant
the tax system was "being simplified on
the back of an imperfect fax",

Arthur Andersen’s Kevin Wiles com-
mented: “This is a welcome simplification
of the tax system but from the viewpoint of
employers there will be a sllg)niﬂca‘nt in-
crease in the administration burden, par-
ticularly as they require many personal

ers would face an increased administra- -

ax exgerts said the method’

details from employees if they are to with-
hold anything less than the maximum ap-
plicable rate, N

“For employers, there is the added
strain of entering into disputes with their
workers. If the employer gets the caleula-
tion wrong, employees have no redress
regarding over-deductions other than
through their employers, B

“The additional grou%of employees coy-
ered by the new SITE net will include
many who receive perks, which will sig-
nificantly increase the employer's obliga-
tion to get the perks tax deductions correct
every month without being able to rely.on
:eéugzds after returns have been submit-
ed”

Ernst & Young's Roger Bramwell said:
“Most of the anomalies surrounding SITE
have now been resolved, and should have
the effect of freeing manpower at Inland
Revenue, for examg}e, to prepare for the
implementation of Value Added Tax.”

arais sald in terms of present legisla-
tion, taxpayers other than married women,
whose net income did not exceed R20 000,
were subject to SITE only.

Increasing this to R40 000 and releasing

OTo Page 2

‘

SITE W3a%0 .

about 650 000 taxpayers from having to
submit income tax returns “entailed con-
siderable benefits for both Inland Revenue
and taxpayers”, Marais said, For married
women, the SITE system originally ap-
plied to them if their net remuneration did
not exceed R20 000, '

Last year this limit was abolished, the
result being all married women recelvinﬁ
net remuneration were not required to ad
such income to that of their husbands’, as
the SITE represented their tax Hlability.

The system of separate taxation had
been taken a step further this year and all
income (excluding investment ofa
married woman would in future be taxed
in her hands only.

1t therefore followed that the R40 000

| C_% 19 I From Page 1

limit envisaged for other taxpayers also
had to apply to married women whose net
remuneration did not exceed that amount.
Marais said married women in their own
businesses, as well as those whose net re-
muneration exceeded R40 000 a year, had
to submit annual income tax refurns.
About 22500 married women would
have to be registered for income tax pur-
poses. Marais said when an em loyee re-
ceived an annval bonus and other erks,
and the period of service was less than a
full year, the SITE calculated on the bonus
was proportionately reduced. This
arrangement resulted in “certain employ-
ees enjoying an advantage and could be
misused”, and the proposed amendment to
end this would come into operation with
effect from March 1 1990, .. . 2

“
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"A TOP tax expert has warned
that unliess the 650 000 employees
earning under R40'000 a year
have file:d up-to-date IRP2 forms,
they stand to overpay tax.

Arthur Andersen’s Kevin Wiles
says thall in terms of the new SITE
dispensa‘tion, unless mitigating fac-
tors werte supplied, employers were
obliged to exact the maximum appli-
cable taix rate. These mitigating fac-
tors would only be noted in the IRP2.

Other jtax experts agreed, although
one said: “The IRP2 can only really
be undeirstood by graduates. More-
over, it often forces disclosure of
highly personal information, for ex-
ample, &1 -person planming to get di-
vorced lbut not wanting anyone to
know. Women have to know about
their husband’s income, and this is
often not forthcoming.”

The tiax experts were reacting to
Tuesday”s announcement that all em-
loyees earning less than R40 000
‘net renauneration”-a year would pay
SITE and not have to submit tax
returns, Deputy Finance Minister
QOrg Marais sald the change would
~relieve an estimated 650 000 taxpay-
<ers -of the need to file income tax
returns. The change is retroactive to
March -1 1990.

RS N

o 200 ) pp 29
E taxpayers wa: ned

~ to submit IRP2 forms

Pretoria that according to Inland |
tor Schalk Alber- |
tyn, the raising lof the SITE fax |

[ BARRY SERGEANT i

However, a spokesman for a large
organisation said that he had been
approached by “numerous” -employ-
ees in the past few days. They had
been on the SITE system for the 1989-
1990 tax year, but had been sent tax
returns. The spokesman had -app-
roached his local Receiver's office
who confirmed that the SITE taxpay-
ers had to -complete tax returns.
“This,” said the organisation spokes-
man, “contradicts what has been an-
nounced in the past few days, «and ‘the
information contained in page 14 of
the handbook sent to taxpayers.”

Wiles said: “Those em%gyees ‘who
have not filed up-to-date TRP2 forms
already stand to lose money. If infor-
mation is handed in long after a
change in circumstances that affects
SITE, that will alsolose the employee
‘money. If no information is supplied,
the employer is obliged to ap}ﬁy the
maximum applicable rate.”

Wiles said that the new SITE dis-
pensation would mean an added bur-
den for employers. “It would be in‘the
employer’s own best interests to en-
courage employees to fill in‘the form,
and, if necessary, vet and review the
information.”

O GERALD REILLY reports from

Revenue chief dir

threshold will ‘o away with a moun-
tain «of unproductive paperwork.

#About 2 third of the time normally |

spent on sending buff forms to about
650000 taxpayers ‘would be spent
more wsefully. |

Also -eliminated, | Albertyn said,
would be the preparation ‘and dis-

atch of thousand ‘of surnmonses to |

late payers who fell under the
R40'000 -ceiling, !
But, he emphasised, the new sys-

tem would not mean staff redundan- |

cies.

Inland Revenue'was still ‘short of
about 800 workers and recruiting was
going ‘on intensively, {u

“The'emphasis will shift in the sys-

tem from deskbound paper-shuffling

to ‘outside inspections.”

He said
place a heavy burden on the depart-
‘ment to-ensure employers were mak-
ing accurate deductions from staff

-earnings. i
This would entail discussions with
‘employers and book serutinisation to

& far greater extent than before.
“It'smore of a shift in the nature of

the work than a lightehing of the

workload,” Albertyn said.

the new system would




Own Correspondent

'OHANNESBURGH
that unless 650 000 employees have fited up-to-_’date
IRP 2 forms, they stand to overpay tax, .
Arthur Andersen’s Kevin Wiles says that in t§;
of the new SITE ‘dispensation, employers Wél
obliged to exact the maximum applicable tax
where mitigating factors were not supplied, ;ar

thése would only be in the IRP 2. .
Other tax experts agreed, one saying: “The IRP 2

A top tax expert has wairned =

1

can only really be understood by graduates, More-

over, it. often forces disclosure of highly personal
information,-for example, a person planning to get
divorced but not wanting anyone to know. For wom-

en, they have to know about their husband’s income, .

and this is often not forthcoming.” bR
The tax experis were reacting to Tuesday’s‘di-

noun t that all 1 earning less than

R40.000 a year “net remuneration” a year would pay -
SITE and not- have to submit tax returns. Députy °

Finance Minister Otg Marais said the change would
relieve an estimated 650 000 taxpayers of the iie
to file income tax returns. The.change isretroactive
to -March 1 1990. . .
Wiles explained: “Those employees who have not
filed. up-to-date IRP 2 forms already stand to’“‘IQ§e
money. If information is handed in long aftér-a
chiapge in circumstances, that affects SITE, that will
also lose the employee money. .
“If-no information is supplied, the employ!
obliged to apply the maximum applicable raterin
each particular case.” .
Meanwhile, a spokesman for a large organis
‘said- that he had been approached by “pumerous”
employees in-the past few days. They had been on
the SITE system for the 1989-1990 tax year, but:-had
been sent tax returns. The spokesman had .ap-
proached his local receiver’s office who confirmed
that the SITE taxpayers had to complete tax returns.
“This,” said the organisation spokesman, ‘‘contra-
dicts what has been announced in the past few days,
and the information contained in page 14 of the
handbook sent to taxpayers.” &
Wiles said that the new SITE dispensation would
mean an added burden for employers. ok
“It,would be in the employer’s own bestinterests
to ericourage employees to fill in the form, and, if
necessary, vet and review ihe information. In the
first place, it may indeed be necessary to help
employees fill in the forms.”
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OR SA in the 1990s there are
two related issues. Firstly
the economy has been grow-
ing too slowly (in relation to

the rate at which the population
is increasing) to create enough
additional employment or in-
come to stamp out poverty. Sec-
ondly the employment and in-
come which has been produced
has been skewly distributed.

We have sufficient reason to think
. it probable that, in time, the present
“mix of economic policies, including
‘importantly the striving for a negoti-
i ated new constitution for a demo-
cratic SA, would restore the eco-
nomy to a satisfactory growth path
(i.e. one which halted the increase in
unemployment).

The remedy for the growth mmal-
aise, therefore, seems to be an ad-
justment, not a restructure. But
growth alone is most unlikely to pro-
duce the desired income distribution.

To achieve this I would restruc-
ture two elements of the economy —
its taxation system and its produc-
tion and ownership relations.

The very act of taxation affects
the distribution of real income. Fis-
' cal policy, taxation specifically, is

| the appropriate tool to influence the
 distribution of income.

key to redistribution

uted to all employees pro rata tc
their individual earnings of the re-
maining 80% percent of revenue.

Everyone would receive an un-
changed income, but would now have
a share in the future success or fail-
ure of the enterprise.

Capital share certificates would
correspond to a company’s existing
ordinary shares, freely traded and
tranferable from one owner to the
other. Labour share certificates
would be tied to the individual and
surrendered when he or she retired
or voluntarily left the business.

Nobody is forced into a partner
ship enterprise. Many workers wil
choose not to enter discriminating
partnership for doing so exposes
portion of their income to risk. Mem
bers of partnerships, furthermore

must abandon strict adherence to the
principles of wider worker solidarit;
and, in particular, the value “equa

MERTON DAGUT

pay for equal work”, for in competi
tive markets this could inhibit th(

spending power which — whether
derived from current income, own-
ership of capital assets or capital
profits, or access to credit — differ-
entiates the effective demand of the
wealthy from the poor. Spending
power is the key to economic
improvement.

creation of additional employment

But many capitalists and worke
are likely to form partnerships a
enterprise level for this could en
courage co-operative action betwee
labour and capital in running a com
petitive concern in the most efficien
and productive manner, and there

gre lacger- earnings.

pete against each other (and against
enterprises owned only by capital-
ists and full worker co-operatives) in
a “partnership economy”.

We are not talking here about giv-
ing or selling present JSE-listed
shares to workers either directly, or
to their pension funds, or via forms

type is too complicated for a devel-
oping econom;: the answer is that,
like present income tax arrange-
ments, it would apply only to those in
the “first world” developed enclave
of SA. The proposal is to replace our
graduated income tax, not our trans-
actions based taxes, with the expen-




n idea with huge implications
and which would bring about many
of the benefits being sought, has been
proposed by respectable economists
for some 325 years, by Hobbes, by
John Stuart Mill, and by _Swnwrma._.
and yet resolutely rejected by politi-
cians and their advisers. The reason,
1 suspect, is that it would achieve
what it sets out to do, i.e. to redistrib-
ute spending, and therefore produc-
tion, towards goods and services
demanded by the majority and not
the minority in any society.

1t is a deeply socialist idea and is,
very simply, “that the taxation of
individuals should be based on their-
expenditure and not on their in-
come”. This was said by Nicholas
Kaldor, who argued <wm.o3=m€ for
an expenditure tax in Britain during
the 1950s.

