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WHEN designing South Africa’s
VAT system, the Inland Revenue
Department took into account the
fact that under GST many foodstuffs
were exempt from tax.

An investigation into the effect
VAT would have on the needy
showed that the GST exemption on
food was an ineffective way, of help-
ing the poor. ¢ f&m (\‘;(\0\\ -

When you exempt an item with the
intention’ of helping the needy you
cannot, at the same time, prevent
those who do not need help from
enjoying the same benefit.

In a full year, South Africans buy.

more than R19-billion worth of tax-
exempt food. The GST which the
government foregoes on this food pur-
chase is R2,4-billion,
But the poorest -weople of South
frica — some 12 million living below
the minimum subsistence level — en-
joy only 18 percent of the food tax
exemption.

Clearly a tax system is not meant
to help the poor, so it is better to tax
everybody fairly and uniformly and

WELL STOCKED ... Plenty of food in this fridge, but how will the
poor manage when more items are taxed?

find other ways of helping the poor.

The same argument applies to J
home-building. To help the needy, we
at present have a GST exemption on §

the labour cost jpvolved in byjlding a
house. %3%;& ooy |
But it S that wealthy H

home-builder who can afford to pay §
tax, gets a far bigger concessign than
the poor.

This argument, however, does not
apply to commuter transport. By
making these services free of tax, the
government is making a direct con-
cession to people who need help.

The tax-free goods and services
under VAT are train, bus and taxi
transport, education, and certain
foodstuffs ~ brown. bread and maize
mealse v e S e dawtene

Other VAT benefits from which
the needy will befiefit are the lower
tax rate ~ 10 percent against GST’s
13 percent — the elimination of tax
fraud, slower price hikes and a re-
duced inflation rate thanks to the
reduced cost of business.

i




CITY PRESS, September, 1 1991 PAGE 17

T

PN

VALUE-ADDED tax
(VAT) is the tax con-
sumers will pay on
goods and services.

| Like GST it is a tax
| based on the prices con-
 sumers pay. But why do
we call this “value-add-
ed” tax? Well, the name
refers to the way in which
the tax is collected.

Let us explain by look-
ing first at the way in
which GST is collected.

Those goods which a
business buys with the in-
tention of reselling them
to consumers, are bought
by the business free of
tax.

‘When you buy an item
from a retail store, you
pay 13 percent general
sales tax, or GST. Soona
R10 item, you pay R1,30
GST. The retail store has
the responsibility of pass-
ing on your R1,30 tax
contribution to the Re-
ceiver of Revenue.

In terms of VAT, more
people — and not just the
retail store — have the re-
sponsibility of collecting
the tax in stages and pass-
ing it on to the Receiver.

When a manufacturer
makes an item and sells it
to a wholesaler, the
wholesaler pays an
amount of tax to the man-
.ufacturer, who sends the
tax to the Receiver of
Revenue.

The wholesaler in turn
sells the item bought from
the factory, to retail
stores, which pay tax to
the wholesaler.

The wholesaler now de-
ducts from this tax which
he receives, the amount

>

Paying tax on

‘Independent tax.’
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action we have described
here, only 10 percent of
the retail price is paid to
the Receiver of Revenue
as VAT.

This is the 10 percent
that consumers have to
pay, but to make sure that
the government actually
receives this money, all
the businesses involved in
producing and supplying
goods, pay the Receiver
in advance on behalf of
you, the consumer.

Each business pays the
Receiver only a portion of
the tax. and recovers it
from the next business in
the chain. The last busi-
ness in the chain — the
shop from which you buy
— recovers from you the
tax which it has already
paid on your behalf.

So, in effect, as far as
the consumer is con-

inevitable that resistance
would have hardened and
that considerable evasion
would occur.

Also, other countries
have found that GST can-
not be pushed too high
without causing distor-
tions in the economy —
hence the government’s
decision to phase out
GST in October this year
and to replace it with
VAT.

Why do tax experts
prefer VAT to GST?

B GST has become ex-
tremely unpopular, be-
cause of the evasion and
distortions it causes.

B GST has lost its way,
so to speak. Food should
never have been taken out
of the base. It is now in-
ternationally recognised
that this is not the best
way of helping the needy.

VAT would therefore ro-

LOSING OUT ... C o offe '~ tax-free bursaries
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facturer, and sends the
difference to the
Receiver.

Finally the retailer.sells
an item to you and
charges you tax, deducts
from it the tax which he
has paid to the wholesal-
er, and sends the differ-
ence to the Receiver. In
other words, just like the
wholesaler, the retailer
pays tax on the value he
has added to the product.
That is why we call it
value-added tax.

But the story does not
end here. When people
hear this explanation,
they very often say: ‘But
everybody seems to pay —
the = manufacturer, the

-wholesaler, the retailer,

and the consumer. Surely
this means an enormous
amount of tax is going to
the Receiver?

1t doesn't work this
way. On the whole trans-

LAST-minute changes to
aspects of the VAT sys-
tem which affect the pro-
perty industry will greatly
complicate the adminis-
tration of VAT, says tax
specialist Michael Stein.

Addressing the annual
convention of Estate
Agents this week, Stein
said in terms of the
amended proposals, new
houses completed before
September 30 would be
exempt from VAT pro-
vided transfer duty was
paid before March 31,
1992.

Land sold for building
purposes by registered
vendors by March 31
would be subject to VAT
of six percent as well as
transfer duty, instead of
the new 10 percent VAT.

Houses built and sold
after August 21, but be-
fore December 31, would
be subject to VAT of
three percent. Six percent
VAT would be charged
on houses sold after
August 21 if they were
built between January 1
and March 31 next year.

If a building contract
for a new house was com-
pleted and the house sold

Changes

buy, but all the businesses
that have handled the
item you buy have al-
ready paid your tax in
advance to the Receiver
of Revenue.

The system is, there-
fore, spreading the re-
sponsibility of tax collec-
tion over the commercial
chain. The main benefit is
that while some shops
from which you buy
sometimes felt tempted to
pinch your tax money and
not sent it to the tax man,
they can no longer do so
under VAT - because
most of it will already be
paid in advance to the
Receiver.

How does VAT differ
from GST?

GST was introduced in
this country in April 1978
at four percent — after
which it escalated to 13
percent.

At this high rate it was

storing food to the base
and assisting the needy in
a more targeted fashion.

B VAT will enable har-
monisation with countries
in the customs union.

M With GST, a business
can escape tax by misuse
of a registration certifi-
cate. Under the VAT sys-
tem this will not be possi-
ble.

M Because a number of
parties are involved, eva-
sion is more difficult un-
der VAT than GST. With
VAT, the tax dodger does
at least pay tax on the
goods he has bought. He
may escape tax only on
the value he has added.
With GST, if a business
keeps the tax money in
the till, the entire 10 per-
cent is lost by the Receiv-
er and by the consumer.

@ Under VAT, the price
you see is the price you
pay.

Bursary M@..—,nu, jo

THE tax exemption on
bursary schemes offered
by companies t0 the chil-
dren of employees will be

withdrawn from M 1
next year.
Speaking ™ at 2 ew

Tax Legislation and You”
seminar, Pat McGurk, a
partner in KPMG Aiken
and Peat tax practice,
said: “Any bursary of-
fered after this date will
be taxable, although bur-
saries awarded before
March 1 for the 1992 aca-
demic year may still es-
cape tax if they are
awarded in terms of the
approved rules.”

“In some instances it
may still be possible to
award the bursary in ad-
vance without contraven-

Ao JJ9AT
ing the new legislation,
he said.

»

Tax-free grants 1o~
wards the cost of studying
for a diploma or a degree,

also  fall a from
March 1. 220
“A comp: can pay

the fees of bona fide stu-
dents studying towards
qualifications useful to
the company.

“Thereafter, a student
failing his or her exams
could be obliged to refund
the bursary money.”

“Qccasional Bursaries”
of R750 a year awarded
to children of workers
with incomes below the
tax return threshold
would also become redun-
dant.

CAUSING PROBLEMS . . .

brin

g complications

I new building projects be exiemp

what rate? (
by March 31, VAT would
be applied at six percent
instead of the standard 10
percent proposed.

“in spite of the govern-

in tax

ion are

ment promising the busi-
ness community a full six
months to prepare for
VAT, it was still tinkering
with the system just five

weeks before its introduc-
tion,” said Stein.

The delay had caused
even more pressure from
groups to push for more

t from VAT or taxed —and if taxed at
and frustration.

concessions and demands,
which could now seriously
undermine the effective-
ness of the new tax, he
added. — Sapa
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IF THE COST OF YOUR FLOUR SUDDENLY RISES,
CALL VATWATCH.

VATWATCH is here to make sure that VAT is implemented fairly. In order to do this,
we need you to be our eyes.
Starting today, take three products and make a note of their prices. Then check
them again next week. And the week after.

If you discover a price suddenty rises out of proportion, please don't hesitate to cail VATWATCH.

VATWATCH

TEL: (011) 484 3393 FAX: (011) 484 3395

it
MAKING SURE
iT'S FAIR.

HUNT LASCARIS. TBWA 107232
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ue-added tax (VAT) will
provide consumers with
an opportunity to play a
more meangingful role in
the struggle against the
rising cost of living.

This was said in Johan-~
nesburg by Sally Mot-
lana, president of the
Black  Housewives’
League and a member of -
the Vatwatch committee.-

Motlana appealed to
housewives to familiarise
themselves with VAT,
and to speak up when it
appeared that retailers
were exploiting the intro-
duction of VAT.

“Unscrupulous  busin-
esses are exploiting con-
sumers because of our ig-
norance and apathy,” she
said.

s

DAILY BREAD .

.. Sally Motlana says the introduction of VAT is provi

ing consumers _.am-: an
rising cost of living.
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IF THE PRICE OF YOUR TOOTHPASTE

SUDDE

NLY MAKES YOUR TEETH CHATTER,
CALL VATWATCH.

VATWATCH is here to make sure that VAT is implemented fairly. In order to do this,

we need you to be our eyes.

Starting today, take three products and make a note of their prices. Then check

them again next week. And the week after.

If you discover a price suddenly shoots up, please don’t hesitate to call VATWATCEH.

TEL:

VATWATCH

(011) 484 3393 FAX: (011) 484 3395 .

MAKING SURE
IT'S FAIR.

HUNT LASCARIS TBWA 107230

opportunity to play a more meaningful role in the struggle against the
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A COMPREHENSIVE
six-month market re-
search project has been
launched by Vatwatch to
identify price trends be-
fore and after the intro-
- duction of value-added
tax (VAT).

Vatwatch chairman,
Professor Louise Tager,
said the first research re-
sults were expected be-
fore the end of last month.

It was hoped that by
mid-September sufficient
information would be
available to indicate
whether or not businesses
were taking advantage of
the forthcoming introduc-
tion of VAT by increasing
prices.

“‘Consumers and busin-
‘ gsses should bear in mind
that goods already carry-
ing GST could possibly
come down in price; and
that goods or services cur-
rently exempt from GST
need not increase by the
full VAT rate.

The cost benefits which
pusiness will enjoy under

VAT - a saving of Ré6-

Project will
. 2
monifor

J ices

biillion - -ought to be
passed along to consum-
ers,” Tager said.

David Geldenhuys, a
partner in Interfact, the
company commissioned
to do the resecarch, said
120 sales outlets
countrywide would be
monitored. He said a bas-
ket of goods and services,
ranging from perishables,

. cleaning -materials and
other groceries, to a var-
ety of services used by
families, would be moni-
tored.

The basket would -re-
main constant throughout
the resecarch period.
Prices would be monr-
tored not only at major
shopping centres in urban
areas, but also smaller
stores in rura} areas.

Geldenhuys empha-
sised that the objective
was not to compare prices
among stores, but to
check on the prices of the
same goods at the same
stores to determine trends
in the movements of
prices.

AN independent body
aimed at optimising con-
sumer benefits from the
introduction of value-add-
ed tax (VAT), was
launched last month.

Known as Vatwatch, it
comprises a committee of
people who represent
community networks
countrywide.

It is chaired by Prof
Louise Tager, Executive
Officer of the Law Re-

. view Project and former

Dean of the Law Faculty
at the University of the
Witwatersrand.

Tager said the essential
objective of Vatwatch
was to heighten consumer
awareness of trends and
movements in retail
prices in the months im-
mediately before and
after the change-over
from GST to VAT.

A second objective was
to encourage retailers to
pass on to consumers the
cost benefits VAT will
generate.

“Ultimately, the aim is
to lessen the pressure on
the Consumer Price In-
dex and, therefore, on the
rate of inflation,” said
Tager.

“Under VAT, the sales
tax which business pays
on capital and certain oth-
er purchases, will no long-

Vatweich is

lockin

PROF LOUISE TAGER
Encouraging
awareness of prices.

er be a cost borne by busi-
ness. In  effect, this
amounts to a saving of
Reé-billion a year.
“Vatwatch  will con-
cern itself with the crucial

ypers 1141).
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question of how business
will redirect this R6-bil-
lion to the country’s con-
sumers.”

Tager said Vatwatch
would stimulate consum-
er awareness by means of
media publicity, an exten-
sive advertising campaign
and communication
through the networks of
several consumer bodies,
trade unions and cham-
bers of commerce.