The proposed tax is levied on the
base spending, not on the base in-
come, but remains a personal direct
tax. Personal savings are exempt
from tax and thus encouraged. Per-
sonal spending for current consump-
tion is taxed on a progressive scale
and so extravagant consumption is
discouraged.

The system has many advantages
over an income tax. It hones in on

priaté sase fora ,mnmacmmma ‘pérsonal:

. tax. As well as favouring saving, it

encourages risk-bearing and wealth-
generation, ie. it encourages many
of the outcomes, while providing the
resources which are required for the
uprooting of poverty..

The tax initially could have a fair-
ly high threshold, individuals below
which could pay a simplified income

tax. There should be self-assessment

for all tax payers and severe penal-
ties to discourage cheating. As
several American mobsters learned
when they were sentenced for
tax evasion, few behaviours are
more readibly observable than
consumption.

To the objection that a tax of this

The state revenue account

Expenditure
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- Jamés I
leagues at Cambridge, published last
year “a tract ... addressed to all
capitalists and socialists who seek to
make the best of both worlds”. It
contains the solution to the problem
of how best to balance the wishes and
desires of working people and own-
ers of capital, effectively and fairly
in our imperfect world.

overnment- or state-owned or-
ganisations, particularly in a mono-
poly position, are not characterised
by ~ effective management. Thus
many have thought that instead of
collective or state ownership on a
macro level, individual enterprises
should be put into the ownership and
management of the people employed
in them and that these enterprises
should compete with each other.
Unfortunately in cases in which
the workforce is growing, this is like-
ly to result in increasing unemploy-
ment. Worker co-operatives do not
necessarily have an incentive to
expand output and so employment.
Meade shows the way to resolve
the conundrum by the invention of
individual business enterprises he
calls “discriminating labour-capital
partnerships™ which he sets to com-

LETTERS

Meads, 6né of Kaldor’s Gol:

4wl SRTION SO 1€ ST, 1L PUre
Meade, “labour-capital partnership”
is'quite different in concept.

Meade asks us to imagine such a
partnership between labour and cap-
ital applied to an existing firm. Sup-
pose that of its revenue, 80% is paid
to the employees and the remaining
20% accrues to the capitalists.

Conversion into a pure labour-cap-
ital partnership would entail the
issue of two kinds of share certifi-
cates with the same rate of dividend:

[ Capital share certificates distrib-
uted pro rata to all receiving direct-
ly or indirectly the capitalists’ 20%
share of the firm’s revenue; and

O Labour share certificates distrib-

Average GDP -and
population growth rates

B GDP growth rate
M Population growth rate

Source: NEDCOR
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more equal distribution of the
ownership of property could be cre-
ated via workers acquiring capital
share certificates in enterprises.
This, in turn, will bring about
improvement in the distribution of
income between individuals.

Over time — using in part the
buoyant receipts from the expendi-
ture tax as the economy prospers —
the state could repay the national
debt and build up a national asset
held, in the main, in shares in well-
managed discriminating labour cap-
ital partnerships.

A source of contradiction it
removed from th: system by a far
reaching yet indemental restruc
ture of productiol decision-making

I am not suggesing that we, now
take one mighty leap to the econom;
appropriate to the new SA. I may
though, have alhwed a glimpst
which will enlivet a very importan
debate.

O Prof Dagut, former Nedbank GM
is head of of the (conomics depart
ment at Wits. This is an excerp
from his address b the SA Institut
of Race Relationsthis week.




N o s BUSINESS arﬁ.....r.on..s.z-a.. 29 1990 \\ :
e WUIO . \ . e t,x : . t ' ﬂH
4 PR .» T L C e L F - l r
ns on‘assurers tax posttion continue
X o ‘o " . 5 . - i
ap OA executive director. Dick ,Geary- ?mﬁwmawewﬂﬁmﬁww %:am u«.aw.ww;wm
- 84l p, PIERAI. 0
i e an e Lo e enCouraging - Also to be discussed were the EomisS
ore the Biidget-hay been*/ industryscotiplaints, = 0 ,.wmaﬁswwﬁmhwmmwﬂhmﬁmﬁﬁm wum
; TSRO R T . 1 ~The appbintment of people to Took into ! ividual policies which pay Salesnis b;
: “And lastly, the fact that on] £ mhappiness would be.s welcomé resc. | LLvidual policies which pay s: e
xationof ife companies And lastly, the fact that only 55% o! ur unhappiness wo 2 welcomerede: B0

ion by the authorities,” Geary-Cooke said.’

He said diseussions with the Registhar of

S ER

refla

$ Teliable source said yesterda companies’ expénses aretax deductable.
stich a committee was ‘on’the cards and™",. ' A 'delégitioh from the LOA et Marais > > ] : I SMEnt. on a: Ieplaces
rwould investigatethreedspects.’, -+ r7on March20 in order to establish whether - Finantial Institutions wonld also be' held ent for outgoing registrar of m_um'w@mw?e
Narely, the fact that life comipanies, as: - the trustee principle had been abandoned.: on the different methods ot funding provi- - stitutions. Theo, van’ Wyk has beetuaafy
{rustees, have to pay-tax. op.dividends™ Meetings were also held with Finance Min- . - dent funds and how they it into existing - Gonunwmwus was ¢onsidered w__@mm%?m: ;
 Whereas individuals are exempt fromsuch . ister Barend ;Du"Plessis and the-Parlia- - regulations. . & . i o\ ;- |inthe indostry that his deputy; PletBidehs
Hax. e o7 LT T 1 mentary Standing Committeeon Finance, | “There appears to bea case for allowing - fhorst, would be appointed in his plcE=tac

— = R

T

.
A



—

Liurauon 1 busiiess conditions over

current time as being suitable for the next three months, as do dealers . ' B
buying durable goods, in the new and used vehicle markets,
glo* 7’0\7’_\0‘0 , - Value of private use R
Determined value Engine capacity '
0- | 1601- | 2001- | Over
1600cc | 2000cc | 3000cc 3000cc i
R R R . R .
% 0-R 20000 260 318 378 | ,,.437
; R 20001-R 25 000 299 357 417 o, 476
R 25 001-R 30 000 338 . 397 1. 487 | , B16
R 30001-R 36 000 378 437 497 1‘ 656,
R 36 001-R 40 000 417 476 637. .| . B9
i | R 40001-R 45 000 457 516 6576 8356
a| | R 46001-R 50 000 497 " 666 616 676
F] 1R 60 001-R 60000 , 678 636 - 696 | 755
'l | R 60 001-R 70000 | ' 6568 | 714 774 834
= (R 70001-R 80 000. 736 794 . 854 ' o912 |
R B0001-R 80000 | 816 '| ‘2873 |+ g3 | 992 ||i
R 90 001-R100 000 894 953 1013 1071 |
R100 001-R110 000 974 1034 1082 1161 [}
R110001-R120 000 1053 1110 1171 1230
R120001-R130000 | 1131 1190 12561 1310
R130001-R140000 | 1211 1269 1331 1389
R140001-R160000 [ 1290 1349 1410 1489 ||

The official table of new monthly values to be pi forl tax purp on

the private use of company cars was published in a governmant notice yester- |'
day, following the Budget announcement. The values, 50% higher than bsefore,
are offective from May 1. Where the determined value of & vehicle exceeds
R150 000 and, for example, it has & 3 000co sngine capacity, R1 469 a month
must he added to the taxpayer's taxable Income; for each full R10 009 more than
R180 000, a further RBO must be added. If an employes bears the cost of all fuel
used privately — Including travelling between home and work — the monthly
< | values will be reduced by R100 a month, and by & further R62 a month m-
ployes bears the full cost of malntaining the vehigle. 2.0
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- ing Namibia) in January was:
0O MIA 11,9% to R23,9bn;
L1 M1 26,6% to R49,6bn; and
O M2 28,4% to R119,8bn.

M1A, coins and notes in circulation and
cheque and transmission deposits, is more
directly related to income and expenditure,
s0 its comparatively low growth indicates the
economy is slowing.

January credit extension, the counterpart
of money supply, fell R200m to R143,9bn.
This reflects a R2,7bn increase in private-
sector lending and redemption of nearly
R3bn government debt. ]

TAX F[ 30]3)90 (320)
SITE changes

Deputy Minister of Finance, Org Marais,
has announced several important changes to
the SITE system. Now:

O Taxpayers, other than married women,
have been subject to SITE only if their net
remuneration does not exceed R20 000. This
limit has been increased to R40000. Rev-
enue estimates around 650000 taxpayers
will be released, by this increase, from the
obligation to submit income tax returns;
0 The SITE system applies to remuneration
payable to married women without any ceil-
ing on the amount. In the light of the other
changes to the system of taxing income of
married women announced in the Budget,
this arrangement has become anomalous. To
bring the position of married women into line
with that of other taxpayers subject to SITE,
the limit of R40 000 for SITE liability appli-
cable to other classes of taxpayer will now
apply to married women too. Married wom-
| en carrying on a business, as well as those
whose net remuneration exceeds R40 000
annually, must now submit returns,

About 22 500 married women, or around
| 4% of all taxpaying married women, will now
have to submit returns; and
1 0 When an employee receives an annual
bonus or similar payment, his period of ser-
vice may have been less than a full year. In

¢ M 2[3]49 (320)

this case, the SITE payment on the bonus
has been proportionately reduced. Marais
says this arrangement can be misused. The
proportional reduction of SITE in these
cases is, therefore, being discontinued.
Amendments came into operation from
March 1, 1990. n

STATE PENSIONS Fiv320[3}90
Payout pressure@

Far from cutting the R24bn deficit in the
Government Service & Associated Institu-
tions Pension Funds, reduction of the civil
service could sink the funds deeper into
financial trouble — in the short term. Re-
trenched personnel will be eligible for pen-
sion benefits earlier than would otherwise
have been the case.

One of the rcasons government has allo-
cated R1bn to the funds from the 1989-1990
R7bn Budget surplus. Finance Minister Bar-
end du Plessis said: “It is important these
funds . . . should be kept financially sound in
the light of the burden arising from early
termination of service and rationalisation
and (in the light) of the structural changes
brought about by privatisation.”

Effects of this will be seen first in the
Defence Force, which has started its long-
term cost-cutting by retrenching staff and
not replacing retiring personnel. At end-
April, the first batch of 2300 retrenched
personnel are expected to claim pensions.

Payouts in the civil service depend on
length of service and age of the member.
People leaving voluntarily with less than 10
years’ service get a Jump sum. Those with
over 10 years’ service get a lump sum and
monthly pension based on years of service.
However, if a person is retrenched, as well as
these payouts he gets added service — one
third of pensionable service or one third of
period between age at retrenchment and nor-
mal retirement age, whichever is less. Maxi-
mum is five years.

The funds’ problem will be temporary.
With fewer employecs, future State contribu-

iyNO COMMITMENT FAX HIRE
800,(021) 24 6796,(031) 86 7210,(012) 663 2047
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MINING TAX f M3e))90 '

No bonanza@@

Don’t count. on the Budget concession on
mining tax’(a 25% allowance on ring-fenc-
-| ing) to achieve a gold mining boop'l. warns a
] leading analyst. When allowance is made fpr
| all the buili-in adVersg factors, the financial

. FINANCIAL MAIL MARCH 30 1990
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hurdles to be overcome in launching a new | off exploration activities into Barnex; and
deep level mine remain formidable. O Capital expenditure for a new mine (with

The main points to emerge from discus- | accumulated 12% annual allowance) can
sions with Revenue and other research are: | only be redeemed when production has start-
O3 Only “new mines” started after March | ed. (Non-contiguous mining areas have
14 1990 will qualify for the 25% ring-fencing | always been subject to this restriction.) It
allowance and may be developed on the back | takes some eight years to bring a new deep
of an existing mine’s tax base. Revenue takes | level gold mine into production,

a restrictive view of “new”. If any prelimi- To make ingful use of an 1
nary site work started before March 14, a | ed loss means making heroic assumptions
mine will be disqualified; about which mines will still be making big

O Revenue confirms the 25% may be de- | profits in eight years’ time. Without a much
ployed from one mining sector to another. A | higher gold price, even some high-grade
gold mining company could open a platinum | mines may then be much less profitable.

mine and claim the deduction. But signifi- We must also take account of what
cant problems are associated with such a | that tax base, arrived at after deduction of
scheme. capex and lease payments from working pro-

For one thing, there has been a trend | fits, actually comprises. At present, only a
towards tighter focus in the operations of | handful of mines have a significant tax base
quoted companies. Thus, Randfontein hived | — Driefontein, Vaal Reefs, Hartes, Kloof,

Western Deep and, perhaps, Freegold.

If a deep level ore body turns out smaller
or of lower grade than expected, it will obvi-
ously be a worse financial Pproposition than
expected and the amount to be recovered out
of the tax base of the operating mine will be
s0 much larger. The 25% allowance might
not be enough for this (especially when the
12% a year allowance on capex is taken into
consideration). Bear in mind a new deep
level gold mine could cost R2bn-R4bn,

1t's more reasonable to hope to develop
small, shallow gold mining propositions with
a lead time of three to five years. Another
interesting possibility is to pigey back base
metal mines (which are genérally shallow)
on to the tax bases of profitable gold mines,

In the last resort, only a sustained signifi-
cant rise in the real rand gold price can make
new gold mines attractive again, n




JEWELLERY INDUSTRY M@
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Budget blow 2273170

In his Budget speech Finance Minister Bar-

end du Plessis gladdened jewellers’ hearts

when he relieved them of having to charge |

20% ad valorem tax on all jewellery.

He probably didn’t realise, though, that he
had replaced ad valorem with GST. The
shift has, probably unwittingly, cut into syb-
stantial sales to foreign tourists, ( 3&03

The way the Sales Tax Act reads, jewel-
lers did not have to charge GST while charg-
ing ad valorem, but now have to charge the
normal 13% GST on everything they sell — |
including jewellery to foreign tourists — as |
soon as they no longer charge ad valorem.

Only South Africans (and permanent resi-
dents) had to pay the local ad valorem before
the Budget. Tourists paid no tax and were
the saviours of the retail jewellers.

Because of the dampening effect ad va-
lorem had on sales to South-Africans and
permanent residents, most jewellers homed

in"on tourists who bought, among other
items, half of all diamonds sold over the
counter. F (M 20/3)90

All tolrists needed to do to avoid paying

any local'ig)(g's, was produce their passports -

and fill in some forms. Showing these and the
jewellery listed on the forms at an airport
when they left proved to Customs & Excise
they were taking their holiday purchases out
of the country.

The Diamond Supply Co’s Max Barker
says tourists won't now be tempted to buy
while on holiday. Addition of the 13% makes
SA jewellery among the most expensive — if
not the most expensive — in the world.

If it’s not rescinded, the change may cost
dearly in foreign currency and also many
jewellers their businesses. Barker is worried,
He sells 90% of his diamonds to tourists.

He recently went to the Far East to check
jewellery prices and believes SA’s “were a
shade below those in other countries but,
with this 13%, we'll be nearly 13% more
expensive than diamond merchants and jew-
ellers in other countries.”

He adds: “Just before the Budget I sold a
parcel worth US$300 000 to an American.
He paid in dollars. I wouldn't have been able
todo the same deal post-Budget. If I told him
I 'would have to add the 13% he would have
told me to keep my diamonds.”

Inland Revenue’s Fanie van Nickerk says
that while ad valorem was in place Customs
& Excise was obliged to ensure that jewel-
lery bought by tourists left the country.

He adds: “We can’t allow tourists to buy
jewellery for local relatives. This can happen
if there’s no control, The industry is being hit
by the way things are now. The Act will have
to be amended to enable us to institute other
control measures.”

He adds: “We can, however, exempt those
who buy goods here from paying GST if they
can produce documents to prove that their
purchases are delivered outside SA.”

Barker says this won't help much,

“It has to be a really big purchase to
warrant going to all the trouble of getting
those documents. It involves a lot of paper-
work and includes having diamonds sealed
by the Diamond Board, proving they have
left SA, and arranging payment through
banks. It’s hardly worth the effort for the less
expensive stones we sell.” ]
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Now is the time to |
) start saving again

A TRADITIONAL saving went out of fashion in South
Africa during the: 1980 because of the high rate of
inflation and high taxation,

T want to draw the attention of readers to the Budget
proposals discussed .in Parliament this week. They
contain, in effect, a new deal for savers.

The most important measure is probably the abolish-
ing of tax on company dividends, while the tax exemp-

 tion on interest from in-
“ﬂ come has been increased

percent Zof3 JSipercent. |

Atleast'the p
.power of ¥
saved will’ not

‘many years. :

LaCk of a real return on.
savmgs ‘has - beeri  the
major.. -Teason  wHy thev

nary savers —has declmed\

‘dramatically. - :

| 4 The present monetary:
policy is to keep rates at a

level that would ensure a

real return, So-make ha \

while the sun shmes' ,

5‘9\/'
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The Budget announce-
‘ment that dividends would
| ‘be exempt from tax in fis-
cal 1991 raises the ques-
-tion of how interest on
money borrowed to buy
shares will be treated.
Accountants KPMG Ai-
ken & Peat partner Alister
MacKenzie says the nor-
mal test for deductibility
of an expense is that it
should be laid out for the
purpose of producing in-
-come.
+ As dividends will no
‘Jonger constitute income,
-any interest on a loan used
: to buy shares would — on
-the basis of the normal
tests — not be deductible.

not unlike the tax position
of companies.
_ “Under the Income Tax

Act, SectionJ0(H(K

dends received by a com-
pany are tax exempt. Be-
cause the dividends do not
in consequence of this con-
stitute income, any inter-
est or borrowings fo pur-
chase the shares is not tax
deductible.”

There are many share
incentive schemes where
executives are paying nor-
mal interest, low interest
or, in some cases, no inter-
est.y .

Before the Budget pro-
posals, the actual level of
the interest was measured
against the “official rate”
and any difference was
taxed as a fringe benefit.

Any amount 80 taxeq is
deemed to be a deduction

the loan was used for
qualifying purpose, he
says. a

On this basis, if shares,
were purchased on loah
aceount any interest — ac-
tual or deemed — would:
be deductible up to two-
thirds, since the dividends
are taxable to the extent
of two-thirds of the divi-
dend. '

“Under the new
arrangement, because no
amount is taxable, no in-
terest — either actual or
deemed — would be de-
ductible.”

Case law suggests that
it could be argued that
since the original purpose

was to produce taxable in- |

“come, this will continue to
be a qualifying purpose
for old loans.

i - MacKenzie says this is
|
|
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Points to consider when

roir )
o%u?’* “ jor a ‘tax

SEVERAL points must be
considered by individual in-
vestors and comrpanies be-
fore taking advantage of
the “tax haven” announced
in the Budget on capital
gains from the sale of listed
shares.

Pride Consultants direc-
tor Lionel Karp says
Finance Minister Barend
du Plessis’ bold statement
that JSE shares held for
more than 10 years would
not be subject to income
tax must be looked at more

de;:{ply.

e says certain criteria
must be met in order to
have this “safe haven™

O The taxpayer must de-
cide whether he wishes to
be subject to the new pro-
posals or continue with the
existing system;

0O Where shares bought in
the course of trade and in-
terest are claimed as a de-
duction, the taxpayer

would have to fecoup th
interest claimed.

“There is one point, how-
ever, which has been made
clear and that is where
shares were bought as trad-
ing stock this could be con-
verted to deemed capital.”

Treatment

He says the next point to
consider is the treatment of
trading stock in a share-
dealing com‘fany.

In an ordinary trading
company, as opposed to a
share-dealing company,
should stock on hand fall
below cost price because of
damage, change of fashion
and deterioration, the Re-
ceiver would allow a lower
value to be used.

“However, in a share-
dealing company the value
of the shares held at year-
end must be brought in at

B

haven'

" cost even If the shares had
fallen below cost in the
meantime.”

His first example to illus-
trate the prejudicial nature
of taxation is based on the
individual:

1f his sales during the
year ate R150 000 then add
stock on hand at year-end,
at market value of R50 000
(say original cost being
R110 000). Total is R200 000,
less purchases of R200 000
for the year, leaving profit
subject to tax as nil.

The company example
shows annual sales also at
R150 000, plus stock on
hand (valued at original
cost) being R110 000, for a
total R260 000, Less annual
purchases of R200000 and
this leaves R60000 profit
which is subject to tax.

_ Karp says it can thus be
seen that tax on R60 000
would have to be paid when
in fact a loss was incurred.
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and investments

Taking a le%itim

e e e

DIRECTORS of private
companies and members
of cg)se corporations (CC)
can shelter as much as
30% of their gross remu-
neration with life assur-
ance products.

Iipa fellow and Bottom
Line consultants joint-MD
Faizel Mahomed says an
often overlooked advan-
tage of converting a sole
trader, or partnership, into
aprivate company or CCis
the opportunity it allows
for legitimate tax savings,

" 1deal

“An ideal tax shelter is a
vehicle that allows you to

| save your income from tax

while at the same time
roviding an inflation
Eeating return.

“Several insurance-re-

: lated investment products
* take advantage of the In.

come Tax Act to provide
such vehicles.

“These are not loopholes
but have been availagle for
many years and form part
of a retirement plan.”

Mahomed says such per-
sons can shelter 30% of
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gross remuneration and funds; If he earns an extra-
save an additional R3 500 D R30 000 for deferred Ry gpphe will pay R440 tax

annually by investing in:
O A non-contributor
provident fund which shei-
ters up to 20% of gross ren-
umeration;

OA deferred compensa-
tion scheme which shelters
a further 10%;

Privately

CIA . retirement annuity
(RA) for the R3500 taken
out privately by the indi-
vidual.

Explaining how the 30%
comes about, Mahomed
says up to 20% of one’s sal-
ary can be paid by the

company or CC into the .

provident fund instead of
to the director or member,
while another' 10% goes
into a deferred compensa-
tion scheme,

“These payments would
be deductible by the com-
pany or CC under section
11 of the Income Tax Act,
and the tax saving will be
calculated at the marginal
rate of the director or
member (up to 44% maxi-
mum).” .

(i

FAIZEL. MAHOMED

*" He says at retirement,
the situation will be:
D The provident fund and
deferred compensation
plans are paid as lum
sums to the director/-
member;
O One-third of the retire-
ment fund will be paid as a
lump sum while the bal-
ance of two-thirds must by
law be invested to provide
an annuity for life.