“We also intend engag-
ing commerce and indus-
try in an ongoing process
of dialogue. Vatwatch
will not institute a witch-
hunt against the business
community.

“Rather, we want to
see Vatwatch building a
bridge between business
and consumer.

“Business must be en- |

couraged to implement
VAT in a way that really
overcomes the shortcom-
ings of GST in the best
interests of both consum-
cr and business.”




WE’'VE all seen it by
now. One after another,
newspapers have ' pub-
lished stories comparing
Mr and Mrs Average
Citizen’s monthly budget
at present with an esti-
mate of costs after Sep-
tember 30 this year, when
value-added tax (VAT)
will replace GST.

Generally, a gloomy
picture is painted.

After all, VAT will be
levied on more goods and
services than is presently
the case under GST.

At first glance, it seems
inevitable that a R10 box
of tomatoes, now free of
tax, will cost RI1 once
VAT’s 10 percent has
been added.

Let’s consider why
VAT will replace GST.

In a nutshell, we’re get-
| ting VAT precisely to get
away from a host of un-
necessary cost factors,
brought about by GST.
As far as that- second
hand car which you had
in mind is concerned - its
sales tax will disappear
completely under VAT!

Worldwide  countries
| are changing over from
GST to VAT. Why?

Firstly  because GST

tends to hike prices un-'

neccessarily. When a
business purchases some-
thing for its own use —say,
a truck, office furniture,
or stationery — it pays
GST. This is a real cost to
any business, which it
eventually recovers from
you and me by building
this cost into its prices.
And on top of that, we
still pay 13 percent GST.

So what changes under
VAT? A major change is
that businesses will no
Jonger pay sales tax on
their purchases, Thus the
cost of producing and
marketing goods  will
drop, which means many
(R HALES I
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very least keep price in-
creases to a minimum.
The whole idea behind
a sales tax is to tax con-
sumer expenditure. Other
than income tax, a con-
sumption tax earns more
from you the more you
zend. Those who can af-

more 1ax.

But in practice GST
does not have this effect.
At present we pay GST
on goods only, not on ser-
vices. This is patently un-
fair. The needy spend pro-
portionately much more
of their income on goods

Under VAT your money will buy less as more goods and services previously tax free under the
GST system will now be taxed. But the tax rate will drop three percent.

who can afford a host of
services ranging from the
viewing of TV to the hir-
ing of tax consultants,
tennis coaching for the
kids. and daddy’s golfing
lessons. GST is not paid
on these services

cr VAT, the sys-

fair and just. Both goods
and services will be taxed.

VAT will also be a
more just tax than GST
as it does away with the
extensive tax evasion and
tax fraud that exists un-
der GST. Some dishonest
dealers levy GST -{znd

c|f8ta
Services will fall

al-

into wider tax net

goods such as fresh food,
which is exempt from
GST. Others levy GST
quite legitimately, but do
not pay it over to the Re-
ceiver of Revenue. Still
others use their tax ex-
emption certificates to
purchase goods for their
own personal use.

VAT has been de-
signed to do away with
these abuses.

On the VAT change-
over 'day, September 30,
one can expect some
prices to rise — mostly the
prices of goods and ser-
vices which currently are
not subject to VAT.

On the other hand, the
substantial reduction in
the cost of producing and
marketing goods under
VAT must lead to quite a
number of price reduc-
tions. In this context con-
sumers must take note of
the recent formation of
Vatwatch, which will
monitor price movements
and encourage business to
pass its VAT cost benefits
along to consumers.

The prices of goods not
currently subject to GST,
need not rise by 10 per-
cent after September 30.

Because VAT will put
paid to the GST-on-GST
that currently hides in the
prices of virtually all
goods and services, it will
become possible in many
cases for manufacturers
and shops to add VAT to
their prices without in-
creasing them by the fuil
10 percent VAT rate.

One example: a box of
tomatoes now costs, say,
R10. No GST is paid be-
cause all fresh food is
exéript from sales tax.

price is 50c to help the
farmer pay for the GST
he has paid on his new
tractor. Under VAT, the
price of the tomatoes
drops by 50c because tax
on the tractor is no longer
a cost to the farmer. Thus
the price of the tomatoes
decreases to R9.50, be-
fore 10 percent VAT is

added. The prices after-

tax is therefore R10,65
(and not a full 10 percent
more compared with the
situation under GST).

Some more good news:
B VAT will be inclusive.
The price you see is the
ﬂmon you pay.

VAT applies only to
business transactions. A
private transaction (eg
when you buy your neigh-
bour’s car or home) j
completely exempt from
VAT.

M Although the differ-
ence does not appear to be
substantial, we should not
forget that, at 10 percent,
VAT will be less expen-

_sive than GST.

As a general guide,
here is a list of goods and
services on which VAT
will be levied, and a list of
goods and services on
which consumers will EQ
no VAT:

You will pay VAT on:
M Food

B TV and other licences
Electricity and water
M Hotel accommodation
M Car and household in-
surance

M Telephone bills

B Medical services and
medicine

M Legal and accounting
fees

M Soccer BE oSon .
Ft lnmnm

WHEN you wake up on’
October 1 a new system
of taxation will be in op-
eration in South Africa,
called value-added tax
(VAT).

Like GST, VAT is a
tax on consumer spend-
ing.

1. When is VAT imposed?
VAT is imposed on mast
forms of consumer
spending. When you buy
food or clothing, or when
you pay for services,
VAT is applied.

2. Will I now pay both GST
and VAT?

No. VAT will replace
GST. However, income
tax will remain when
GST disappears. This
means you will still pay
both VAT and Income
Tax.

3. Will VAT be included in
prices?

Yes. The price you see on
the shelf includes VAT.
Also prices advertised on
TV, radio or newspapers
include VAT; as well as
the fees quoted for ser-
vice charges, eg _nmwu
fees.

4. When will VAT be Ez.o.
duced?

VAT will be introduced"

on September 30, 1991,
5. Will I pay VAT on the sale
of my private property?

No. When you sell your
house, car or household
furniture you will not pay
VAT, because such a pri-
vate transaction does not
form part of a business

. activity.

Improvement

This is an improve-
ment on GST where tax
had, for example, to be
paid - on secondhand
goods.

6. At what rate?

VAT will be introduced '

at the rate of 10 percent,
which is three percent
lower than the present
GST. In principle there-
fore, everything present-
ly subjeet to GST should
decrease in price by three
percent after September
30 this year.

7. How does VAT differ
from GST?-

VAT will be collected
more efficiently than
GST, and will close the
loopholes for tax evasion.
Under VAT, more busin-
esses (and not just retail
stores) have responsibil-
ity for collecting the: tax

.er tax costs,

Al you

know
the n

The collection of the
tax 1s designed in such a
way that factories, whole-
salers and retailers all
pay VAT in advance on
behalf of the consumer to
the Receiver of Revenue.

This means that if a
dishonest retdiler decid-
ed to “pocket” the tax
paid by the consumer, all
the tax will no longer be
lost.

GST applies to goods
only; VAT applies to

goods arid services. This
is fairer because the rich
use more services..

VAT eliminates tax-
upon-tax. Under GST,
businesses have to pay
tax on all kinds of their
own purchases, and they
build this tax cost into
the price that the con-
sumer eventually pays.
On this price the consum-
er again has to pay 13
percent GST.

Under VAT, busin-
esses will have much low-
and there-
fore they should be able
to bring down their
prices.

8. What foodstuffs will be
VAT taxed?
Foods such as:

M Fresh Milk

Eggs

M Vegetables

M Fish .

B Raw meat

M Fruit

Rice

W White bread

9. Does this mean the cost of
living will go up?

Not necessarily. In most
countries where VAT has
been introduced, infla-
tion — and therefore the
cost of living — has de-
creased.

This is because VAT
reduces manufacturer’s
and other businesses’
costs, enabling them to
keep prices down.

10. What services will be
VAT taxed?

Il Telephones

M Electricity and water
charges

M Short-term insurance

n stages:and passingit to ~such as- rocm_ soE or car

need
ila@l-

out
fax

M Fees paid for services
rendered by doctors, law-
yers, dentists, architects,
accountants and other

rofessionals

Cinema, theatre and
sports tickets.
11. Is lobola subject to
VAT?
No. Lobola will not be
VAT taxed.
12. Will I pay VAT on the
interest on my personal
loan?
No, interest is free of
VAT.
13. Will I pay VAT when I
let my private house to some-
one? *
No. The rental on all resi-
dential accommodation
will be free of VAT.
14. Will I pay VAT on my
bond repayment?
No VAT will be paid on
bond repayments.
15. Will T pay VAT when |
buy an air ticket?
Yes. When you travel by
air within South Africa
you will pay VAT. But on
commuter transport (tax-
is, buses, trains) no VAT
will be payable.

World Bank

16. Will SA be the only
country with VAT?

No. VAT is being em-
ployed with great success
in 46 countries, and sev-
eral others are soon to
change over to a VAT

320

- system.

It is interesting to note
that African countries
such as Senegal and the
Ivory Coast were among
the first in the world to
adopt VAT. Internation-
al agencies such as the
‘World Bank strongly rec-
ommend the use of VAT,
17. Will anything be free of
VAT?

VAT will not be paid on:
W Brown bread

M Maize meal

M Commuter transport
such as trains, buses, tax-
is

M Bank services
Education

B Residential accommo- |
dation '
B Private sales, om”
iouses, cars, furnitur
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10% Vat lessens

[ Tivines (unr)
THE reduction in Vat to
10% will l}elp the building

By TERRY BETTY

industry it will
raise costs by between 2%
and 4% instead of the ini-

| tially expected 6% to 8%.

Builders say their indus-
is particularly sensitive

to Vat-related cost increases
bG%c'Fm it does not charge

Builders welcoime the ad-
ditional concession on re-
sidential construction that al-
lows for a ;ihasing in of Vat
over several months.

Inland Revenue chief di-
rector, tax policy develop-
ment, Trevor van Heerden
says the main concern was
the detrimental effect in the
{ransitional period on low-
cost housing. |

But the benefit, the value
of which is put at R50-
million, will be felt across the
board, not only in the low-
cost sector.

The problem js that unlike

. most other industries, con-
. struction firms will not be

able to claim input credits on
GST paid on mateials used
g‘lj construction by September

This means that ‘houses
built but not sold by that date

will be double taxed because

the sale price will include:

LGST paid on materials as
well as Vat on the final price.
The amendments say that
houses completed before Sep-
tember 30 and sold before
March 30 will be exempt.
Dwellings completed and
sold before December 31 will
be taxed at 3%. Thoge com-
pleted and sold before March
31 will be taxed at 6%.
&

Dutiest

In all ‘these cases transfer
duties will be levied and in-
put credits can be claimed
for expenses incurred after
September 30.

uilding Industries Feder-
ation of South Africa (BIFSA)
economist Charles Martin

says: “These concessions pro- |,

tect ordinary people against
disproportionate. price in-
creases by putting them in

about the same position they [

would have been under GST.

Also protected are people
with fixed-price contracts,
They were granted a bond
based on ‘the initial quote.

They,% ;ave had to find

other means of financing the
extra cost.

National Association of
Home Builders (NAHB)
executive director Johan
Grotsius says the low-cost
housing sector will be hard-
est hit by Vat.

Administrative costs are
{Jroportionately higher in
ow-cost housing, A larger
component of costs previous-

g exempt will now carry |

at.

«Byt this should be soft-
ened by increased govern-
ment assistance,” says Mr
Grotsius.

y
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standing the new value-
added tax (VAT) system
whf °h hits-South Africa
on'October 1, is the book
VAT and yoir written by
tax,.expert. Andre My-
burgh, -

"
2

ThHe contents have

beenupdated to include
all *{fie, amendments to
the T Act of 199

d by Parliament,
A8 written in an easy
derstand style. Al
e;

The b
what wilfi,

f

>I'vefidors who wii]
not necessarily become
AT vendors, )
inancial lease agres.
ments‘entered. into dyr.
ing the GST peried. . -
Property improve-
ments; partly completed
free of GST on,Septem-
ber 30, and'soid there,
after. -
Busin‘ess
and whether

iniiéntgrie
it*will*

P
"W Has cascading ef:

struction activitiez
ST.

necessary to ta'ée“s ck at
the changeover period,
It also deals withsthe
terms'dnd functions that
make VAT work:
as input taxes and
taxes, standard-ap
rates, and what is‘mgan;
by taxable supplies and
€xempt supplies; - .- -
" Myburgh says when
the commissioner -under &
Justice  Cecjl Margo
looked at tax reform jt |
reported that GST wag
unacceptable mainly pe.
cause it: : '

fect which ‘pushes up

rices. o
E Itiseasy to avoid o to
evade, - .
B Professional ang other

services and certaip /con-

cape GST, PR
In addition, the rate of |
13 percent is too high for
a Consumer tay, G
Margo,: recommended i
that GST be réplaced by
a ‘broader invoice-driven
VAT system, ~ - -




" Inland Revenue P‘Tep‘mp«n ; )fﬂ

PRETORIA — Inland Revenue’s ad-
ministrative VAT infrastructure was
in place and the directorate was
ready for launch day on September
30, a spokesman said yesterday.
Most of the 1173 additional posts

required for the new tax had been’

filled and the GST staff of 1 070 would

pe absorbed in the VAT structure.
The spokesman said 1 486 posts had

been allocated to the VAT i tor-

P

ared fo

GERALD RELLY |

—

ate. Extra initial costs of new posts, a
larger fleet of vehicles for inspectors,
computer equipment and extended
office accommodation would exceed
R60m.

The spokesman was unable to say
exactly what additional staff salaries
would amount to in the 1992/93 finan-
cial year.

VAT’s de

"The registration pyocess, N1€ said,
was in full swing. (320
. Indications were that the initial

register would exceed 200 000 cases.

On the phasing out of GST, the
spokesman said it could take another
five years before all cases under in-
vestigation were completed.

1t was also likely that VAT inspec-
tions would bring new incidents of
evasion to light.

. ann




ONE of the best attributes of
the new value-added tax (VAT)
which will replace GST in Octo-
‘ber is that is spells bad news for
tax dodgers.

Generally speaking, VAT is a
fair, just and neutral tax, where-
as GST has in recent years de-
veloped into a tax that created
much unfairness and injustice.

For instance, the way in
which GST is being adminis-
tered makes it possible and
tempting for an unscrupulous
businessman to escape his tax
responsibilities. -

It is not-too difficult for a
business to keep quiet about
much GST it collects from the
public. This money is simply not
paid over to the Receiver of
Revenue.

+ In effect this means the busi-
ness concerned is stealing from
two parties; from the consumer
who pays the tax, and from the

... but good news

e

for all the

rest of us

government which is supposed
to receive the tax.

But the effect of this form of
theft has deep implications. Be-
cause government does not re-
ceive the amount of GST it was
hoping to get, the consumer
ends up suffering in two ways.

Firstly because inadequate
government funds means there
is not enough money to build all
the schools, roads and hospitals,
and provide all the services that
we expect from government.

Secondly because the goverz.-
ment has to increase taxes to
receive enough money for the
provision of all those services we
have mentioned. Thus, for ex-
ample, the;@ST rate has soared

from the four percent at which

it was originally introduced in
1978, to its present level of 13
‘percent.

VAT, on the contrary, will
make tax evasion very difficult.
This is because of the way in
which the tax will be collected.
At present GST is collected at
one point only: when the con-
sumer buys a product, usually
from a retail store. The store
then has the responsibility of
paying the tax over the to the
Receiver.

Under VAT, the government
will collect the tax from all the
businesses involved in making,
distributing - and = selling the
product which the consumer fi-
nally buys. The consumer re-
mains the person paying the tax,

but the manufacturer, wholesal-

er and retailer each pay. in ad-
jvance to the Receiver, and on
behalf of the consumer, a por-
tion of the consumer’s VAT.

They pay over to the Receiver
of Revenue the difference.be-
tween what they collect for the
consumer, and what he has al-
ready paid on his purchases.

If the manufacturer, whole-
saler or retailer decided to pock-
et the tax received, at least it
would mean he would not be
stealing the full amount. Be-
cause not one of the parties
involved knows whether or not
the others are actually paying
their tax portion to the Receiv-
er, they may be less keen to keep
the tax money for themselves.

They know that the Receiver
of Revenue’s tax irispectors will
be able to properly inspect the
transaction and discover who is .
pinching tax money. I
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FINANCE Mlmster Barend du is yes-
terday shrugged off falling government
taxes and said his department would be
concerned about the possible -under-
performance of revenues only towards the
year’s end.

However, the prospects for an economic
recovery later this year were lookmg
brighter, he said.

. Speaking at the Wits Busmess School in
Johannesburg, Du Plessis said: “We never
attach importance to the beginning of a
fiscal year, because there is something
peculiar in-gach tax year.” ;.

Du Plessi.‘; as responding to a question
on whether e was concerned that tax
receiptg *wex7 el below projections for
the ﬁrs{ foux‘ onths, of e fiscal year.

Revequé ectead ‘in'the fiscal year to
July 3% Hp on Jiis
pared thh t.he }1 Z’% bydgeted for the
year.

s

mich Iower than expected because private

t' yéar, éome 7

Revenue collected by!?tGST could ' bé *

[ SHARON WOOB‘/ j

consumption expenditure was lower than
anticipated. Private consumption expendi-
ture had held up firmly throughout:the
recession until the second quarter, when it
iell by 0,5%.

*.Du Plessis said the Reserve Bank s lead- \

“'ing indicator had risen for the fourth con-
secutive month after declining since mid-
1987. In the past this had been a reliable
indicator of an upturn in the economy.
“An upturn could occur with reasonable
certainty in the second half of this year or
the beginning of next year,” he said; -
4§ He said he hoped SA’s opening up td the
international world would bring about a
much better balance between wages -and
« productivity, which wo d break inflation-
vy expectations. 5" LMl r s O
The mlscalculatwn of the producer phce
mdex had not helped mﬂathl] because in-

i
* ElTo Pagez Fad e

Barend®”*7,1q! -

built into
correct price rises had been
wage derlzxands, and “much came from the
incorrect calculation”, said Du Plessis.

id of

There was no chance of getting ri
double-digit inflation from the economy
unless a strict monetary and fiscal policy

was maintained.

as
“Government cannot dish out money
it used to, to the managers of hospitals,

education and roads.”

Strict fiscal discipline, and keeping the

] From Page 1

tax load w was, would pszvchologl-
tations.

\ly break inflationary expec
ca“’l)‘vacklmg major tax reform was a bit
ageous,” he said. )
cm(ls.rmggernment had asked regional ser
vices councils to channel f;gance; [l;l‘:;lc‘é;—
¢ -
rent expenditure rather than apital e

nditure, because the township:

g?\sns had led to the loss of billions of rands.

® Picture: Page 3
—————
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Now it’s

in VAT

[ !-m 2 Jﬂ
THE controverSial VAT a vertisin,
campaign is gaining momentum in the
late build-up to_ the September 30
implementation date.

Hunt Lascaris TBWA MD Reg Lascaris
said the TV campaign would be supported
by a significant amount of additional in-
formation explaining how VAT works.

There has been criticism of the TV ad-
verts for providing too 1ittle information,
but Lascaris said they had been supported
by print, radio and other TV material. The
series of three TV ads used the theme of
leaking water to illustrate the millions of
rands that were being Jost through GST
inefficiencies.

Lascaris said despite the criticism; re-
search had shown a generally positive re-
sponse to the VAT campaign.

The radio campaign also used the theme
of leaking water, with the song There’s

MEDIA SPOT

vat

.

Reports by .
MARCIA KLEIN

Hole in my Bucket. . '
Hunt Lascaris was also working on ad-
ditional material for VAT Facts and
vatwatch, VAT Facts responded to que-
ries from consumers, while Vatwatch was
aimed at protecting the consumer by en-
suring that VAT was implemented fairly.

Exciting new ads were it {he pipeline
for Vatwatch, he said. A new TV ad
showed that the consumet did *have 2
voice. o

The ads would also be picking up the
change in the VAT rate from 12% t0°10%.

The agency has designed “«Yatman” and
«yAT’s Life” buttons for VAT officials.

Hunt Lascaris had set up a whole team
exclusively for the VAT campaign, and
Lascaris said every ad was approved by
Finance Minister Barend du Plessis.

a — -
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GOVEENMENT may have comt-

mitted itself to a reduction in the .
nominal;corporate and individual

tax ratés, but effective taxation is
increasing all the time as new rev-
enue sources are found to assist
the “process of redistribution”.

In the 1990 Budget, Finance
Minister Barend du Plessis under-
took to reduce the corporate and
the maximum marginal individual
Fate to 40% over five years and to
make corresponding adjustments
to compensate for inflation.

Last year the first step was tak-
en in this direction, with corporate
rates reduced from 50% to 48%
and individual maximum margin-
al rates reduced by one percentage
point to 43%. No provision was
made for bracket creep.

The rate reduction was accom-
panied by the elimination of 2 wide
range of concessions and the intro-
duction of various forms of indi-
rect’ taxation, many of them
announced post-Budget.

One of the most controversial
measures was the withdrawal of
concessions on company hursary
schemes and exam bonuses.

Financial  authorities argued
that it was done to stop companies
abusing the system. A senior offi-
cial in theé Finance Department
said the biggest beneficiaries of
the concession‘had been senior ex-

SA’s tax net keeps
on gettin '

C LR
vl

W}
| G20}
[ iesiey LamBeRT—7 ;|

ecutives who could afford unsiinst:
dised education. o

The money could be pifo
better use if it was chanfelié
directly into the education systént.
He said this and other simildr

‘measures were being considéréd

as a means of assisting the process
of redistribution. . thed
Many other corporate tax ‘Eqp’-
cessions have been scrapped.diTe:
duced in recent years in an effoft
to remove discretionary tax{fom
the system and broaden the
revenue base. (IR U
All of these measures havébin- :
creased the effective amoifit?¥f -
tax paid by individuals, reiffore-
ing SA’s ranking as one of the’ High-
est tax nations in the worldvand
making a mockery of the tazirate
reform, tax consultants say.>hinw-
The introduction of VAT»ill
broaden the tax base and is likély
to place an additional finaritial
burden on individuals. n ot
Recent concessions to lighteh
the impact of the tax on the’§odt
have required compensation fréi
other revenue sources. By inc¥®as-
ing ‘pettol prices and excise duties
on luxury goods some of the cost
burden has been transferred to
wealthier South Africans. I
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FINANCE Mififster Barend du lessis
agreed yesterday to establish a working
group appointed by government and the
VAT co-ordinating committee to study
objections to the new tax.

The, agreement was reached when Du
Plessis met members of the committee,
established by Cosatu, the ANC and other

. Organisations which objected to aspects of
"the VAT concessions announced recently,
The working group would be instructed

to report back on September 16, two weeks

before VAT was implemented, the parties. .

said in a joint statement issued yesterday.

It would consider the technical and
administrative problems of implementing
VAT, the effects of a delay in implementa-
tion;the possible inflationary effects,
alternatives to the present provisions and

T critics their say
— LESLEY LAMBERT | |

the revenue requirements of the new tax,
The statement said the meeting “noted
Du Plessis’ view that in the interest of the
earliest - possible resumption of invest.
-ment. and economic growth, the date of
impléientation of YAT-'shy 1d “not? b
changed”. 220
“ The commitfee leads A
.Secretary Bernie Fanaroff, saj
ment with Du Plessis did not
commitiee was
objections. .
While it hoped the experts in the working
8roup would answer certain technical
questions, policy issues would take longer
to resolve, he said, ey
D To Page;2

s5a national
d the agree-
suggest the
backing down on its

\Y AT. &o g
In its memorandun, o?hé Z&[{nister, the

committee said jt wag concerned about
problems associated with the impj

20 O From Page 1

wo.uld.curtail government’s ability to gx‘vé
relt;ef in other sectors or to spend on social
and devel

tion of the mew tax and, its effect on
consumers, 4

A major concern was the new system’s
potential to boost the inflation spiﬁl.

The delay in the purchase. of eapital
800ds, which would qualify for an input tax
credit, would result in 5 Significant reduc.
tion in revenue in the first year which

Projects, the committee
argued. ' ’

. “We fear that im;_)lementation of VAT in

of taxes. It is also likely to lead to industri.
al, unrest, withh workers in aj] sectors
demanding x age increases to compensate
fo;dthe effects of VAT the memorandum
said. [

%
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THE introduction of
'VAT on health ser-
vices mieans that black
people are’being taxed
for.suffering from dis-
eases that are caused
by the political
deprivations, a doctor
hasrsaid.

Dr'Aarone f\/[otsoaledi,
vice-chairman-.. of the
Northern Transvaal region
of the ANC, was address-
inga fundraiging dinner of
the organisation on Satur.
day night and told the
gathering thiit 80 percent
of black people were not
on medical aid, while 80
percerit of whites were,

Unfair

“This means that 80
percent of the entire na-
tion is not on medical aid
and are therefore going to
be taxed, éach Jime they
£0 to a do:
tal.

By MATHATHA_;\

TSEDU .4

““When we look af'the
diseases that black’ pegple
suffer from, yoil find that
they are tuberculosis,
cholera and kwashiokor,

*“All theseire relatedto
the lack of clean water
and food, * .

Hospital

“The responsibility; to
provide purified water is
with the Government:but
many areas in the fifral
areas have no water ar all,
let alone clean water,

““These are the people
who “get sick and..are
going to be taxed for
being il due to, sthe
deprivation by *Govern-
ment,” Motsoal&di said.

“It is all s0.unfair,’* he
said, adding; #*We ware
fighting against.this; but
who  will help  us?”




fjoint’ workmg group to
;‘nvestlgate the: lmple-
mentation of VAT. was
jset up yesterday durmg
“ameeting in Pretoria be-
itween Finance Minister
+Mr-Barend du - Plessis
»and._ the  Co-ordiil:

3 The working-, group,'
?COmposed of experts
e

possible effects' on’ con-
siimer prites.