The tax-free amounts of
the lump sums will be:
ORI120000 total for both
provident funds and RA

compensation schemes.
Thus the total tax-free
amounts will be R150 000.
The balance of the RA
funds and provident funds
will be taxed at the aver-
age tax rate.

Marginal

In the case of deferred

' compensation schemes, up

to three times the annual
salary will be taxed at the
average tax rate and the
balance at -the ,marginal
rate. - AN

In SA, individuals are
taxed on the progressive
tax tables — as .your in-
come increases over
various thresholds each
additional rand of income
will be taxed at a higher
tax rate (the marginal rate
of tax). b

Alternatively, the aver-
age rate of tax is the total
tax paid divided by the
total income. -,

A post-Budget example
shows that if a married

Eerson's taxable income is .

80 000, his marginal tax
rateis 4%, . .. ...

on this,

His total tax on R80 000y
income is R25 800, thus his
average rate on R80 000 Is:
32%. On R40000 taxable'
income, his marginal rate’
is 36% and his average’
rate 24%.

With careful planning,
the average tax rate in the-
year of retirement can be;

reduced to, say, 14% by,

firstly, retiring at the be’:.

ginning of the tax year, °
preferably on March 12

Arrears ; : x

Secondly, if any‘RAs are
payable, elect to take these

. annually in arrears; for in-

stance, the RA is then paid
in the March of the fo] 0w~
ing year. R

Finally, the lump sum —
in excess of the free por-
tion — will be taxable.

*However, Mahomed -

says 15% of these amounts
can then be invested in a
single premium RA." .

“Such an investment
will further reduce the tax-
able income in the year of
retirement.’_’ L -k

i
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EXECUTIVES With share purchase
Schemes shoylq continye 1o claim tyq.
thirds of the valiie of the deemed jhtep.
est perk on thejy low interest loans as 5
eduction from taxable income, says
Ernst & Young’s Chris H. 1
4

.., On the face of it, the announcementv, p
that dividends are t0 be tax free for |,

‘The argument debated among tax ex..
berts has it that the deemed interest on
Such soft loang will thus no longer be a5
tax deductible,

" Hassall says the C

dend income, he ga A
Hassall saysa Principle arising out of
X case law js ‘thay once money has
been borrowed for 2 qualifying burpose,
the purpose for which it js used changes
to one which does not qualify,
Howevey, Hassa] Says income whjep
Was taxable ig 10w 1o longer taxable,
st importang js that there js no di-
rect connectign between the original
bortovqing of the Money and the recent




%A LEADING South Afri-
#i%an economist, Professor
Merton Degut, says it
would be in keeping with
the ethics of a developing
economy, such as that in
. South Africa, if graduated
‘ncome tax was replaced
“* with an expenditure tax,
Addressing a briefing
-organised by the South
African Institute of Race
‘Relations in  Johannes-
burg, he indicated, how-
ever, that transictions-
based taxes could remain
intact. }
Degut, executive gen-
“‘eral manager of Nedbank
and  corporate sirategic
“planner of the: Nedcor
“group, i at’ present
seconded to the Univer-
N ity of the Witwatersrand
tiere hg.is”head of the

‘(l@'}j;"r'tmenl of economics,

1. his address, he said
Ahe  present  slow
growth in the country,
o5, which'as dictated main.
. .1y by the need to defend
“Tthe balaice of payments
and to cpntain inflation,
and  which was trans-

mitied . by¥* diminished -

business: *confidence,
. Teflected the delayed aq.

Justment Whith ‘wa$ ‘now
_-underway. .\’ <.

iy

eu'wv’e * Hai
T¢

By JOSHUA
RABOROKO

of the benefits being
sought, has been proposed
by I i

growing, this is very like-
ly to result in increasing
’ b

that, in time, the present
mix of economic policies,
including very important-
ly, the striving for a nego-
tiated new constitution for
a democratic South Afri-
ca, which would resiore
the economy to a satisfac-
tory real growth (ic one
which halted the increase
in unemployment).

Adjustment

“The appropriate
remedy for the growth
malaise, therefore, seems
to be an adjustment, not a
restructure.  But growth
alone is most unlikely to:
produce the desired in-
comeé distribution.

*“To achieve this last [
wouild restructure two ele-
‘ments of the economy -
its taxation system and jtg’
production and ownership
relationships”,

Arguing strongly for
an expenditure tax, Degut
said that taxation was the
appropriate tool to use as
a means of influencing
the distribution of, in-
come. - :

He explained: “‘An

would

' implica-’ -
~

for some 325 years, by
Hobbs, by John Smart
Mill and by Marshall, and
yet resolutely rejected by
politicians and their ad.
visers.

“The  reason,* [
suspect, is that it really
would achieve what it sets
out to do, that is,
redistribute spending, and
therefore production,
towards goods and ser-
vice demanded by the ma-
jority and not the minority
in any society, -

“That government or
state-owned organisa-
tions, patticularly if in a
monopoly . position, are
not characterised by ef-
fective management, is
disputed by very few,”

“Thus  many have
thought that instead of
collective or state owner-
ship on a macro level, in-
dividual emerprises
should be set up into

-ownership and manage- .

ment  of the people

employed in them - and, |

that these labour-owned
and'thafiagéd enterprises,
should compete with each
other, " he said.
Unfortiinately in" cases’

in which the workforce is
VTR

pioyinent
the full worker coopera-
tives do not necessarily
have an incentive to ex.
pand output and go
employment,

Degut emphasised that
he was not talking about
the type of share partici-
pation schemes thai Have
been used in the pést in
South Africa. His view
was that a pure labgur -
capitalr,pannership';‘would
consist of two kinds of
share certificates,
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Namibiafy,
looks at t

attraction§ 322

WINDHOEK ~ Nami-
bia’s Finance Minister,
Dr Otto Herrigel, says
the government is work:
ing on a taxation policy
to make Namibia more
attractive to foreign in-
vestors, T

According to a
NamBC Radio News re-
port, Dr Herrigel said
the recently-announced
South African budget
held certain tax benefits
which the Namibian
government had to con-
sider, as the country was
in competition with
South Africa.

On the question of im-
porting cars directly
now that most countries
had lifted sanctions
against Namibia, Dr
Herrigel said that could
only happen once specif-
ic rights for the country
were negotiated with
other members of the
South African Customs
Union.

Motor Industries Fed-
eration chairman Mr
Claus Theissen said be-
cause Namibia was still
a member of the union, a
120 percent import duty
had to be paid on cars.

' é; Sapa. ~
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Hive if wﬁmivﬁ 'to redistribute. wealth-
in'South'Africa in future wm»nm included
Emrmn takes on a:mrmmn ‘and well-mo-
‘tivated -people, says economi¢:advisor
't6the mmmmne.o Bank Dr wonm_. ﬁéos.

mgco risk of demotivating such labour
:and precipitating a fresh-wave. of: mB_.
‘gration:of skilled personnel,
Tow told a Damelin.Managem| n»
School mnmaamﬁou cerem nw ‘in Pre-
to

me ..msn nomn: ,S:E Smn vm ,,.ua

“even greater mrowﬁmm of skilled Fu

_for othér sections.of the community.”

‘the 1980s, the shortage of highly skilled

wosnmmn “than"their’ no_E"mGw:m
Srmnm in Em SS.E

Shortages of labour-were present in
»a surprisingly wide variety of areas
"and were not’ noi:.ma to’! EmE«~ m_c__oa
occupations.

The, skills shortage-had B»:;mm"mn
itself in"various _ways - wvwz w.oB mnw.

reflected in- further upward unmmmznm
on wages and salaries..

“At the same {ime the scope for eco-:
nomic- growth would: be stifléd, which

South a.._o» ‘was - mam_.n_:nm “for a.
in.turn-would “curtail ;job ovvolnuﬁom

‘new, poli ical dispensation and if.'the ~
country ‘experieticed a peaceful::and
volutionary reform:of its political’in- -
stitutions, with a mn.mungm:sm of the
free enterprisé:system;’ its economic”
;- prospects oo:E improve Bwﬁﬁ&w -

Dr Gidlow. said in-spite-of:the vmnom.

"’ One:indication-was .the age- of many
trian: performance of the economy in

people ‘who were -in” high-level uodm in
the 35.to 40 age bracket. Many senior
executives in‘South:Africa'were much

[

labour rernained a striking feature.

- > |



By James Clarke
An underground train system
for Johannesburg? Forget it.
Throughout the world these
Systems are proving to be not

e fas

The consortum curren)

studying ma:

Johannesburg would do well to take note of a World Bank

report which found thet “metro” train systems can become mas-
sive drains of financial resources. JAMES CLARKE reports.

nsport opfions for

only cri P , but
they are very much hit-or-miss
solutions to the problem of get-
ting people to work.

The Star’s London Bureau
says even the famed and effi-
cient London Underground is
now being subsidised to the
tune of R630 00¢ — a day.

Ramsay Milne, The Star's
New York Correspondent, says
New York's well-established
subway is being subsidised by
around R6 mullion a day.

But the biggest shock of all
has come from a study, fin-
anced by the World Bank, that
recently surveyed 21 mainly
Third World cities with metro
systems. The survey has partic-
ular relevance 1o Johannes-
burg.

Unchanged

All but three cities overran
their budgets — some by in-
credible amouats. And not one
carries anywhere near the
number of passengers it had
hoped for.

As for easing traffic conges-
tion, only in one city - Pusan
in South Korea — was any dif-
ference noticed. Bus services
throughout remained more or

. less unchanged.

Generally all the metro sys-
tems were well run and provid-
ed good service and all greatly

* be financially viable,

improved the availablity of
Ppublic transport.

The greatest single benefit,
according to wae study, was the
saving of commuting time,

But the barck noted that be-
cause metro fares are {re-
quently higher than for the bus
they are usuaily unaffordable
to the poor.

In a report on the survey,
the bank's ckief of transport
planning, Jefirey Gutman says:
“Providing public transport op-
tions at low {fares, whether
Imetros or busss, is not enough
to lure peopie from their cars,”

He says to reduce traffic
congestion, cities will have to
charge motorists for bringing

.their cars te wown. Singapore

has done this effectively and
more and more cities are
working towards pricing unes-
Sential cars om of the CBD.
What is the aliernative? The
report $ays in cities where no
metro systems are built traffic
will cease to grow when roads
reach saturation point and
driving becomes intolerable.
This will cury city growth. If
the authorities then wish the
city to grow further, a metro
system may be cecessary.
Most city agthorities that
TOW run metres. it transpired,
were led to believe they would
“which

they certainly are not".

In Calcutta and Rio the cost
overrun exceeded 500 percent.
Only in Hong Kong, Singapore
and Porto Alegre were the sys-
tems completed within budget.

Cost overruns are not unique
to the Third World: Washing-
ton's metro was supposed to
cost about R9billion but the
final cost was more than
Ri6billion. Operating costs
were supposed to be about
R145 million a year but proved
to be R440 million. Atlanta,
Baltimore and Miami, all with
relatively new systems, record-
ed similar experiences.

In tke 21 Third World cities
there was an enormous gulf be-
tween the projected number of
passengers and the actual num-
ber. Cairo expected 566 million
a year but attracts only
150 million; Hong Kong came
nearest: it expected 683 million
and gets 553 million. Pusan ex-
pected 350 million but gets
79 million and Santiago expect-
ed 330 million but gets 139 mil-
lion.