Mr Bernie Fanaroff,
chairman "of thé"Co-or-"
dinating Committee,
said Mr Du Plessis had
taken his group’s’ con-
cerns ‘“‘seriously’”. He
added that the dehbera-
tions- of#the workmg
group would -‘bé;’ ‘made
public “as far as;possi-
ble”. — Sapa




on VAT setu 3

g 444l - o

By Paula Fray delay in implementation,
e fhe possible effects on
A working. group to in- the consumer price index
vestigate problems relat-  of the present_system,
ing to the implementa- possible alternatives to
tion of .yalue a | _athe, present provisions,
was"set, up by the Gov- sand how VAT will affect
ernment, and the Co-or- Government revenue.
dinating Committee on Its deliberations will,
VAT after a meeting in as fat as possible, be

Pretoria yesterday. made public, the state-
In a statement issved ment said.
yesterday afternoon, Fi- Committee co-ordina-

nance Minister Barend  tor Bel je Fanaroff said
du Plessis and the com- it was the comumittee's
mittee said the working impression that the Min-
roup would be instruct-  ister Wwas prepared to
ed to report back by Sep- enter into discussion and
tember 16. was te‘\‘king the working
The committee repre- group “very serjously’”
sents a broad range of “We are looking to the
organisations including working group to answer
the ANC, Cosatu, the technical questions' -at
Johannesburg Child Wel- this point. We and' the
fare Society and Opera- Minister have not en-
tion Hunger. tered into policy debate.”

The committee has re: According to Mr Fan-
peatedly requested that  aroff, the committee’s
the implementation of objections to the system
VAT on September s0be still stood. The - group
delayed to allow the was prepar'mg-’for coun-
shortcomings of the sys- & ide report-backs at
tem to be adequately gd— yvarious public meetings.
dressed by 2 negotiation The committee’s rep-
process. resentation to the GOv-

However, Mr du Ples-  ernment follows a VAT
sis said that in the inter-  summit on August: 22 at
est of the earliest possi-’ which committee mem-
ple resumption of invest-  bers reiterated .concerns
ment and economic regarding VAT on basic

owth, the date should  foods, medicines- . and
not be changed. medical services as wel
* (e * working group as the adverse effects of
will “consider the techni- {he new system on small
cal and administrative business. G
problems of implement- @ Stores offer tax-free
ing VAT, the effects of 2 splurge —Pagé 10
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‘H man hain’ demo

4l
By Shareen Singh

In the first major action
against VAT, and in sup-
port of demands for in-
dustrial restructuring,
about:-100 000 workers
countrywide are set to
take. to the streets today
in a fhuman chain” dem-
onstration. (34 g
The':action, fised
by the SA Clothing and
Textile Workers Union
(Sactwu), is in line with a
recent Cosatu decision to
hold demonstrations
against VAT. '
Sactwu spokesman
Ebrahim Patel said

workers would also be
highlighting their de-
mand for union involve-
ment in planning for
growth and job security.
The union has held a
series of workshops on
economic restructuring
as well as a major con-
ference in April in which
employers in the indus-
try also took part.
Today’s action aims to
demonstrate actively on
issues Cosatu has taken
firm positions on,
Permission has been
granted by various mu-
* nicipalities for the dem-
onstrations to take place
between 1 and 2 pm.
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Resear

h proje

monitor effects

A COMPREHENSIVE
market research project
has_,lgeen launched by
Vatwatch to identify price
eiils before and after the
introduction-  of Value
Added Tax at the end of
the month.

The chairman  of
Vatwatch, Professor
Louise Tager, said that the
first research results were
presented to the media in
Pretoria last week,

At the
which was also attended
by the Minister of Fi-
nance, Mr Barend dy
Plessis, Tager said it was
hoped  that by mid-

' September  sufficient in-
+ formation would pe avail-

able to indicate whether or
not businesses were tak-
ing advantage of the intro-
duction of VAT to0 i.
crease prices,
‘‘Consumers and
businesses should bear in
mind that goods already
carrying GST could pos-
sibly Come down in price;
that goods or services cur-
tently exempt from GST
need- not necessarily in-
crease by the full VAT
fate of 10 percent; and
that the cost benefitg
which business wil] enjoy

under VAT - 4 saving of -
R6 billion - ought 'to be

Dresentation, «

By JOSHUA
- RABOROKO
passed along to con-
sumers,’’ Tager said.

Mr David Geldenhuys,
partner in Interfact, the

ct wj L
of t

price of goods over the
Past few weeks,

The price increases
seem to be considerably
higher than increases in
Pprevious months.

“C S are at-

o
Ipany  co; ned

to,do the research, said
120 sales points coun-
trywide
monitored,

would be

; matefials  and
other groceries, to a vari-
ety of services used by
families, would be
monitored.

The basket” would
Temain constant through-
out the research period.

Prices would be
monitored not only at
major shopping centres in
urban areas, but alsg smail _
independent stores in rural
areas, o

He said the objective
Wwas not to compare prices
at stores, but to check
Tepreatedly on the prices
of the same goods at the
same  stores, thus
determining the move-
ment of prices,

.~ She-said South African
consumers had noted an
alél;':ning:jjncrease in the

I

tributing the price in-
crease to the introduction
of VAT, and indeed, they
have good reason to do 0,
Many voices in the
busines sector are making
similar allegations,

*“The presentation ex-
Plains the real effect of
VAT on the business sec-
tor. No registered vendors
who make taxable sup-
plies will be adversely af-
fected by VAT because
they will obtain a full tax
credit for VAT payments;

‘“‘Registered  vendors
will, at the very least, be
in a neutral profitability
Pposition.”” gy 4
. In actual fact; the intro.
.:duction ;. of VAT could
.result in a decrease. in a

range of prices and, in the
long term, could assist in
curbing inflation,

(
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WESTERN CAPE radé
uhjons. 'and commumty
orgamsatlons
" éned-iass-acti 2 !
introduction - of aValued i
Added - Tax: (VAT) was ‘.,
not -postponed: by :the &
t:

Th newly formed r
1al Co ordinati
Committee on, VAT ye

i rdaycalled: f r the d
f: thi

KT T ;
mqnth by the Congress of
sAfrican: Trade
Umons [(Cosatu

vxcs, Catholic, Welfare
Development Natlonal "

. gamst mdustrlal poh
- cy? and'the mtr duction




the interests .of th

ani with the anomalies-and-
inherefit in the new. sys-

economic growth thi
of VAT should not bé delayed”.-
Deloittes, Pim Goldby associaty
director Ken Boggis' said he.“di
‘not believe ' for::
switch from general-sales’t:
to Vat would be po: Eh, €
Boggis pointed otit'th;
rect method of tax due to be imple-

.out:that the setting up. .
X {co-ordinating committee
was a“direct attempt to- deal with
the queries ahead of the Vat D-day.

A spokesman for the Ministry ‘of -
Finance said there was very Tittle
chance of a Vat postponement but
did see the possibility of a re-work-

'stage in the production. process)
and to eradicate the large amount

But Boggis'siig mw&nww more effi-
] . o cient system would ;:h: 0
: A spokesman for the Départment yS wol ve been to

:; that ‘the working

.~ BrianHolmes has been
- 3D} 1"GM of the
" Market Motor Grou,




Finance Staff
Murray’and Roberts
Construction’s Housing
Division. says VAT could
rob vast numbers of
urban poor of the chance
to own their own home.

Noel-Ayers, M&R
housing division’s finan-
cial. director, says his
company stands at the
-threshold of a break-
througli in the provision
of housing for disadvan-
taged:communities,
mote than 60 percent of
whonirhave an affordabi-
lity'eeiling of less than
R12500 on a home.

“For ‘example, M & R
subsidiary Ribeo, has de-
viséd the Waltberg
House. Specifically deve-
loped to offer a real and
practical solution to
housing needs to this
sector of society, it can
provide up to 20 sq
metres of well con-
strugted, durable and
aesthetically acceptable
shelter for just R5 300
(excluding GST/VAT).

‘Affordable
“This sturdy steel

can ‘meet short-term

and can also be
[ded

T

y re.|is, pro-
vided:for unconyentional

_housing, these:houses, to-

roads;:water and elec-
tricity: supplies can sig-
nificantly improve" the
standdrd of “inforihal
housin‘g. They can pro-

I

housé i§ affordable and,”

gether with: upgraded -

V;é"g”y,vill hit housin
hopes of the need

vide dignity and hope
where today there is
none.

At M&R’s urging,
several major financial
institutions are looking
into the feasibility of
providing HP-type fin-
ancing schemes for the
Waltberg house and
other affordable homes.

'Hire purchase

“The banks and build-
ing societies could offer
hire purchase terms
over, say, four years,
which means that the
home owner would pay
about R175 a month (as
suming a 15% deposit)
and at the end of the
term own the home out-

right.

“The individual/fami-
ly then has an asset that
can be sold or let or used
as security to finance a
permanent home,

“The HP concept is
readily understood by
the intended customers,
and there is no reason
why they should not
make use of such a ser-
vice,

“However, VAT levied
at the announced rate

220
could add as"mmuch as
R636 to the basic cost
of the home and R23 to
the monthly repayment
on terms. When you con-
sider that the typical in-
vididual/family who
would consider a Walt-
berg home earns R800 a
month or less, it’s clear
that VAT will lower the
affordability ceiling
very significantly.

“VAT can spell the
difference between a
stable and secure future,
not only for the people
concerned but alse for
the country as a whole.

“Government must
therefore consider zero
rating VAT on informal
housing to ensure its
continued affordability.
Half measures such as
exempting this type of
housing from VAT or
providing a safety net
gor the poor just won't

0.

Zero rating informal
housing is also a cost ef-
fective and simple way
to implement a subsidy
for housing of the poor.
No complex depart-
ments need to be set up
to apply it.

SOUTHERN AFRICA

P.0O. BOX 4005

KWANOBUHLE TOWNSHIP

6242
UITENHAGE



A REGIONAJ, body 10 fight againg;
VAT emerged from o local summj
called by Cosaty and the ANC, helq in
———Cape Town op sm&ww&%.

" The Summit attendeg by Ppolitical, 1a-
W_cE. education, welfare, business ang
‘ edical Organisationg Supported
Cosatu’s cal] for the suspension of VAT
until proper Negotiations with organi-
sations Tepresenting those most affected

by VAT were held.
1 xnvnomozs_?am of the Democratic

The summit identified masg action as
one of its central tasks,

ﬁo:oi_.:w ameeting earlier s week

mBEoEQS:o: of VAT,
Fanarofy €Mmphasised th, the agree-

ment reached jn 0 Way suggested 5

backing down on the Part of the cop,.

“Our Objections ang demands re.
garding the 5%-030:8:.0: of Vat stjlf
stand,” he sajq.

Fanaroff added, “we know jt js diffi-
cult for the Mminister to change his mind
and realise he win not back down
Wwithout Pressure,”

Cosatu Generaj Secretary Mr Jay
Naidoo sajg. “We are being infoitneq

x.ﬁ::o:mw

by various sources that it appears even
the Departmen, of Inland Revenue wag
ot fully Prepared for the implement,-

and effective through Participation a¢
Brassroots leve], .

He said the body formeq would megy
on Friday where Proposals for masg
action woyld emerge,

“Cosatu an Nactu have alrcady

joint worker action which
will be effected after m.:.%%.u meeting

Asked why Organisations hag re-
Sponded this Jage 10 the VAT issue, the
Spokesperson said recommendationg
had beep sent to <>.~,OO~S, but were
ignored,

; TTe——



NEWS IN BRIEF

‘Toyota and VAT (320
YESTERDAY'S headline, * oyota
prices set to rise after VAT”,
might have misled readers by im-
plying that proposed ingreases
were directly attributable to VAT,

Toyota Marksting MD Brand
Pretorius has asked Business Day
to make clear that in his.com-
ments he did not relate the !gossi-
ble price Increase to VAT, He at-
tributed'it to the increase In the
 local content requirements from
.J0% to 78% announced on’ Sep-
. tember 1, and government's'deci-
8ion to retain the 2,5% ad vali)jcm
duty introduced on July £
. Government sources say these
chariges are In fact connected to
the introduction of VAT,

&/7/97 .
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k ;’f}’(‘)wn Corréspondent
JOHANNESBURG. —
Multibillion-rand pro-
jects are likely to get
the ‘go-ahead soon
following government’s
approval yesterday of
short-term tax incen-
tives for export ventures.

The long-awaited incentives,
made up of accelerated tax
write-offs for capital expendi-
ture on facilities used in the ben-
eficiation of local raw materials,
will be allocated for a two-year
period. They will become avail-
able once projects are approved
by a government-appointed com-
. mittee.

The incentives will provide vi-
- tal bridging assistance to many
large projects, Trade and Indus-
try Minister Org Marais said yes-
terday.

Columbus, the joint stainless
steel venture between Anglo
American’s Highveld Steel and
Gencor’s ~Sdmancor, is almost
certain jualify for the assis-

Beneficiati

g T VL

tance. Another project likely to
apply is Geneor’s Alusaf alumin-
ium smelting venture, while
Anglo subsidiary African Explo-
sives is also understood to have a
major chemical project in the
pipeline which could qualify.

Anglo executive director and
Highveld Steel chairman Leslie
Boyd and Samancor MD Hans
Smith confirmed yesterday that
they planned to apply for the
incentives.

The main incentive will en-
able beneficiaries to start writ-
ing off the capital costs of ma-
chinery, property and pre-
production interest once the
costs are incurred. Existing de-
preciation of 20% over five years
will apply, but the beneficiaries

will not have to wait for the plant
to be commissioned before they
start depreciating.

There are various conditions
on which the committee, chaired
by DTI director-general Stef
Naude, will evaluate projects.

They must be internationally
competitive, they must add at
least 200% to the value of the
base mineral or intermediate
products processed and at least
60% of the intermediate or final
product must be exported direct-
ly or indirectly.

The impact of the projects on
the balance of payments must be
minimised by the use of medium-
term credit financing provided
by the importing nation.




Masa:
breakl

By Carina le Grang C’
Medical Reporter

The collection of VAT
from patients would not
be in contravention of
rules of the South Afri-
can Medical and Dental
Council (SAMDC) which
state that a doctor may
not share his fee with
any person who had not
taken part in the ser-
vices, the Medical Asso-
ciation of South Africa
(Masa) said yesterday.

In a letter published in
The Star yesterday, Dr
$Flax of Malvern said
he believed that any
medical practitioner
charging VAT for ser-
vices, and then sharing
the fee with the Minis-
ter of Finance, would be
contravening SAMDC

rules. .

Sharing fees

He referred to a Gov-
ernment notice referring
to rules specifying “acts
or omissions in respect
of which the council may
take disciplinary steps”
which included “sharing
fees”.

Dr Flax said that from
this it was clear to him
that Minister Barend du
Plessis was ordering him
to act unethically.

Masa secretary-gener-
al Dr Hendrik Hanekom
said it fully supported
the principle that VAT
should not be collected
on medical services, and

/N (320
g TS

that, it identified and had
empathy with' doctors
who had difficulty with
the principle of collect-
ing VAT from patients.

Masa could not, how-
ever, not “support the ar-
gument that this would
amount to unethical be-
haviour”.

“Doctors are not shar-
ing fees; they are adding
value on to their fees in
terms of the provisions
of the Value Added Tax
Act, and collecting this
on behalf of the Receiver
of Revenue .J, VAT is
viewed in terms of the
Act as an amount over
and above the fee
charged for services ren-
dered,” Dr Hanekom
said. 18
It would not be illegal
or unethical, the body
said. C

National Medical and
Dental Association na-
tional director Dr David
Green said Namda
agreed with the senti-
ments regarding the eth-
ics of taxing medical ser-
vices and that it believed
there were strong moral
arguments against it.

iHowever, the legal
situation ... Is complex

and relatively conten-

tious. Can VAT on a doc-
tor’s bill be construed as
part of the fee?” Dr
Green asked.

The Department of
National Health, the
.SAMDC and Namda are
expected to respond to
the issue today.




RETA|LER§ Mo b
Footing the VAT bill

The cost of accommodating the 1§st:mmute

cut in the VAT rate is more an irritant to

businesses than a financial burden. But the

move deepened the rift between govemmegt
and the private sector ove@e | hand-
ling of the VAT issue. <& (320

The rate reduction last rponth froi o to

10% left a bitter taste the.m9uths of
businesses that from the beginning had
called for VAT to be intl"oduced at 19%.
They now face the financial and 1oglst1ca1
inconvenience of repricing m_erchandxse, re-

' printing customer infonpatmp pamphlets
and re-organising administrative and cost
systems around a lpwer rate.

Over in aisle & ... keeping
pace with VAT changes

The total cost to retailers is irppossnble to
determine, but probably runs mt,o .several
millions of rands. And this dogsnt include
the staff costs, mainly in overtime, to meet

r C o nit vt

FR T

the month-end deadline_for introducing
VAT. @ 20

Pick ’'n Pay chairma;%aynét%—kvg-
man says all the hassle could have been
avoided had government listened to private

sector calls for an add-on system, as with
GST, rather than an add-in system.

Rate changes then could have been ac-
commodated by a mere switch of a key. He
says government’s insistance on the “price
you see is the price you pay” approach is an
attempt to hide the tax from the public so
that consumers blame businesses for higher
prices.

Though Pick ’n Pay's point-of-sale price
scanning system means that prices on pro-
ducts don’t physically have to be changed to
cater for the rate cut, the prices of the 35 000
lines in the hypermarkets and 10 000 lines in
the supermarkets must be renegotiated with
suppliers, Ackerman says.

For Woolworths, the problem is more seri-
ous. Financial director Ray Schur says “each
and every one” of 8m-10m items of mer-
chandise must be reticketed. In addition,
the chain is stuck with 140 000 pamphlets
explaining VAT at 12%.

Checkers MD Sergio Martinengo says the
direct cost to his organisation of catering for
the rate cut is about R250000. “What
comes out of this exercise is that government
needs to consult business before it acts. An
add-on system would have avoided the prob-
lem we now face.” He says a group of retail-
ers will approach Finance Minister Barend
du Plessis for some form of tax concession to
compensate for the extra costs incurred in
adapting to the rate reduction,

Shoprite MD Wellwood Basson estimates
the wasted printing costs to his company at
about R130000, with additional costs of
about R70000. He doubts that asking Du
Plessis for tax concessions will meet with
success.

Clicks MD Trevor Honneysett says that
while his company has not incurred signifi-
cant direct in-store costs because high turn-
over means repricing can be delayed until the.
last minute, the staff costs involved in
preparing for the conversion to VAT at 12%
haveibeen high.

“My fear is that the rate will revert to 12%
in the not-too-distant future and we will have
to repeat the whole exercise. An add-on
system would have been far better.” ]

—— -
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Soaking the car makers

The motor industry suspects that it has been
targeted by government to pay for the tax
shortfall created by reducing VAT from 12%
to 10%.

Government has cited a “technical adjust-
ment” for its decision to increase excise du-
ties on motor vehicles from 35% to 39%.
Because, unlike GST, VAT is considered
part of the value of local content, the higher
excise duties are intended to counter the

. wrong and made a genuine miscalculation.

| PEREERI SHiciia |
TR 6110 ('s_zl?)
resultant increase in local content Tevels.

In terms of the Phase Six local content
programme, manufacturers exceeding local
content weighted-average levels are entitled

BUSINESS & TECHNOLOGY

FMoklajal
at low levels, are likely to dip still further.

“It’s a short-sighted way of doing things,”
says one CE. “Government is forcing down
sales by milking the industry for tax. Yet it:
could earn even more through higher sales
levels -— and at the same time create em-
ployment. It’s counter-productive.”

Manufacturers are not giving up, however. :
Executives are lobbying government this
week for a reduction in duty levels and aban-
donment of the ad valorem. The board says

the matter is still open to negotiation and -

further adjustments are possible at the start
of the next excise quarter; on December 1.
Even that sign of compromise does not please
everyone.

“We have a new set of rules every week,”
says the CE of a German vehicle manufac-
turer. “We have hundreds of millions of
rands invested here. How can you plan when
the rules keep changing?” | |

to claim duty rebates from a central industry
kitty. However, this kitty is funded by penal-
ties levied on under-achievers. Without the
excise duty adjustment, government says,
the VAT factor would push too many com-~
panies into credit, with no one to pay in.

With the excise level now set at 39%, the
local content target has been increased from
70% to 78%.

Vehicle manufacturers, however, say the’
excise duty rise is too high. They contend
that the impact of VAT could be met by a
rise of no more than 1,5%, a figure the Board
of Trade and Industry describes as “abnor-
mally low.”

Manufacturers believe that the extra is
intended to make up the current deficit,

estimated at more than R200m, in the cen-
tral industry kitty. But if that is the case,
they argue, why does government continue to
impose an additional 2,5% ad valorem duty *
on cars and 2% on commercial vehicles? This ;
supposedly temporary duty was imposed in |
June precisely to cover that same deficit.
Some charitable industry chief executives
believe that government has got its sums

Their more cynical colleagues suspect that
government is using the motor industry to
fund the tax shortfall caused by reducing
VAT from 12% to 10%. The R240m that the
2,5% ad valorem is expected to bring in over
the next year corresponds closely to the
shortfall that Finance Minister Barend du
Plessis announced he intends to claim back
from luxury goods.

This suspicion is not dispelled by Trade
and Industry Minister Org Marais’ revela-
tion that the board recommended scrapping
the 2,5%, but it was turned down because “of
the loss of State revenue it would entail.”

Vehicle manufacturers object on two
grounds: that cars and commercial vehicles
are not luxury goods and that the unexpected
retention of the ad valorem will force them to
raise vehicle prices more than planned.
Several manufacturers that planned to raise
prices by about 4% this month say increases
will now be around 8%, with similar rises
later this year. Consequently sales, already




DU TOIT ON TAX

Plerre du Toit is senior
tux partner at Arthur
Andersen

Governmient recently announced a new Re-
gional Industrial Development Programme,
an incentive package for decentralisation.
Two other incentives have been in the news
recently — the export incentives and the new
beneficiation allowance. Looking at them
together, several things come to mind.
Firstly, one considers again the conven-
tional wisdom among tax theoreticians that
incentives should not be built into the tax
system — it confuses the revenue objectives
of taxation with extraneous economic objec-
tives, to the detriment of both. Yet one finds
that, in three areas, there is a tenacity about
the tax/incentive link which is truly interna-
tional — regional development, capital (in-

dustrial) investment and export.

It’s interesting to note that they all have in
common a strong developmental character.

‘Whatever the theory, any practitioner can
vouch that the first questions potential inves-
tors ask relate to at least one of these, always
in expectation of tax incentives.

Our own confusion between the theory
and the practice is well illustrated by the fact
that, just as the old marketing allowance is
about to make its oft-deferred exit, the new
beneficiation allowance, which is essentially
an export allowance, is brought into the
Income Tax Act. Before the critics jump in
too soon, one may note that, as regards
foreign investors, the tax allowance is at least
responsive to “user” demands. If at the same
time such allowances should conform to the
criteria referred to below, the theoretical sin
may well be pragmatically justified.

Whether fiscal or otherwise, any incentive
that cannot be trusted by those it aims to
attract must fail. Confusion about export
incentives, fiscal and other, has for years
been at least partially counter-productive. A
variation of this need for consistency is that

an incentive should never be tampered with
after a beneficiary has committed himself on
the strength of it — that undermines every
future effort towards effective incentives.

Any incentive must also give an effective
benefit and it is a weakness of the typical
fiscal incentive that the taxpayer may not
have the taxable income to turn the package
into cash.

The new beneficiation allowance, howev-
er, offers an important and simple remedy to
this problem — it provides for negotiable tax
certificates.

Above all, an incentive must encourage
success and abandon failure. In this, the new
decentralisation incentives look more prom-
ising than most of their predecessors.

Interestingly, this philosophy is also said
to be very much part of ANC economic
thinking on developmental incentives.

Business must know that the trend to-
wards success-related incentives is likely to
be with us for a long time. Not only will we
have to get better at using them, we’ll have to
get better at earning them, too. And that is
what, in turn, will justify their existence.
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Swazi businessméh.'
given VAT relief’ &

Argus Africa News:Service “ARE{" b|q 9
MBABANE. — Swazi businessmen, puzzled and
worried about the 1mphcat10ns for them of South-
ixf?can VAT, have been given some short term Te-
ie

Yesterday it was announced that for the nexi six
months goods crossing into South Africa from Swa- !
ziland will have special’ VAT-free status. .’

The announcement was made by the finance
ministry after talks in Pretoria between the South
African’ Department of Foréign Affairs, the Cus-
toms Department and Inland Revenue representa-
tives and Swazi business and finance mlmstry rep-
resentatives.

According to South African representatives at
the meetings customs officials will be stationed at
some, but not all, the border posts from September

"30 to collect VAT.

The finance ministry statement also sald that
steps had been taken to zero-rate all exports-from
South Africa into Swaziland. But it stressed .that
this concession had not yet been formalised.

Swazi businessmen remain worried about the ef-
fect of the VAT legistation in the long term A
chamber of commerce source said there was con-
cern about adequate infrastructure at border posts
to administer VAT. o

There is also concern about the position of Swazx
exports which pass through South Africa en route

. to other countries. | .
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Buslnass Staft :
JOHANNESBURG — Tax con-
cessions for major- industrial
veéntures have been announced
by Dr Dawie de Villiers, the
minister responsible for- mmer-
1 beneﬂclatlon pmJects

r De Villiers was respond-
g yesterday to calls for short-

estments.

_*s Mr Brian Gilbert'son, chair-
iman of Genmin, which will

proposed tax relief.was helpful.
He said he was pleased that

the government’s proposals.. .
Genmm has plans to build a

| R3billion stainless: steel plant

,and a R3 billion alumininm
‘plant. Sasol is also hielieved. to
have a major venture, which

vconcesswns

precnate machinery- ‘and . plant

‘dietion starts.

..o qualify, a project mist be
conducted on ‘a scalé that
kes it internationally -com-

| petitive, 'add_at least 200 per-

“cent value, export - directly or
ndirectly ‘at least 60 percent
y value of the intermediate or
final product and the impact of
} ‘the” project on the:balance of
payments must be; mlnlmlsed

' term tax relief by a4 number of ’
mpanies .planning huge -

have a major stake in, two huge
ventures, said last night-the

there was now certainty about ;

could benefit from the tax

" ‘Companies will be given two i
years {o qualify for the mea- :
sures, which allow them to de- :

from the year the expenses are |
‘incurred instead of when pro-

r

s



VAT should make the

.E.SL. T C[9-12] 91l

If business gets the message, prices
should at least be frozen, not go up,
because of Value-Added Tax. But
government’s crisis management
of the introduction of VAT will make
monitoring problematic.