The World Bank notes that
governments traditionally set
low fares to attract passengers.
Then, when they raise them,
there are tensions and even
street riots.

- Ogze of the major drawbacks
of a metro is that it runs in tun-

be built and maintained by the
system. In the case of buses,
the roads already exist and
maintenance is not the respon-
sibility of the operator.

The report says only Hong
Kong's system can be consid-
ered financially successful —
even so, it received R2,2 hillion
in equity contributions from
the government and free land.

Linked

Among the lessons to be
learned from all this is that lo-
cating people in flats on top of
the stations provides a captive
market. Another tip offered by
the bank is that a single fare
should be charged by the city
to allow a person to travel his
daily route and switch from
one mode of transport to an-
other without having to dig into
his pocket for more fare.

ldeally, buses and trains
should be linked. Richard Seur-
field, urban transport speciatist
with the World Bank suggests
that before cities embark on
metro projects they should
study and price the alterna-
tives, such as bus lanes, segre-
gated busways, improvements
in the road metwork, light rail
systems, and extensions to sub-
urban rail lines.

“Further,” he said “because
metros tend to benefit middle-
income groups — since the
poorest don't ride them — gov-
ernments must decide if they
‘really want to subsidise this

bsidised by the taxpayer ta the tune of R650 000 ev

ck to multimillion los

ery day.
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The .E.nr line represents: the outer limits of the region covered by Masstran — Masstran being o |
gonsortium of fransport planners, engineers and cthers who are working on & mass fransit system

for the inner Witwatersrand.

discuss public needs and &

... After months of inferisive homework Masstran is now farming regienal public infer

spirations regarding commuting. -

est groups fo




Pierre du Toit, a char-
tered accountant and
advocate, is a pariner
at Arthur Andersen.

The Muses once said: “. .. but though they
wrote it all by rote, they did not write it
right.” In agreeing rights and obligations
between themselves, contracting parties of-
ten neglect to write them right. Often they do
not bother to write them at all.

In our tax world not writing it can be as
big a mistake as writing it wrongly.

A new reason for reducing business agree-
ments to writing emerges when we note an
increasing tendency to exclude from the am-
bit of new legislation, especially anti-avoid-
ance legislation, agreements *... formally
and finally signed™ on by a given date.

Examples are the denial of certain allow-

The power of the

ances where the lessee is mot a taxpayer
(Section 12(2)(d) — Income Tax Act), lease
ring-fencing provisions (Section
23A(1)(i)(b)), or the press announcement of
December 15 on cutting industrial depreci-
ation rates from 50%/30%/20% to a
straight-line 20% annually. The implication
in all these cases is that a taxpayer who
contracted before those dates, but had not
put his agreement in writing, may be hit
retroactively.

There are few instances where the law
prescribes an agreement must be in writing
to be enforceable — examples being the sale
of land, suretyships, certain credit agree-
ments or assignment of copyrights or pat-
ents. It is surprising how many cases one still
finds of material transactions not written. In
intra-group transactions the tradition of oral
contracting is even stronger.

There are, of course, many sound reasons
why parties should record rights and obliga-
tions. The most important will always be to
reduce the possibility of dispute when the
honeymoon is over. Also, the discipline of the

FHbld 0
220

written word can highlight misunderstand-
ing when a dispute can still be resolved
without conflict.

In the tax area there has always been,
however, good sense in written contracting,
quite apart from the tendency of tying
amendments to written agreements. In tax
the onus to prove a case generally rests on the
taxpayer. More taxpayers lose cases on an
inability to prove facts than because of incor-
rect law.

A written contract, evidence of the exact
rights and obligations between parties, can
be decisive.

Does this include intra-group transac-
tions? Especially so. A written contract may,
in itself, indicate an arm’s length orientation,
while it forms a defence against Revenue
cynicism about intra-group transactions with
favourable tax effects for the group.

The last comments from the tax viewpoint,
perhaps for another day: there is no point of
written agreements if, in implementation,
they are ignored; and when one does write it
down, don’t do it by rote but do it right.

[ —
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When
profits be
with the

' PERSONAL FINANCE 73

SOUTH Africans are a contrary
lot. While almost everyone else in
the Western world sees capital
gains tax as a horrible evil de-
signed to keep them poor, here in
South Africa many people are ac-
tually calling for such a tax.

It's enough, as someone once
sald, to make a strong man weep.

However, in spite of riumerous
pleas from the stock exchange and
from many other interested people
for such a tax, the Minister of Fi.
nance, Mr Barend du Plessis, has
refused to oblige. He has gone the
other way, granting the mining
houses and other large financial
institutions a considerable conces-
sion. They are now allowed to sell
shares which they have held for
more than 10 years without having
to pay tax on any
from these transactions,

Fuller detdils

mean that no taxes will be levied
on the profits from share sales by
any one providing the shares have
been held for 10 years. But tax
consultants are being guarded and
hve not yet made a definite ruling
on this. They are waiting for the
Income Tax Bill which will con-
tain fuller details of what the Goy
ernment has in mind.

. Interestingly, Mr du Plessis’
concession also also served to con-
fuse the situation. Some people,
who apparently have not read
their newspap 'S properly, believ
that the profits on any shares sold
Wwithin 10 years of purchase will be
subject to tax.

profits madg .

This ruling has been taken to

DEREK TOMMEY

This is‘deﬁnitely not true,
Johannesburg tax consultant Mi.
chael Stein said. He said old rules
defining what is a capital gain and
therefore free from tax, and what
is a trading profit still apply. The
basic criterion used in this situa-
tion is for what.purpose was the
asset bought?

- If it was acquired to make a
quick killing then any profit made
would be subject to tax. But if it
was bought to provide, say, a
growing long-term dividend in-
come then any profits made on the
sale of the asset should be regard-
ed as capital gains and be free
from tax, :

All this seems fairly under-.
standable. However, unfortunately
there are grey areas.

A problem could arise, for ex-
ample, when an investor buys a
share as a long-term investment,
and four weeks later the share
price soars on a take-over bid and
the investor decides to sell be-
cause he believes the share is
over-priced, or will no longer give
the return he expects.

Will the tax man believe him
when he says he bought the share
to dprovide him with income for his
old age and that the profits made
on the sale should not be subject to
tax? -

To clear up the uncertainties

arising from a situation like this, .

stock brokers called for a definite
ruling on what was capital gains
and what was not, suggesting that

should share
shared ® |
tax man?

in return for clarity on this matter |
capital gains should be subject to
a small tax,

However, once you have a capi-
tal gains tax you then have an-
other major problem especially in
a country experiencing such a high
rate of inflation as South Africa.
This is to determine how much of
the profits are the result of infla-
tion and should not be subject to
tax. This in itself could be as trou-
blesome to the Inland Revenue as
the current system is, and it is
probably not surprising that it has
veered away from tackling the
capital gains problem.

* Uncertainty

There has been support for a
system which substituted an in-
crease in the market securities tax
for any taxes on share dealing
profits. It was suggested that MST
should be raised to 5 percent on all
share transactions and the taxes
on share trading should fall away.
But the Government has an-
nounced that it plans to abolish
MST altogether, which rules out
this proposal,

Investors, therefore, still face
considerable uncertainty on
whether or not they will have to
share the profits théy make on the
sale of shares with the tax man,
All they can do is when they re.

“port their share purchases-and.

sales they make it clear to the Re-
ceiver of Revenue which transac-
tions were made for speculative
purposes and which were long-
term investments and hope they
are believed, . . .

.

—e L. r




Taxman opens the door on

INLAND Revenue has given taxpayers a
break by ing it may be possible for

_ £

[ BARRY SERGEANT

y
employees to claim SITE refunds for over-
deductions by employers.

In a statement yesterday, the Depart-
ment of Inland Revenue said employers
were required to rectify over-deductions of ~
SITE, “but should they fail to do so for an
acceptable reason, any taxpayer who does™
not have to submit a return may approach™
his Receiver of Revenue for a refund”. ™

Tax experts said that prior to this state- §

ment, SITE had been a final tax.
Arthur Andersen’s Pierre du Toit said: “T
submit that this is a very good statement of )

goodwill from Inland Revenue.”

The department's statement said: “Cer-
tain recent media reports have created the
impression that once an employer has de-
ducted SITE from an employee’s net remu-
neration and the employee is not required
to submit a tax return, any error by the
employer in calculating the amount of tax

TE refunds

37’0 heir employers have in their possession

IRP 2 forms indicating the employees’ pre-
sent personal circumstances, to prevent
the deduction of incorrect amounts of tax
from their remuneration”.

Du Toit said: “But there is at least some
ambiguity as to legal procedure — particu-
larly those cases where the excess deduc-
tion results from some defect in the em-
p'l'oyee’s provision of SITE information to
the. emyj

can only be rectified by the employer.
Inland Revenue could now also rectify
miscalculations, it said.
The department emphasised “how im-
portant it is for employees to ensure that

Ol Al te
“Tii cases where the employee:provides
incorrect information, it appears that
there is an argument that Section 102 of the
0 To Page 2

|SITE refunds il o * (3222

Income Tax Act, the ‘refund route’,

-
From Page 'E

statement that many taxpayers would b§

not be avallable. Reason is that the Fourt|
Schedule deems SITE computed on incor-
rect information to have been correctly
calculated. .
“With deeming it is arguable that Sec-
tion 102 is not operative. Inland Revenue
could resolve all the ambiguities if it looks
at the relevant .deeming section in the
Fourth Schedule. It would be extremely
useful for all taxpayers — and Intand Rev-
enue — if an amendment was passed to
cover the complete area.”
DInland Revenue said regarding Deputy
Finance Minister Org Marais’ March 27

relieved of having to submit tax returns

under the SITE system, “attention

drawn to the fact that the Eroposed (SITH)
ts are licable only to thi

1991 and t years of

“Tax returns for the 1990 tax year datef]
April 5 1990 — currently in the mail te
taxpayers — must still be filled in ang
submitted to Receivers of Revenue on o
before June 4 1990. b4

“No tax returns in respect of the 1993
year of assessment have been issued tg
married women since they are not res
quired to furnish returns for that tax year.y
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No place to hide

The Receiver of Revenue is keeping an eyeon
the declared income of the so-called inform-
ers of the Civil Co-operation Bureau (CCB).
According to evidence before the Harms
Commission, they were paid vast amounts
for their cloak and dagger operations. It is
“also expected that the estate of slain Swapo
executive Anton Lubowski (who was a paid
agent of Military Intelligence (MI) accord-
ing to Defence Minister Magnus Malan),
will be investigated by the Receiver.

In evidence, Judge Louis Harms heard
that Cape Town businessman Edward James
Gordon, alias “Peaches”, who operated as an
informer to CCB agent Slang van Zyl, had
received almost R20 000 in cash for services
rendered. Lubowski, on the other hand, re-
ceived three payments from M, totalling
R100 000, which was paid into two Nedbank

accounts. F{M {3(y{q0

In the case of Lubowski, all the MI pay-

28
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ments — the last was made in June 1989 —
were channelled through a close corporation,
Global Capital Investments CC, which is
registered at the Registrar of Companies in
Pretoria. The close corporation used a Stan-
dard Bank account in Pretoria to make the
various payments to Lubowski.