REG RUMNEY repo ..wm 0

RICES should not surge now or after
the-erid of this month because of Val-
ue-Added Tax.

In theory, there should be room for
prices to go down. VAT could result in a de-
credse in a range of prices, and in the long

term could help curb inflation.

This is the message from Vatwatch, the body
handled with the task of monitoring the effect of
VAT on the consumer.

It is the theory propounded in a presentation
put together by Coopers Theron Du Toit and the
South African International Consulting Organi-
sation on VAT now being screened by the Na-
tional Business Network.

The presentation glosses over the administra-
tion costs of VAT, particularly to small busi-
nesses, though it could be partly offset by the
savings, and there are a number of other areas of
concern.

1t’s strong belief is that under VAT business
has been given a huge sum to fight inflation and
that if businesses are aware of how VAT really
works they will pass savings on and prices
should stay stable or drop.

However, the Finance Minister Barend du
Plessis seems to have put a spoke in Vatwatch’s
wheel by raising the fuel price at the same time
as implementing VAT, however desirable an in-
crease in fuel tax might be for other economic
reasons.

Ernst & Young tax partner Ken Walton points
out businesses can now claim prices have to rise
because of the fuel price rise. Distribution costs
are a high part of manufacturing costs.

The Coopers Theron-SAICO presentation
pins its hopes on competitive pressures rather
than outside monitoring to enforce the passing
on of savings,

__This is backed up by"a spokesman for one of
the big food manufacturing concerns (shy of
being identified because of the political implica-
tions) who says that free market forces dictate

VAT's benefits .. if businesses pass on the tax breaks, consumer prices could fall. This
graph forms part of a presentation by Coopers Theron du Toit in association with “AICO

that any savings in the cost of manufacture will
ultimately manifest itself in the final price struc-
ture.

However, he adds: “It must be made clear,
however, that for free market forces to operate
correctly in the food chain, they must encom-
pass all aspects of production from farm to su-
permarket and a measure of control must be
found in so far as the spiralling wages issue is
concerned.”

Another food group, Premier Food Indus-
tries, believes VAT’s immediate effect on its
prices will be negligible, if the fuel price in-
crease is not factored in.

However, a spokesman says Premier will not
adjust its prices for the fuel price increase even
though its business relies heavily on fuel. This
represents a willingness to keep a cap on prices.

On the input tax credits on capital equipment,

it is stressed that the benefit will take about two
to three years to flow through the system.
" Sceptics will point out competition in many
areas, for example food, in South Africa is just
not strong enough to force businesses to pass
on savings. Competition has not kept down al-
ready surging foo prices.

The Co-ordinating Committee on VAT, rep-
resenting a wide range of organisations, includ-

ing the African National Congress and Con-
gress of South African Trade Unions, is one
such group of sceptics.

“There are already very strong signs that the
expected savings will not be passed on to con-
sumers by industry, and that in fact the price of
many goods has already been increased. Vat-
watch cannot possibly control abuses.”

The government could have avoided part of
the fuss by introducing VAT at 10 percent in the
first place.

The now-discarded 12 percent rate (and the
subsequent raising of excise duties on booze,
tobacco and luxury goods) was necessitated by
granting the total input tax credit on capital
goods immediately, instead of phasing it in.

Vatcom suggested phasing in to discourage

_businesses from deferring the purchase of capi-

tal goods, as the Co-ordinating Committee on
VAT has reminded.

The counter argument, und o “e which pre-
vailed on the government, was 1t the intro-
duction of tax credits in one fell swoop would
be a significant cost-reducing measure, and
could lead to a reduction in the inflation rate.

The forthcoming inflation figures will show
whether the decision was the right one — as-
suming VAT isn’t postponed.

prices fall ...

- in fact they may
drop by 9 t

[~
By REG RUMNEY NEEIARIEY
THE Value-Added Tax theory as presented by
Coopers Theron du Teit and SAICO is that VAT
could result in a nine percent peductien in the
price to the consumer, - %

Retail prices should be lowe only be-
cause the VAT rate is a full three percentage
points lower than General Sales Tax,

Prices should come down because the busi-
ness community has been given a massive mon-
ey injection in the form of tax savings.

So the prices should go down, if VAT works
the way it should, and businesses pass oi those
savings. If prices surge it means that businesses
are pocketing the big tax concession govern-
ment hasmade, )

The government decided to allow businesses
under VAT to get back the tax they pay on capi-
tal goods such as machinery and “intermediate
goods” — consumables such as metal, paper
ete. The decision to allow b this “re-
bate” meant, originally, that government had to
introduce VAT at a rate higher than the 10 per-
cent originally suggested by Vatcom. The rate
had to be higher to make up the huge loss in tax
income.

So business costs should come down.

In examples, the Coopers-SAICO team
showed that by passing on none of the savings a
typical firm could increase its net profit by
around 12 percent.

The team admitted there would be cash-flow

" implications, however, which could for some

firms make the picture less rosy, particularly for
small suppliers kept on a rope by bigger cus-
tomers while having to pay VAT upfront.

The team pegged its hopes for savings being
passed on to competitive pressures.

It the sdvings are ignored, the presentation
concluc-s, there is a real pr spect of business
decline or even failure; a step in the right direc-
tion, where VAT does no more than GST means
afirm may lack competitive capability. Howev-
er, using the benefits of VAT to give lower pric-
es — or keep them stable while competitors
raise theirs — could give a competitive edge
which need not cost one cent.
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Bid for a bargair

-1\2
IMES are tough, value-adde tax
is about to make it all worse and
how can a consumer beat any of this,
particularly one trying, say, to fur-

nisha home, or add to one?
Before shelving plans until the
Consumer Price Index drops and
taxes are ended for good, think of auctions
— a way to beat both inflation and VAT,
provided the consumer knows how the

game works.

A sale by auction is basically the same as
any other sale covered by the law of con-
tract: an offer to buy the goods,js mage and
when that is agreed to, there is a sale — a
binding contract enforceable by law.

In the case of an auction, the offer is made
by the bidder raising an arm (or wiggling the
nose and nodding the head) and the deal is
done when the hammer falls. The deal is be.
tween the owner of the goods and the bid-

" der; the auctioneer is merely the agent and

e

will get a commission, usually a percentage
of the final price.

It is the ultimate voetstoots sale; what the
consumer sees and bids on is what he or she
gets, flaws and all, unless the auctioneer
has stated something to the contrary.

Customers should be able 10 examine the
goods before an auction sale, because the
moment.the hand goes up the assumption is
that the bidder is buying knowledgeably.

The procedure should be governed by the
conditions of sale laid down by the auction-
ecr and should be clearly displayed to all
prospective bidders.

The auctioneer is able to set almost any
conditions he likes (provided they are law-
ful) but the bidder must be aware of them in
order to fulfil the basic requirement in South
African consumer law: “Let the buyer be-
ware”, If the buyer suddenly discovers a.

¥ whole set of conditions of which he or she

was not able to be aware at the time of the

L

deal, the buyer would have a good case to
cancel the contract.

Some of the most common conditions in-
clude a requiremeént for cash or bank guar-
anteed cheques 1o be paid over then and
there. Most will also Tequire that the goods
be removed immediately.

The VAT position should make auctions
attractive to many. According to the West
Gate auctioneers in Sandton, VAT will not
be charged on second-hand fumniture, only
on the commission. So consumers intend-
ing to buy on auction should paying less
than they would under General Sales Tax,
as the 13 percent GST was added 10 the final
sale. For those intending to resell the
goods, the position is different, but for or-
dinary buyers, there is a small tax break.

Consumers should carefully investigate
before rolling up to a house sale on a week-
end,

Many auctioneers buy job lots of goods
and sell them by auction. They are not acting
as agents, but as the sellers themselves.

Such ownership can encourage unscrupu-
lous auctioneers 10 drive up the price artifi-
cially and offer bad goods at high prices.
There is not much a consumer can do about
this unless a crime is actually committed —
and it seldom is. Duping consumers is only
acrime if it can be called fraud or theft.

Al an auction sale at West Gate in Sandion
this week, the auction process seemed to
work in a way which would benefit consu-
mers looking for bargains (and hoping to

Auction sales beat inflation but make sure You know the rules

—and no VAT

avoid VAT). Items of furniture and house-
hold goods were sold for prices ranging
from R2 to R2 500. Only those where the
owners had said they would not accept less
than a certain amount (a “reserve™ were not
sold when the bidding failed to go high. But
consumers would have had to examine the
g0ods beforehand to know how to bid.

Stephan Welz's organisation will inform
its bidders when an item on the catalogue is
owned by the company or one of is direc-
tors. The majority of auctioneers will not.

There is not much an auctioneer can d~
about a consumer who hasn’t the funds tc
cover his or her bids.

However, there are differing ways of find-
ing out whether the bidders can come up
with the money. A Welz spokesperson said
the auctioneer will despatch someone 10 ask
the bidder quietly to have a chat about mon-
ey, if there is some reason for uncertainty,

At West Gate the position appears slightly
more crude. All of the black bidders, except
those who were known to Donald Martin,
the owner and auctioneer, were asked loud-
ly if they had the “mali” (imali is money)
and could produce it. None of the white bid-
ders were subjected 10 the same indignity,

Martin said bluntly that biack bidders are
“a nightmare” ag they will often bid with no
money, put down a small deposit and then
disappear. Auctioneers are not warehous- ,
es, he says, and they cannot store 800ds.

However, there were several black buyers
who were regular customers who resold the
£000s in the township,

For all of that, his appeared to be a genuine
auction sale with many bargains.

Not all auctions offer bargains — they are
often the place where the market value of
goods are set,and sometimes inflated, But
for sales of ordinary second-hand furni.
ture, they offer the chance of a rcal bargain
to hard-pressed consumers,

ON THE SOUTHERN TIP

SAP_'_-_ID. It's ungfintable



Trade Unions-led lobby group } has
won from government an agreenient
to reconsider aspects of VAT,

But the government has reiterated its
stand that delaying VAT nowy uld

sife to délay the implementat]
VAT and have further changes’
1o the VAT system.

‘This i§ déspite Finance Minister Ba-
rend du Plessis having dropped the
VAT rate to 10 percent and, among
other things, exempted union‘dues
and state and provincial hospitals,

The committee says a number of
technical and administrative problems
have not been addressed, and has
urged that'thie implementation date be
delayed. .

The commmee and Du P1e551s will
meet aftéf:September 16 to consider a-
report by the working group.
©See Page 17




Cape Times, Saturday, September 7 1991

VAT
standard

Staff Reporter
THE standard of living of most South
Africans will drop drastically and
burgeoning township business will go
into decline when the VAT system is
implemented on October 1, a tax spe-
cialist said yesterday.

Chartered accountant Mr Hilmi
Daniels said in an interview that the
new 10% tax — which “few people
understand” — heralds an era of “pre-
judice” to the small businessman and
“advantage” to big business.

Adviser to the recently formed
Western Cape Co-ordinating Commit-
tee on VAT, Mr Daniels said that in
the more than 40 other countries
where the tax operates, governments
found it “necessary to make special
provision in the VAT laws for the pro-
tection of small business”.

In South Africa “they (the govern-
ment) are allowing market forces to
operate”, but in other countries the

5

drop in

lalay

of living

governments took steps such as price
freezes, price and wage controls and
profit-margin controls.

He said that in the past, small busi-
ness had relied on creditors’ money
and GST revenues to provide addi-
tional cash flow, which was used by
the proprietors. The advantage would
now lie with the large companies who
hold the VAT revenue and earn inter-
est on the money, he said.

The immediate result would be an
increase in township store prices. The
consumer would get more value for
money because it would generally be
10% cheaper, he said.

Mr Daniels sald that within ﬁve
years, VAT and tl}‘g inflation aspects
of the tax could bé‘"responsmle for a
50% increase in our cost of living,be-
cause of indirect costs of electricity,
telephones, consumables, profession-
al advice and other expenses neces-
sary for existence.




JOHANNESBURG, ~ - The ‘i
SABC is to charge TV viewers

~'12 percent VAT on their 1i-

cences and not the new re-

duced rate of 10 percent,

Explaining the mistake ‘in
2,6 million television licerise
statements due to reach sub-
scribers by September 9, a
spokesman said it was too late
to change VAT from 12 to 10
percent for subseribers who
paid after September 28.

Licence holders who paid on
or before that date would ay
the rediced fee of R133,93, but
those-who paid after Septeri-
ber 28 must pay VAT calculat-
ed at the 12 percent; ruling

when ‘the renewgls were- pre-
pared. .
The éxtra RZ5 paid for this

year's<licence:£will be.given

bk e TR




PRETORIA. — Value Added
Tax will not increase the retail
price of cars, says Mr Georg
Marais, Minister of Trade and
Industry and Tourism.

The minister said: “Value
added tax will increase the lo-
cal content, as it is calculated,
substantially, since the tax is
considered to be local content.

General sales tax is not consid-
ered to be Jocal content since it
is levied at the retail level.