Though the chairman of the Standing
Committee on Defence, Brentwood MP Boy
Geldenhuys, indicated to the FM that slush
fund payments to informers and agents may

not be taxable, Finance Minister Barend du -

Plessis says the opposite, “In terms of the
Income Tax Act, any payments for services
rendered constitute gross income and are
accordingly taxable,”

Du Plessis’ reply indicates that neither his
department nor the Receiver of Revenue
cleared any agents or Lubowski from paying
taxes on the money received from the CCB
or MI. And “the Income Tax Act provides
that a penalty, commonly known as treble
tax, shall be levied if a taxpayer omits from
his returns any income which ought to have

been included therein,” warns Du Plessis,

1t is still not clear where Lubowski, who
lived in Windhoek, was paying taxes, But the
financial statements of Global Capital In-
vestments CC may show whether tax was
deducted from payments to Lubowski.

The corporation was initially started as a
registered company, Global Capital Invest-
ments (Pty) Ltd, until Pretoria attorney
Ernst Penzhorn applied for the company o
be converted to a close corporation in Sep-
tember 1985, In the same month, auditors
Ernst & Whinney wrote that there was “no
reason to believe that in the conduct of the
abovementioned company’s affairs a mate-
rial irregularity has taken place as contem-
plated by Section 26(3) of the Public Ac-
counting and Auditing Act of 195 L”

In an interview with the FM last week,

Penzhorn claimed that he had sold the cor-
poration to a client (unnamed) in 1986 and
that he had no knowledge of any payments to
Lubowski. Penzhorn also denied any involve-
ment with MI or that he had ever signed
cheques made out to Lubowski’s accounts
(Current Affairs April 6).

Ernst & Whinney was appointed auditor
in 1980, after the then auditors, N F Alberts
(sr) & Co, had resigned. Last year, the
company amalgamated with another audit-
ing firm and is now registered under the
name Brnst & Young, Bddio Botha
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LIFE ASSURERS ( (gz,o

Tax favours &

Are life assurers as badly treated by the
taxman as they claim? Two weeks ago we
argued life offices had a legitimate com-
plaint when this year’s Budget failed to ex-
| tend tax concessions on dividend income to
] them and as Finance Minister Barend du
Plessis again shelved his commitment to the
trusteeship principle (FM March 30).

Life offices complain that competitive ad-
vantage has been tilted in favour of the banks
and building societies. Building societies
concede this but argue, in private, that the
picture is incomplete and probably compre-
hensible only to a handful of actuaries or tax
experts. F‘i' 13{4{90 )

The Receiver of Revenue has developed
special expertise in taxing mining and bank-
ing companies. Few, if any, tax officials
understand the assurance business and, as a
result, the Receiver is happy to adhere to
well-tried, if well-worn, taxation principles.

Basically, life assurers have two types of
business — taxed and untaxed. The former is
linked to life and endowment policies and the
latter to pensions or retirement annuities.
The assurer pays tax on investment income

Ty - YN .
accruing to life and endowment business but
not on income accruing to pensions and RA

£l 1304190 @@

apportioned by eans of the simple formula
devised when computers with enormous

i number crunching power were not available.

Precise apportionment, says a Liberty Life
actuary, is what happens. Particularly since

{ the development of unit-linked policies

whose guarantees are based on the perform-
ance of an underlying managed investment
fund. Income from the managed fund is thus

1 allocated directly to different types of poli-

cies — taxed or untaxed -— and there is little
scope for bias in the calculation of tax liabil-
ity. These days, less than 20% of the current
policies issued by a life office such as Liberty

1 are not unit-linked, so there is little bias

because of the older ways of calculating tax.

Building societies’ next concern is the
trusteeship principle — life offices argue
that, because they effectively act as a trustee

for their policyholders, they should be taxed

on the same basis as those policyholders. The
assurers would like to be taxed at the average
rate applicable to policyholders, not at 45%
— a whole percentage point above private
individuals’ top marginal tax rate.

The arg is ble as far as it

businesses. It does not take much i
tion to realise there is a considerable advan-
tage to be gained if as much dividend income

as possible. cal redited to the untaxed
e
Buildin] feties arg) at apportion-

‘ment is done on the basis of the actuarial
reserves of taxed and untaxed businesses —
in other words, the present value of the
eventual liability the assurer’s actuaries cal-
culate will accrue when policies, RAs or
pension funds reach maturity.

Fair enough, except that taxed and un-
taxed actuarial reserves are calculated dif-
ferently and that apportionment on the basis
of actuarial liabilitics does not accurately
reflect the relative sizes of the two income
flows.

Normally, for example, guarantees on life
policies are small -— the assurer promises
only a small percentage growth even though
he might have achieved a considerably better
performance by the time a policy matures.
Terminal bonuses, paid at the assurer’s dis-
cretion, make up the difference between ac-
tual and guaranteed performance.

1 .In contrast, pension business normally

carries guarantees linked to the worker’s
final salary — and that implies a more gen-
erous performance guarantee than given on
life business. The effect of this, so the argu-
ment goes, is that the actuarial valuation of
pension business is based on higher reserve
requirements than life business and that, in
turn, means the apportionment of investment
income for tax purposes is skewed towards
the untaxed business sectors.

This is perfectly legitimate — it is permit-
ted by the Income Tax Act of 1962 — but
building societies believe the apportionment
provides a hidden competitive advantage to
assurance companies. They argué that assur-
ers’ management information systems are
sufficiently sophisticated to allow investment
income to be apportioned preciscly between
taxed and untaxed business, and nced not be

goes, but tax is levied on income less 55% of
expenses. And the building societies point
out that private individuals who manage
their own portfolios cannot offset any im-
plied management fees against income for
tax purposes, Nor can they offset their policy
marketing costs and commissions.

So assurers get tax relief which is not
available to policyholders and, under those
circumstances, the life offices’ competitors
claim, they should not be allowed to claim
some tax-deductible expenses, if the trustee-

ship principle is to be strictly interpreted for |

assurers. Jim Jones




Ian MacKenzie Is a
partner at Ernst &
Young.

A keystone of our tax system is the accrual
basis of determining taxable income. This
means that, to constitute income, an amount
does not have to be received by the taxpayer;
it merely has to accrue to him.

There is no definition in the Income Tax
Act of accrue but, in practice, the principles
laid down in the well-known Lategan case
are generally applied, to treat as accrued any
amount to which the taxpayer has become
unconditionally entitled, even if actual re-
ceipt is deferred until later.

In simple terms, if a trader delivers goods
to a customer but agrees the price will be
payable only in a year's time, the full consid-
eration accrues to him on delivery. He will,
therefore, have to include in taxable income
the value of the outstanding debt.

The only statutory relief against possibly
having to pay tax before the price is received
is the so-called suspensive sale debtors’
allowance, in Section 24.

This eliminates from taxable income any
profits included in debtors, thereby returning
the trader to an effective cash basis of tax-
ation. It applies, however, only to sale agree-

When opportumty knock

ments under which at least 25% of the total
selling price becomes due and payable after
not less than 12 months and transfer of
ownership is suspended until a specified por-
tion of the price has been paid. The 25%/12-
month limitation was introduced in the 1987
tax year to overcome legitimate tax planning
which was perceived by Revenue as an abuse
of the allowance.

The commissioner also has discretion over
whether the allowance should be granted ina
particular case. It is, therefore, of benefit
only to a few taxpayers.

But a recent Appellate Division decision,
which confirmed the judgment in an earlier
Special Court case, has opened up an oppor-
tunity (possibly short-lived) for any trader
who grants credit to customers to reduce
legitimately taxable income by taking into
account that his accrued income will be re-
ceived in cash only in the future.

The principle upheld in the judgment is in
effect the second leg of the Lategan princi-
ple, which has been ignored by Revenue and
taxpayers since 1926, but has now been suc-
cessfully claimed by a taxpayer.

In Lategan, Watermeyer J confirmed the
debts in question had to be regarded as
accrued income but noted that “,.. some-
thing had to be deducted from face value to
allow for the fact that they were not payable
at the close of the year of assessment. As-
suming that the right to receive instalments
had not been converted into money, by sale
or otherwise during the year of assessment,
the value to be fixed (apart from any ques-

= ]
13! ‘I o
tion whet er the debt was good or bad)
would be the present worth of the instal-
ments at the end of the year of assessment.

Toascertain the present worth of debts not
yet due and payable at the year-end, a trader
could undertake a simple net present value
calculation or obtain valuation from banks
and factoring houses. In either case he
should ensure that his basis of valuation is
commercially defensible.

He must also apply this valuation only to,
debts which are not due and payable at year-
end. If the term granted a customer is, say,
90 days and it expires before year-end, but
the debtor has not paid by then, the face
value of the debt cannot be reduced.

To take advantage of this principle the
taxpayer will have to spend some time ana-
lysing debts and valuing those due only after
year-end. The benefits of the reduced tax
liability will make this worthwhile, particu-
larly if the outstanding credit period is long.

A further implication is that, having in-
cluded valued debt in income in year onc, the
trader will not have to again include the
amount actually received in year two. The
reduction in value of debts in year one will,
therefore, become a permanent difference.

1 strongly recommend that any taxpayer
ina posmon to qualify for this reduction in
taxable income should undertake the exer-
cise and claim the benefits in the next return
submitted. Anyone who does not do this now
may well lose because it is not impossible
that Revenue will amend the Act to prevent
future application of the decision.
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from employ-  payer 60-64 years, another R120, and tax-

_Ww. Des Kruger, a consultant with Deloitte Haskins & Sells P Ppeasion fund contributians,

is taken fato account in determining the
i R + méot or trade exercised Todspendently of payer 65 years and older, anotber K1 330

" Ber busband and which s pot subject t0 | ¥ Married persons arer

= | Mosr taxpayers are concerned ' ©
. | -with two important mmmnaﬁ. of

ber R O A married male person who is oot Liv-

. may be claimed for a wife's  ration is likely to be permanent,
carnings. T allowance Is (he Jeser of  E)A widower bt Fobe and,

[T - <51 € toworking married women who are sub-
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THIS I3 the second cle in a  Business Times and Deloitte Has-
series intended to highlight some  kins & Selis.

their tax return —
and rebates. This article deals -
with deductions which appear in
Part 3 of the return and rebates
in Part 7.

Medical expenses (Part 3.1) and ex-
penses rlating fo & pigsical diabliy
‘may be deducted only in so far as they
exceed R1000 or 5% of taxable income,
whichever is the greater. Claimants

DALl medical are deductible
for persens aver 65; and,
© Because medical expenises incurred by
employees will probably not exceed these
it ts if they are under 85 — except ln
certain exceptional circumstances — it
would be far more advantageos if their
emploger bears all medical aid contribo-
tions. Soch amouats will be dedactible fn
the employer’s hands.

This arrangement can provide large
benefits when compared with the more
isual arrangement of splittng such costs

tax-planning opportunites usln,

the basic structare of tho annus) Coples can ba obtalned from Pay

IT 12 return. Less Tax, Private Bag X31, Clars-
The article is based on Pay Less  mont, 7735. The cost Is R21 (in-

Tax, a booklet published Jolntly by  cluding GST and postage).
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More employer, Sw ‘

:SAs Jargest monthly payroll bureau, run
" by ‘First National Bank (FNB), estimates

that 85% of the salary payments it proces-
ses each month for nearly 1000 companies
will now fall within the new SITE limit, as
announced by government recently.

It says this is a 179 increase on the

{ number of Wage-earners previously sub-

ject to SITE, before the limit for submit-
ting returns was raised from R2
R40 000 per annum, 220
“We believe these figur e
the greater onus that hag now been placed
on employers in processing their staff’s
salaries,”” said FNB electronic banking
head Ken Boyd in a statement.
“This responsibility is erhaps under-
rated as the legislation, altﬁough seeming-
* ly simple in theo, , I8 very complicated in
practical terms,
“A number of those newly affected are

~ also subject to fringe benefit tax, which:

further complicates the issue,” he said,
He felt it was crucial that all caleula-
tions were correct, which placed “a tre-

- o
Business Day: Reporter N

mendous burden” on employers, ’,”
Boyd believed there were advantages to?,J
having a bureay handle a payroll system.’”
“A bureau has the expertite to handle’>
Specialised areas like taxation and jts pay- -
roll service generally runs off a powerful '}

companies’ requirements, 5
“For instance, the bank’s Interpay pay-
roll service is customnised to suit the ind}i,-
vidual needs of each customer, =
“Employers can rest assured that pay'-fE'
roll calcuiations are correct as they are-
being handled by experts, R
“A bureau alsp offers the advantagés of.,
confidentiality ang reduced stationeryj
CO%S' Overall, it is more cost effective,;’ he
said, ©- ios
FNB's payroll ~bureay,px§qqesses nearlyr,
2-million salary payments s year for a,;
variety of companjes countrywide, |

e : i ad
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(2) whether he or his Department has inves-
tigated the (a) economic and (b) juridical
implications of these steps; if not, why
not; if so, what are these implications, in
each case? B718E

The MINISTER OF MINERAL AND EN-
ERGY AFFAIRS AND PUBLIC ENTER-
PRISES:

(1) No. A final decision regarding the grant-
ing of mining rights will be taken after the
completion and evaluation of the environ-
mental impact assessment which is pres-
ently being undertaken,

(a) and (b) Fali away.
(2) Falis away.

*20. MrRM BURROWS — Administration and
Economic Co-ordination. [Question standing
over.]

GST on prescribed medicines: revenue
*21. Mr M J ELLIS asked the Minister of
Finance: Htnsa A Ur:{qb

(<.=N= was the total amount of revenue re-
ceived by the Government from general sales

tax on prescribed medicj or the 1988-89
financial year? @ ..m/dwm
i

The MINISTER OF FINANCE. @

Inland Revenue does not require registered
vendors to furnish the particulars of sales tax

burden on the business sector. For this reason
Separate statistics of collections on prescribed
medicines are not available. The Pharmaceu-
tical Society of South Africa has estimated that
the sales of prescribed medicines for the 1989
calendar year amounted to R1 040 million. If
one assumes that sales tax was payable on the
whole of this amount the revenue coliected

" would amount to R120 million. These figures
exclude prescribed medicines supplied by
medical practitioners and hospitals.

GST on prescribed medicines; abolition

..Nm. Mr M J ELLIS asked the Minister o
Finance: In\rwa,\_ i He{q0 e@

Whether consideration is being given to abo-
lishing general sales fax on prescribed medi-
cines; if not, why not?

B739E

HOUSE OF ASSEMBLY

Affairs:

The MINISTER OF FINANCE: @
Sawec/ t3/¢ (F0

No. Wmvnnmnsam:o:m%_mﬁ Of QUMETous Gegs:
sions been made for prescribed medicines to
be exempted from general sales tax and carefu}
consideration has been given to the matter, It
is, however, essential, particularly in the case
of an indirect tax such as sales tax, for the base
to be as wide as possible. If an exemption wag
sranted in respect of prescribed medicines j
wouid not only open the door for €Xxemptions
in respect of other equally meritorious cases,
but would mean that the loss of tax would have
to be recovered by an increase in the rate of
tax.

Colonel Bob Denarg: residence permit

"23. Mr L FUCHS asked the Minister of Home

Hevvsary Fet9c

(1) Whether a temporary or permanent res;.
dence permit has been issued to Colonei
Bob Denard; if s0, (a) for how long and
(b) why;

(2) what is the total antitipatéd cost to the
State of providing refug Colonel De-
nard; %

(3) whether he will furnishdetails on the

present whereabouts of this person; if
not, why not; if so, (a) where is he
residing at present and (b) at whose
expense is he residing there?

B740E

The MINISTER OF HOME AFFAIRS:

1 A temporary residence permit has been
issued to him. An extention will be re-
quired from 1 May 1990. Colonel De-
nard’s residence in South Africa must be
Seen against the background of the turbu-
lances which occurred in the Comores in
December 1989. Op occasion my col-
league. the Minister of Foreign Affairs,
has made public statements on the events.
It boils down to the fact that both the
former government of the Comores and
the French Government have requested
South Africa to accommodate Colonel
Denard. The South African Government
was initially not in favour thereof, but
after repeated appeals by the two afore-
mentioned governments, the govern-
ment, for the promotion of peace and
quiet in the Comores, agreed to be of
assistance. In the meantime discussions

&
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with the French Government regarding
Colonel Denard’s position and future are
being conducted, | 90

(2) None, Wewswel 17 :

(3) No.Heis being housed pri ately and it is
not deemed expedient to furnish details.

Mr Lennox Sebe in SA

"2+ Mr L FUCHS asked the Minister of Foreign
Adairs:

t1) Whether Mr Lennox Sebe is currently

residing in South Africa; if o, (a) under

what conditions has he been granted

permission to do so and (b) at what total
anticipated cost to the State; @
whether he is to be granted political
asylum; if not, why not; if so, for what
reasons?

Hrteage, o ,iin:u B74E
Tze MINISTER OF FOREIGN AFFAIRS:

1) Yes.

(a) Under circumstances where he left
his country as Head of State and
where a coup d’état was carried out
in his country during his absence. He
Wwas not unwilling to return to the
Ciskei. After consultation with the
South African Embassy in the Ciskei
and the National Council of the
Ciskei, he was advised not to return
to the Ciskei for the time being in the
interest of the promotion of peace
and quiet in the Ciskei, which is at
the same time in the interest of South
Africa. Further, Mr Sebe is receiving
medical treatment in South Africa.

(F]

(b) He and his spouse are being accom-
modated in a house which was avail-
able. He pays for their upkeep him-
self.

(Z* No request for political asylum has been
received.

retirement annuity funds beyond 70; if so,
what conclusion has been arrived at; if not,

whynot?  fea, sard 14]¢l O 43E

\J, The MINISTER OF FINANCE:

Yes. It was concluded that the age limit should
not be extended as the purpose of allowing a
deduction in respect of contributions to retire-
ment annuity funds is 10 permit a person to
defer tax on a portion of his income during his
productive years until after his retirement.
Very few people remain productive after at.
taining the age of 70 years, and it appears that
any raising of the age limit would mainly
benefit those senior citizens fortunate enough
to have more than sufficient income to meet
their needs, and who merely wish to further
defer the payment of tax.

*26. Mr RM BURROWS asked the Minister of
Law and Order:

A.C Whether any persons are bem
in terms of the state of emergency at the
Durban Prison in Westville; if so, how
many; JHemsa, A ¢ 10

(2) whether he will make a statement on the
matter? B74ME

The MINISTER OF LAW AND ORDER:

(1) Yes, 18 persons on 17 April 1990.

(2) The detention of these persons is as a
result of the conflict situation in Natal and
is in the interests of the maintenance of

law and order, the public safety and the
termination of the statement of emer-

gency.

*27. Adv S C JACOBS asked the Minister of
Justice:+ Havsvo g9
(1) (a) Onhow many occasions did he meet
Mr Nelson Mandela outside prison pre-
mises and (b) (i) where and (i1) when did

each such meeting take place; @

Retirement annaity funds: extension of
o s t
Eansoy Jetirement age -
*25. Mr H H SCHWARZ asked the Minister of
Finzzce:
WZether any tofisideration has been given to
exzanding the age of retirement in respect of

(2) whether he was accompanied by any

other Cabinet Ministers at these meet-

ings; if so, by what Ministers;

whether the constitutional future of South

Africa was under discussion at any of

these meetings; if so, at which meetings?
‘B752E
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PERSVERKLARING
deur die
Kommissaris van Binnelandse Inkomste

OOR STANDAARD INKOMSTEBELASTING OP
WERKNEMERS (SIBW) EN VERWANTE AAN-
GELEENTHEDE

Ter aanvulling van die Adjunk-minister van Finan-
sies se persverklaring op 27 Maart 1990 word daarop
gewys dat die voorgestelde wysigings slegs ten opsigte
van die 1991 en daaropvolgende jare van aanslag van
toepassing is. Die belastingopgawes vir die 1990 jaar
van aanslag, met die uitreikingsdatum 5 April 1990, wat
tans aan belastingpligtiges gepos word, moet dus steeds
deur hulle ingevul en voor of op 4 Junie 1990 by die
verskillende kantore van Ontvangers van Inkomste
ingedien word.

Daar is nie belastingopgawes vir die 1990 jaar van
aanslag aan getroude vrouens uitgereik nie aangesien
dit nie vir hulle nodig is om sodanige opgawes vir daar-
die jaar van aanslag te verstrek nie.

Vir die 1991 jaar van aanslag (1 Maart 1990 tot 28
Februarie 1991) is alle belastingpligtiges, met inbegrip
van getroude vrouens, wie se enigste inkomste netto
besofdiging is wat nie die perk van R40 000 per jaar
oorskry nie, slegs aan SIBW onderhewig. Die SIBW
wat daarvan afgetrek word, verteenwoordig hul finale
aanspreeklikheid vir belasting en fevolglik hoef hulle
nie ’n belastingopgawe vir die 1991 jaar van aanslag te
verstrek nie.

Enige belastingpligtige, dit wil s& ook "n getroude
vrou, wie se netto esoldigin% nie R40 000 per jaar
oorskry nie maar wat ook belasbare inkomste vit ander
bronne ontvang, soos byvoorbeeld 'n besi%heid of
boerdery, sal egter 'n belastingopgawe vir die 1991 jaar
van aanslag moet verstrek.

'n Getroude vrou se beleggingsinkomste—dit wil s&,
rente word vir die 1991 jaar van aanslag steeds in haar
man se hande belas soos wat tans die geval is. Waar
haar netto besoldiging nie R40 000 per jaar oorskry nie
en sy ook beleggingsinkomste het, sal sy nie 'n opgawe
vir die 1991 belastingjaar hoef te verstrek nie aangesien
haal('i beleggingsinkomste in haar man se hande belas sal
word.
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PRESS RELEASE/
by the 3 2 o

Commissioner for Inland Reveny

CONCERNING STANDARD INCOME TAX ON EM-
ll;ll;:(l)(Y)EES (SITE) AND MATTERS RELATED THE-

Further to the Deputy Minister's press statement of
27 March 1990 attention is drawn to the fact that the
pr(l)jposed amendments are applicable only to the 1991
and subsequent years of assessment. The tax returns for
the 1990 tax year bearing the date of issue 5 April 1990,
which are currently being mailed to taxpayers, must
still be filled in and submiited by them to the offices of
the Receivers of Revenue concerned on or before 4
June 1990.

No tax returns in respect of the 1990 year of assess-
ment have been issued to married women since they are
not required to furnish returns for that tax year.