“This adjustment will not in-
crease the retail price of vehi-
cles as VAT is simply replac-
ing GST. It does not therefore
place any additional pressure
on vehicle manufacturers to in-
crease local content.” — Sapa

Vatwatch watches labelling

Business staff

VATWATCH is monitoring re-
tailers’ use of dual price tags,
which guote present and post-
vat prices, and warned that
both, full, after-tax prices
should be displayed if compari-
sons are made.

“In one case brought to the

VAT on TV screens

SOUTH Africa’s public enemy
number one, also known as
Value Added Tax, took to the
small screen yesterday in a 30-
minute presentation prompted
by Vatwatch and designed to
convince business the new tax
isn’t all bad.

Commentators said most

‘businesses are under the mis-’

conception that VAT will sim-
ply; add 10 percent to their

attention of Vatwatch, .an item
was price-tagged R95,99 excl
GST and R10751 incl VAT.

Vatwatch chairman Profes-
sor Louise Tager pointed out
that this might give. the im-
pression that the present price
is lower than the price under
VAT, whereas in fact, the price
with GST is R108,46.

costs, which they will have to
recover in order to maintain
their current profitability.
There was a sting in the tail
for concerns which failed to
understand the implications of
VAT and treated it as an.addi-
tional cost. At best, they would
lose their comﬂetitive edge
against firms which did. their
homework. At worst they
risked going to the wall.

e
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Vat delay
for TBVG

-
By TERRY BETTY

THE construction industry
has asked the Government to
| delay the implementation of

Vat in the TBVC stafes for six
months.
With onl ee ks to

go to Vat-day, Transkei, Bo-
phuthatswana, Venda and
Ciskei have yet to pass the
required legislation. But they
have started to send out Vat
registration forms.

A Transkei Inland Rev-
enue spokesman says the Vat
Bill must still be “channelled
through the corridors of the

A Bophuthatswana official
says its Biil has not had i
third reading. { /3422

Colin Mester, chairman
Concom, says many sub-con-
tractors and suppliers in
these states have not regis-
tered, This will make them
uncompetitive because they
will have to pay Vat on their

inputs without being able t
claim input credits. @
British

They will also be unable to
issue Vat invoices which en-
able customers to claim in-
put rebates.

! "Mr Mester says that be-

cause South Africa had a six-
month lead after promulga-
tion of the Vat Act, It is unfair
to expect vendors in the
TBVC states to get their act
together in a few weeks.

Inland Revenue chief di-
rector, tax policy develop-
ment, Trevor van Heerden,
says if TBVC Vat systems are

states
sought

running in tithe, it
to backdate legis-

not up and
is possible

military council”. §/°71vaL2 lation to September 30: But

this means vendors will have
to charge as if they were in-
cluding Vat in their pricds.
But confusion will reign if
the TBVC states do: not
change their tax laws by, Sep-
tember 30 because the:GST
systern will remain in place.
If this happens vepdors
will pay Vat on goods bought
in SA and have to levy, GST
on top of this without quplify-
ing for rebates. ]
Building Industries Feder-
ation of South Africa (Bifsa)
economist Charles Martin,
says such doubts have cgused
confusion for those involved
in major projects i
TBVC states. {
Dr Martin says: “It is diffi-
cult to tender for new, con-
tracts when there i3 uhcer-
tainty about tax.” !
The first TBVC reglstra-
tion forms were sent out last
week. Bophuthatswana em-
loyed British experts to help
implement its system' and
mailed forms before SA did.




By MAGGIE RO .
Deputy Business Editor
SHOCK increases in both prime
lending -and mortgage rates
have been announced by banks
ahead of a new tax to be levied
on financial institutions from
September 31.
The increases, though marginal, have
’ come at a time when hard-pressed con-
sumers and home-buyers have been anx-
jously awaiting a _cam.mxumonwm drop in
interest rates and the move is certain to

sure.

Leading the way, First National Bank
announced yesterday that it would in-
crease its prime lending rate by 0,25% to.
20,25% from October 1. Its home loan rate?
will rise by 0,25% from October 7. ‘

Amalgamated Banks of SA (Absa), Ban-
korp and Nedcor followed suit while Stan-
dard Bank is expected to makeian .an:
nouncement on Monday. i e .

United Bank, whose prime1 rate Mwwvvmwu.u
Jower than the rest of the “industryy wilt

put disposable income under furnthey pres- 1

‘March 31, 1992.

increase its prime lending rate from
19,75% to 20%.

Absa chief executive Mr Piet Baden-
horst said the group’s mortgage rate would
also be increased by 0,25% with immediate
effect for new loans and further advances.

Existing home loans for Volkskas will
increase on October 1. Allied and United
increased rates will come into effect on
November 1.

Offset new tax

Banks said the increases were’ intended
to offset the cost of a new tax expected to
be levied on financial institutions from
October 1 in lieu of VAT from which they
have been excluded.

Mr Nico Cypionka, group ec ist of
Standard Bank, said the government had
indicated that it wished to raise about
R200 million via a new tax on the financial
seryices industry over the second half of
the, current fiscal

s
A

* He;gaid the prime rate increases ».o:os.
repeated warnings by banks that they
‘pected tax.”’
“While the

o vl
wnm»mw.m? is mihuseule, it'is

year which ends on:

would have to pass on the, costs. of the ~

the principle of the matter and it will
affect consumer confidence. The man in
the street has had a gut full, feeling he has
been hit from all sides.”

Bankers said the increases announced
yesterday would provide for only partial
Tecovery of the effect of the tax and it
would be necessary to recoup some of the
cost through other measures.

'An FNB spokesiian said an attempt to
spread the recovery of the cost as broadly
as possible would also lead to a downward
adjustment in the bank’s deposit rates.

The' rise in mortgage rates will deal an-
other blow to the man in the street trying
to ride out a sustained bout of punishingly
high interest rates.

And Mr Dave King of the National Asso-
ciation of Homebuilders said many in the
industry had already gone under and the
move could “be the death knell” for others

. with margins already under heavy pres-

sure.

“What are they trying to do, kill the

- @ Complaints against VAT pouring
4 Tk
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Turnover tax &.

to be scrapped

Own Correspondent

JOHANNESBURG. — Govern-
ment is set to scrap plans for a
turnéver tax on banks’ gross
interqst earnings and will re-
place it with a tax on their
capital bases, banking
sources said at the weekend,

The plan is said to have the
support of the banking industry
which has been lobbying for a
modificatiop-of the turnover tax,
which was éxpected to contribute
R220m to government revenue.

In terms of the new plan,
thrashed out at a meeting be-
tween banks and special advisor
to the Department of Finance Ja-
pie Jacobs last week, a tax would
now be levied on banks’ capital in
terms of the capital adequacy re-
quirements of the Deposit-Taking
Institutions Act.

he bott tod

They currently have fo keep 4,5%
of liquid assets against total as-
sets. However, this is set for pro-
gressive increases up to 8% by
January 1995. -

The logistics of the plan still -
. would not tamper with monetary
“policy to solve a fiscal issue. With

have to be finalised but bankers
expect the tax to assume an 8%
ratio immediately, a portion of
which will go to the Receiver to
make up the R220m.

This would ensure that banks
with surpius eapital are not
penalised as only the statutory
requirements would be taxed.

Proposals
While the new plan looks set to
£0 ahead bankers say there are
still technicalities to be ironed
out. These would have to be nego-
tiated before the end of the
month when the levy will be im-

line,
one banker, was that government
wanted R220m a year from the
financial sector and did not care
how it got it. If banks preferred
the new plan then he was happy
to go along with it.

The plan would see banks
taxed in terms of their statutory
capital-to-asset requirements

d along with VAT.

The bankers went to Pretoria
with three proposals which were
all rejected. The first was that
Reserve Bank governor Chris
Stals drop the Bank rate by 1%
and that prime remain at 20%.

The second was that the Bank
rate be cut by 0,5% and prime be
floated so as to allow banks a half

point increase in prime.

The third was that prime be
floated allowing banks a 1% rise
in prime with no change in the
Bank rate. P : .

H , Stals indicated he

the realisation that gbvernment
and the Bank were not going to

“-help maintain banks' margins,

the compromise on the turnover
tax was suggested.

Banks would find it easier to
administer the extra cost of the
new plan which would make out-
flows easily identifiable and less
erratic than the turnover tax,

Also, turnover tax revenue
would be largely dependent on
prevailing interest rate levels.
The 0,75% levy would yield more
revenue than expected with high
interest rates and less in a low
interest rate environment.

Bankers warned, however, that
the plan did little to resolve the
dilemma of how they would re-
cover the tax,

Banks were not prepared to
bear the brunt of the R220m drain
on their bottom line and would
Pass it on to the consumer in one
form or another.

" U —== §
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noéwzzmz.—. is set to serap u—m=m mS, a
turnover tax on banks’ gross interest earn-

ings and will replace it with a tax on their -

_capital bases, banking sources mma at the
. weekend. ¢

Thé plan is said to have the m_._vuon» of
the banking industry which has been lobby-
ing for a modification of the turnover tax,
which was expected to contribute R220m
“tog  gdvernment revenue.
erms of the new-plan, thrashed out at
ting between banks and special advi-
5or'to the Department of Finance Japie Ja-
cobs'last week, 2 tax would now be levied

Siofi™ b inks” capital-in terms of theicapital®

mama acy -requirements “of the Deposit-

The bottom line, com

year | from the financial sector and did not
care how it got it. If banks Emmmﬂdn the

new plan then he’was happ o along
withit. ' f3 GR.U &MW\ Ww

The plan would See ‘banks faxed in terms
of their statutory, capital-to-asset require-
ments. They currently have tokeep 4,5% of

liquid assets against total wmmma. mo8m<mn.

_this is set for progressive Ennmmmmm up.to.

8% by. hm::»n% 1995,

finalised but bankers expect the tax to as-

er, was that government wanted R220m a ..

-sume an 8% ratio immediately, a portion
of which will go to the Receiver to inake up’

the R220m.
-This-would ensure :—wn banks with sur-
plus capital'are not penalised as only the

-statutory requirements would be taxed.

While the new plan looks set to go ahead

- bankers say there are still technicalities to

be ironed out. These would have to be nego-

tiated before the end of the month when the -
Jevy:willbe implemented along with VAT.

“The bankers went to Pretoria with three

-, Tlie logistics of the plan mE_ have 3 be " proposals which were all rejected. The
first was- that Reserve Bank governor .

i

QE‘_w Stals &.,om :m. nk rate by 1% and
that E.::m remain at 20%. . .

The second was that the Bank rate be n__n
by 0,5% and prime be floated so as to allow |
banks a half point increase in pritne. .-

The third was that prime be floated al-

-lowing banks a 1% rise in E._Bm with. no

change in the Bank rate.

However, Stals indicated he Eo:E not
tamper with monetary policy to solve a fis-
cal issue. With the realisation that govern-
ment and the Bank were not going to help
maintain banks’ margins, the compromise
on the turnover tax was suggested.

Banks would find it easier to administer

the extra cost of the new plan which would
make outflows easily identifiable and less
erratic than the turnover tax.

Also, turnover tax revenue would be
_mnmmq dependent on prevailing interest
rate levels. The 0,75% levy would® yield
more revenue than expected with high in-
terest rates and less in a 58 Enmnmm» rate
environment.

Bankers warned, however, a_mn the plan
did little to nmmo?d the dilemma of how
they would recover the tax.

Banks were not prepared to bear the
brunt of the R220m ‘drain on their bottom
line and would pass it on to Sm _consumer
in one form or another.
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‘Enough VAT consultation’

The Value Added Tax Commis-
sion had, since August last year,
received 1100 written submis-
sions and evidence from 120 or-
ganisations which led to 112
changes to the draft Bill on
VAT, Finance Minister Barend
du Plessis said at the weekend.
Speaking on the first weekly
television series to inform the
public about VAT, Mr du Plessis

Parliament to continue consul-
tations after the final legisla-
tion had been approved.

Despite the ongoing discus-
sions regarding the implications
of VAT, he stressed that the im-
plementation of the tax could

\no longer be delayed.

\\QI\JIAT, he said a year after the
N

Referring to the history of

argo Commission started its

said Parliament itself had made “"investigations into a new tax
a further 78 changes to the draft (.system for the country in 1984,

Bill before. finall
VAT. 20
Mr du Plessissaid he was sa-,
tisfied there had been sufﬁcient\,\
consultation with interested
groups and individuals on the
implementation of VAT at the

end of this month.
He pointed out that he had
been given special powers by

approving

it had indicated that VAT would
be a snitable tax to replace gen-
eral sales tax.

After further investigations,
the Government had accepted
the recommendations in 1987
and published a White Paper on
the proposals. A final decision
on implementing the tax had
been taken in 1988. — Sapa.
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INVESTORS in tiew projects are signifi-
cantly disadvantaged by SA’s high infla-
tion and-corporate tax rates, says a recent
report.by.stockbroking firm Davis Borkum
Hare. The broking firm drew heavily on
research by AECI, although the chemicals
group did not authorise its publication.