For the 1991 year of assessment (1 March 1990 to 28
February 1991) all taxpayers, including married
women, whose only taxable income consists of net
remuneration which does not exceed the limit of
R40 000 per annum, will be subject to SITE only. The
SITE de(ﬁcted from such remuneration will represent
their final liability for tax and they will conse uently
not be required to submit tax returns for the 1931 year
of assessment.

Any taxpayer, including a married woman, whose
net remuneration does not exceed R40 000 per annum
but who also receives taxable income from other
sources, such as a business or farming, will, however,
be required to furnish a tax return for the 1991 tax year.

A married woman’s investment income, i.e. interest,
will still be taxed in her husband’s hands as is the case at
ﬁresent. Where her net remuneration does not exceed

40 000 l_‘per annum and she also receives investment
income she will not be required to furnish a return for
the 1991 tax year since her investment income will be
taxed in her husband’s hands.
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Investments

By Des Kruger, a consuttant with Deloitte Haskins & m»:&

TAX planning opportunities in
investments, using the basic
strueture of parts 8,101 and 15 of
the annual IT 12 return, are ex-
amined this week.

Income from iovestmests can be
split into two basic categories:
O Profit/loss on disposal of invest-
meant (for example, shares, fixed prop-
erty) and,
O Income derived from

rent, dividends and interest or for dom-
estic use (as a residence) and not mere-
Iy to resell it at a profit, the profit on
m.ww_m will most likely he treated as cap-
i

1t follows that if you had a specnis-
tive intention n séquiring the asset,
the proceeds on sale wonld be of &
revenue nature, and would therefore

* be taxable,

Some guidelines

orts &

adopted by the
the intenti;

including interest, dividends and rent.

The purchase, sale and redemption
of certain investments are covered by
part 10.1 and part 10 (Schedule A). Cap-

OThe nature of the bosiness/occupa-
tion of the taxpayer;
OThe frequency of his/her past in-

ital profits on disposal of investments
are not taxable, whereas revenue pro-
fits are taxable.

The most important criterion for de-
termining the nature of the profit is
your intention in acquiring the invest-
‘ment. If you bought the investment to
retain it as & source of income from

in similar
O The length of time heid;
O The nature of the asset; and,
£ Dealings with proceeds on sale.

It is therefore important to choose
your wording carefully when complet-
ing Schedule A, parts A (i) and B (i)
which seck the purpose for which the
investment was acquired, and Schedule

Part B (vil), which determines the
Teason why it was sold. ]

Part 242 deals with annuities, ex-
cluding retirement annuities, bought
from an insurer for a lump som.

An amount representing the capital
element will not be taxed if the annoity
is bought and paid for by a natural
person.

The method of calculating the cap-
jtal element can have favourable tax
consequences since it spreads the cap-
ital element over the probable dura-
tion of the annuity.

Interest and dividends received
from investments are to be disclosed in
part 15. The exemptions for the 1983-90
tax year are:

O A maximem of RI000 of interest
plus divideads on certain building
saciety shares, which are not otherwise
nn_uwﬂva?ooensk. . dends,
certain percentage of dividen:
varying from 100% to a third, is
exempt from tax. The miminum ex-

that e

SITeos 22PlA0

THIS is the third and final article of
a series intended to highlight
some tax-planning opportunites
using the basic structure of the
annual IT 12 return.

“The article is based on Pay Less
Tax, a booklet published jointly by

Business Times and Deloltte Has-
kins & Sells.
Coples can be obtained from Pay
Less Tax, Private Bag X31, Clare-
mont, 7735.
The cost is R21 (including GST
and postage).

emption of & third applies where in-
come exceeds Rd 600, The investor in
unit trasts must be aware of the fact
that from a tax point of view dividends
received from a property trust arc not
treated as dividends but as rental in-
come. Therefore, the dividend exemp-

O Expenditure incurred in relation to
earning dividend income — for exam-
pie, commission paid, interest paid,
banker’s fees etc. — may be deducted
from dividend income. The dividend
exemption will, however, apply to et
dividend income.

D With effect from March 1, 1390 (the
1990-9] tax year) the interest exemp-

tax” income.

The largest investment many people
will make in their lives is the purchase
of a home. Except to the extent that
yoo are allowed a deduction for any
home office, ¥ou will not usually get
any deductioss for the costs of running
your home.

X you are required to work at home

you may, however, deduct certain ex-
penses, such as bond Interest, electri-
city, cleaning and servants’ wages on &
pro-rata basis (Part 3.10).

If yoa need to work from home itisa
good idea tp incorporate the use of a
room in your bouse in your employ-
ment contract and to reguest your
employer 1o pay you an allowance for
its use becanse Inland Revente may
sequest proof that it is used to earl
income.

Expenditure relating to rental in-
come may be deducted from such in-
come (Part 8) — for example:

O Repairs;
G Wear and tear on furnitore, carpet-
ing ete. (if folly fornished).

The taxpayer must exerclse caution
whes sapplying purposes for acquiring
property (Part 8 () and Part 10, Sched-
tle A (A) (i) 50 as to ensare that expen-
diture and met reptal losses will be
deduetible — for example, expenditure
incurred in respect of property ac-
quired for ultimate retirement may be

ceiver’s net

classified as capital expenditure, and
will thus not be dednctible, This wonld
oot apply had the property been ac-
quired for earning rental income.
One short point on buying a new
home: Examine what investments you

saving. (Enterest payments on your
bond are normally wmade from “after-
tax” income)

Unplanned decisions 25 regards en-

dowment palicies conld result in un-
foreseen tax (Parts 22.2 and 10.2). The'
following could cause any gain oo a,
policy to become taxable: N
£ Altering any of the terms and condi-

tions of the policy; .
DSurrendering ail or part of the poli-

ex;

[ Making it paid-up within the first 10;
years uniess the premimms do not ex-:
ceed R4 000 2 year; :
D) Accepting loans or cash bonuses in
some cases.
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resentatives (namely that members
did not perform thejrnormal duties).

(2) Yes.

(a) Grievances in connection with al-
leged discrimination in respect of
work; living quarters; social and out-
door activities; facilities on prison
grounds as well as allegations that the
existing communication channel

Commanding Officers are not acces-

For purposes of complaints apg
grievances by members of the South

<l 24[gq0 1016
U
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320 _J way related to the nommnmoua efforts of
&E&&%& officials. HAMETY ((A]O

in Bophuthatswana; if so, what are the
relevant details; yauscrof 24440
(2) whether he has made any arrangements

African Prisons Service, a i

cation channel exists which provides”

that complaints and grievances may
be forwarded to the highest level. Al
members are aware of this communi-
cation channel and it has always been
the policy of the South African Pri-
sons Service to deal actively with
complaints and grievances brought to
its attention.

sible enough to hear bers’ grie-

%
_J W aommnoﬂ?:nmo:nmmnn?n_wm:a:.wﬂ
/
.au, vances.

(b) In order to put these allegations into
perspective, I wish to direct the Ho-
nourable member’s attention to the
fact that the dealing with the com-
plaints and grievances of personnel is
a continuous process. Specific grie-
vances have come to attention re-
cently. Although certain grievances
do have substance, there are others
with little or no substance and are
attributable to wrong/distorted per-
ceptions which have already been
rectified/are in the process of being
rectified.

The Prisons Service is currently com-
piling a handling strategy which will
provide Commanding Officers with
guidelines to solve the grievances
which have not yet been resolved, as
far as possible to the satisfaction of
all parties.

One of the stumbling blocks, namely
the provision of medical benefits to
dependents of Black members, have
recently been resolved. The decision
to provide this service to members
was taken in April 1989, but funds
only became available on 1 April
1990.

Other stumbling blocks such as the
establishing of better quality hous-
ing; establishment and upgrading of
sports and recreational facilities; the
provision of state transport between
home and place of work where no
public transport is available, are
given ongoing attention, but are cou-
pled to financial realities and will not
occur overnight.

~

HOUSE OF ASSEMBLY

Inland Revenue employees: remuneration

*7. Mr D J DALLING asked the Minister of
Finance: Haused 24{4{90

Whether any employees in the Finance Divi-
sion: Inland Revenue are remunerated on a
e ission or r 11 d basis; if so,
what total amount was paid out on this basis in
1989; if not, (a) what is the basis of remune-
ration for these employees and (b) what total
amount was paid out on this basis in the said

year?
The MINISTER OF FINANCE:

No — No personnel of Inland Revenue is
r ated on a ission basis or on the
basis of tax collected. It follows that no
remuneration was paid on this basis during the
1989/90 or any other financial year.

(a) The basis of remuneration is according to
fixed salary scales as prescribed by the
Cc ission for Administration.

(b) The total amount paid on this basis during
. the 1989/90 financial year amounts to
R188 099 690. In addition to this, an
amount of R1 457 015 was paid during
the 1989/90 financial year in terms of a
production bonus system to officials in the
office of the Receiver of Revenue, Johan-
nesburg.

The reason for the introduction of a bonus
system is that a serious staff shortage is
continually experienced at that office and
the existing staff have to work that much
harder to keep the work up to date. The
remuneration is paid monthly on the basis
of the production of all the officials of the

office for the relevant month. It i3 in no

Transferability of pensio %Wi‘w
*3. Mr P J PAULUS asked the ister of
National Health and Population Development:{

Whether the transferability of pensions is
being investigated at present; if not, why not;
if so, when is it expected that a report on this

i 1 m_ ill be available
%&Eém mwamaﬁ_\_ﬂo @ B7ME

The MINISTER OF NATIONAL HEALTH
AND POPULATION DEVELOPMENT:

Yes, transferability of pensions already exists
between State controlled pension funds mutu-
ally, as well as between such funds u.:.m certain
other pension funds. Investigation into the
transferability of pensions generally, forms
part of the terms of reference of the KoEon
Committee of Investigation into a Retirement
Provision System for South Africa, appointed

by the Minister of Finance.

for this sum of money to be given to the
said school; if not, why not; if so, (a) what
arrangements, (b)(i) what is the amount
involved and (ii) why was it naon:mm.m
and/or given and (c) for whom does this

school cater
B798E

The MINISTER OF FOREIGN AFFAIRS:

(1) Yes. South Africa will provide, in the
form of a loan, 50% of the costs of the
construction of the school building.

(2) Yes.

(a) In terms of a loan agrecment signed
on 28 November 1989, Bophutha-
tswana may make drawings on the
loan amount. -

(b) (i) R3 850 000,00.

(ii) The RSA decision to assist fi-

\uvo_.mnm investigation into death of Mr Thikitha

> *9, Mr L FUCHS asked the Minister of Law and
T Order fansaet 2W{HAO
Whether, with reference to the reply by the
Minister of Justice to Question No 20 on
20 March 1990, the Police investigation into
the death of Mr Thomas Mavimbela Thikitha
near Heideiberg, Transvaal, on 13 February

5 1990 has been completed; if not, (a) why not

and (b) when is it anticipated that the investi-
gation will be completed; if so, what were the
: as?

;. Dodne? B796E

The MINISTER OF LAW AND ORDER:

Yes, however the results of the tissue tests are
still being awaited before the docket can c.n
submitted to the Attorney-General for his
decision.

(@) and (b) Fall away.

nancially in the construction
of the school was based on vari-
ous considerations including a
study undertaken by the Depart-
ment of Education and Culture
a