The broking firm’s report $ays that SA
inflation and tax rates lead to cash mar-
gins on goods made in SA having to be
significantly greater here than abroad if
returns ofi new investments are to equal
those in countriés with less punitive tax
regimes and lowér inflation. The dilemma
is that higher cash margins — defined as
residual revenue left after all the cash
costs of manufacturing have been met and
which is used to increase working capital,
pay taX and appropriate returns on capital
o ?ffect the price competitiveness of SA
goods in exporf markets.

The study, which is being examined by
government, says fotal tax burdens on new
prpjec}i,‘hgreﬁ are” about . two-and-a-half
“timeg those on comparable venturds in:the
UK or, the Netherlands and as muc
“‘tirhes those in Taiwan. It suggests the cor-
porate fix rate be cut to 35% if foreign
investors are to be persuaded to sinvest

’ ek

corporate tax Tates

bas,six .

T SHARON WOOD ...
here in job-creating projects. .
.. One example cited in the report indi-
cates that an SA venture whose selling
“prices are competitive with others world-
- wide, and whose input costs are the same
as those of foreign competitors, can gener-
ate an internal rate of return on invest-
ment of 4,5% against 102% in Taiwan,
- 8,0% in the UK and 7,4% in the US. Con-
versely, the cash margin on SA-made
goods needs to be 60%;higher than pn
.comparable Taiwanese froducts if com-
parable investment returns are to be gen-
. erated. In contrast, the report says, Swed-
ish investors invested in other countries
hecause punitive taxes rendered domestic
investment unattractive. < .,, » -
- The report stresses the need for certain-
w .ty and credibility in corporate taxation. It
. adds that if foreign. investors are to be
attracted to SA, certainty and credibility
- need to be endorsed by the present govern-
ment and other parties. investors believe
.may be in power.in the future. PO
It suggests that the corporate fax rate be
reduced to between 35% arid 40% to facili-
- OTo Page 2 . :
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e international competijiveness of new
:raxtanulacturing ventures here, though it
points out that reductions have to take into
account the needs of government faced
with heavy social spending comm;tments.

The study found that SA companies were
more competitive in 1980 than they were at
present because in 1980 SA had better in-
vestment incentives than in other‘ coun-
tries, that SA’s inflation rate was in hn‘e
with those of its competitors and that SA’s
corporate tax rates were lower. In the

intervening decade, foreign countries have
switched the advantage and attracted new

[ From Page 1

29)
international investment by cutting cor-

orate tax rates and by curbing inflation.
"["hey also gained by the fact that SA re-
duced its investment incentives.

The study says the sotution lies in reduc-
ing tax bgcause inflation is being ad-
dressed and will be controlled over time.

i i inister
C1In his 1990 Budget, Finance Minis
Barend du Plessis announced plans to cut
the corporate tax rate to 49% over the ng:xt
five years. Recently he said that reaching
that target might be delayed because
VAT's initial rate had been cut to 10%;_




. THE Naitiopal Association of Automobile

Manufacturers of SA (Naamsa) is due to
meet with’government today for critical
talks on VAT -related changes to Phase VI
of the local content programme.

The meeting will be attended by repre-
sentatives of Naamsa, the Customs and
Excise Department, the Department of

Trade and: Industry and the Board of

Trade and: Industry. .
Vehicle turers’ final decisi

on additional price hikes — due early next

month — will depend on thé outcome of

the meeting

* .Some have'indicated that'the changes -
to- Phase; VI would result in an 8% in-

crease in new car prices instead of the
average 4% quarterly increase.

‘The Départment of Trade and Industry
increaseg the local content programme’s
target from 70% to 78% because VAT
would shbstantially increase local con-
tent levels. (VAT is coiisidered to be local
content ) - ) } '
Ndam?s@}q’iztlicipated the increase but js
to argue aga :
ad valoreln diity on vehicles,

The ad valorem was intended as a tem-

. ‘estimated at R250m.

galiist the retention of the 2,5% - °

i

porary,a;‘rangement and was di.le”ti:u 2:'9
scrapped-in September. T Ltg
The duty was initially introdycedao
compensate for the loss of state revémie
after the better-than—éxpec;ed pérform-
ance notched up by the{motor“in‘duétry.
The shortfall in go?ernmetit;coffef%iis

¥
“*Trade, Industry and Toiirism 'Min,‘gs_ﬁer
Org Marais said-recently thatithe Boird
of Trade and Industry had recommengded
thes withdrawal-of the dutys

2t

A

' Replacement

The recommendation hadﬁhcweveg figt
been impleniented due to-the loss in State
revenue, P .
Marais said that the 'adjustmgnt,‘._gf
t inereagse
AT was

“It does not, therefo; JEL) égdda-
tional pressure on vehiclé ' maniifactinses
to increase local conte’nt,""l\gag‘ais .
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VAT

Promotional Feature

ARl JACOBSON
THE switch from a general sales tax (GST) to
a value added tax (VAT) scheduled for Octo-
ber 1 has created a certain amount of uncer-
tainty — and encouraged the wrath of the

poor.

Both methods are indirect ways of collect-
ing taxes and are linked to the amount the
consumer spends. But there are noticeable
differences between the new and the old tax.

GST is a last-stage tax (on the consumer)
and incorporates a smaller basket of taxable
goods and services. Basic foodstuffs (besides
brown bread and maize meal) will now be
taxed as will medical services, in particular,
and all types of services in general.

However, lobbying from pressure groups
including trade unions and the ANC, may
well see a turnaround in taxes that would
worsen the position of the needy.

Multi-stage

VAT is taxable at many stages and with the
additions into the tax net, is considered a
broader based tax.

The problem with GST, according to the
authorities, was that as the tax was incurred
at the final stage in the process from produc-
tion to consumer purchase there was plenty
of potential for tax avoidance.

With value added taxes the multi- stage pro-
cess enhances the potential for maximising
the tax collected.

Sy @crwlal‘u
Changes in

system cCreate
some uncertainty |

tax

To use a simple illustration: a piece of
wood sold to a manufacturer carries the nec-
essary 10% tax. The manufacturer passes this
on to the retailer — but as the name implies
— only pays tax on the value-added portion
(that is, where production has added value to
the raw material). At different stages a small
portion of the tax is obtained from each com-
ponent in the distribution.

GST, tax was collected solely at the
last stage of the process — from the end-user.
The introduction of VAT should reduce the
amount of tax escaping the net, with policing
at each stage in the distribution chain.

The problem, though, is that increased sur:.
veillance means additional administrativé
expenses.

Another cause for concern with GST was
that the tax on capital goods, which was in-
corporatad into the manufacturing of a prod-
uct, was taxed again when the product
reached the hands of the consumer — a
double tax.

Tax experts have argued that the most effi-
cient system would be the application of a
more “refined GST”. This, they have said,
would be a single-stage tax, but with fewer
exemptions.

How it’s going to affect consumers

LIKE most South Afri-
cans, you probably want to
know more about the new
tax system called VAT
that the government is in-
troducing to replace GST
on September 30, 1991.
As part of Woolworths’
commitment to customer
service, we've placed
great emphasis on inform-
ing you about VAT. Effort
has gone into training
staff on the correct appli-
cation of VAT. And you’ll
be pleased to know that
we will not accept VAT as
a reason for price in-

In fact we see it as a
potential area for cost sav-
ings to industry and com-
merce, which will give
you, the customer, better
value for money.

@ What is value added tax?

VAT, like GST, is an in-
direct tax which is paid
ultimately by the final
consumer. The main dif-
ference lies in the way it’s
collected. .
©® How does the VAT sys-
tem work?

Essentially, all busi-
nesses charge tax to their
customers and pay tax to

The difference between
these two amounts of tax
is then paid over to the
Receiver of Revenue.
® How will VAT affect
prices?

The price you see is the
price you pay, unlike GST,
which was added on at the
till. Therefore the prices
advertised or shown on
tickets by the retailer
must inciude VAT, The
price can be shown in two
ways: Price including
VAT or, price excluding
VAT plus the amount of
VAT giving a total price.

creases. their suppliers. @ How will VAT affect
— you?
The good news is that all

FOR

RECORDING

We will look at your systems and
adjust them to provide for VAT,
If required, we will record
monthly for you.

PHONE MANDY
419 3520

VAT

the goods and services
a.whlch currently attract
-13% GST will only attract
[10% VAT. So you save 3%
jon purchases like cloth-
ing, footwear, toiletries,
gosmetics, furniture and
fnost foods. However, cer-
tain foods and services
which don’t currently at-
tract GST will, from Sep-
tember 30, 1991 attract
0% VAT.

These are the goods and
services that will not cost
you more as a result of
VAT.

{® Mielie meal and
brown bread.

@ Petrol.

@ International travel.

.l}lxports of goods and
services,

® Financial services

supplied by banks, build-
ing societies, stockbro-
kers, life assurance com-
panies and pension,
provident, retirement an-
nuity and medical aid
funds.
@ These are the goods and
services that will cost you
more from September 30,
1991,

Foods:

© Bread (except brown
bread).

® Milk.

@ Fresh and frozen fish,
meat, poultry, fruit and
vegetables.

® Rice.

@ Bacon and Kassler
cuts.

Services:

@ Professional services
supplied by doctors, den-
tists, laywers, accoun-
tants, architects and engi-
neers.

@ Administrative, advi-
sory, management and
technical services sup-
plied by any business en-
terprise.

@ Services of commis-
sion agents, eg estate
agents.

@ Services provided by
sporting, social and re-

creational clubs. o

@ All forms of entertain-
ment for which a fee is
charged.

@ All short term insur-
ance cover eg personal or
property.

® Certain services of
local authorities, eg water
and electricity.

@ Woolworths' stance ‘'on’
VAT. c

In order to make
stance as positive as po
ble, all efforts to save
money for the customer
will be taken. We will'de
everything we can to cc..—
tain future price u:
creases by taking adva\n-
tage of the opportumt§e=
afforded by VAT.

And once the cost of {f:2
change-over has been ab—
sorbed we will pass on't
you any benefits ansmg
from cost reductions that
come with the introdic-
tion of the VAT system):|

We'll refund custom@r
returns bought before
September 30, 1991 with
the 13% GST they paid. (So
please make sure you
keep your till slips.) And _
we will make sure our sup-
plier prices are negotiat-
ed excl of VAT so that our
prices do not include al
VAT mark-up.




Cosatu mass

action against
VAT in W Tvl

By MZIMASI NGUDLE
COSATU’s Westorn Transvaal egion will érmibark

On’a programme of mass action from Monday to
S

essis to Postpone VAT so that eff; tive riegotia-

S with Cosatu could be made, 320
Workers will demonstrate in factories; min
= shops. Pickets at the office of the recejver. of revenue
- Or Manpower department wil] pe held in all Cogaty
locals in the western Transvaal,
“On September21 there willbe protest marches in
-Vé(eeniging, Sasolburg, Klerksdorp, Parys,
- Carletonville and Lichtenburg.

A meeting of regional shop stewards coutcil on
*‘Septembes 227vii1] assess the protest and decide on
furl:hei‘faction. Somefa, | C’i 76717 [




Law could st

v

TECHNICAL problems could stymie
the banking sector’s proposals for tax
to be levied on capital requirements

- rather than on gross interest turn-

over, Inland Revenue director of le-
gal drafting Ian Meiklejohn said
yesterday.

“The empowering legislation says
there should be a tax on interest, and
1 am therefore not sure it is techni-
cally possible to tax capital require-
ments,” he said, .,

Government has not yet decided

whether to adopt the banking sector’s
+ proposal and Meiklejohn said he was

not sure when a

decision would be
taken. .

L

He said a tax rate on capital re-
quirements would be pitched to raise
the same R200m as was expected
from the proposed 0,75‘71 turnover
tax. H0% ||| 11

Meiklejohn said as far as he was
aware the capital tax proposal had
come from the banks themselves,
after three proposals had been turned
down by government.

A banking source said yesterday
that taxing capital requirements was
the most equitable system suggested
up to now and would not disrupt the

SHARON WOOD ]

banking system.

proposal would be implemented as
discussed at this stage- n@

Analysts believe the proposal
could favour some players, especial-
ly those with large mortgage loan
books. Mortgage lending is based on
lower capital requirements than
most other forms of lending.

They also believe taxing capital
requirements would lead the banks to
favour mortgage lending over other
new loans, Under the proposed sys-
tem mortgage financing would raise
less tax because of lower capital re-
quirements.

R T Y 4~
ymie banks , tax plézig




South Africa

Two other things are certain: the rate,
10%, and the fact that many more items
will carry VAT than carried GST.
Few other VAT issues are so clear
cut. The public temain confused about
many aspects of the new system.

People resent all taxes and fear any
changes to taxation mean additional
tax.

What are the facts?

Expetts differ on some matters, but
there is broad agreement that VAT isa
better tax system than the old GST
system. International agencies like the
World Bank recommend it. (One of its
criteria for international loans is an
efficient tax system in the country to
receive funding). )

Countries that used to have GST are
goingoverto VAT. Nearly 50 countries

3R0

VAT-DAY, the date on which Value Added Tax will be introduced, is onl
weeks away. Many businesses are already geared up for the changeover. it'
definite: VAT comes to South Africa on Monday, September 30.

VATWATCH, points out some price

_should come downinthe wake of VAT

It's her job to help consumers get a fai
deal out of VAT.

Internationally, the experience is th
VAT has an anti-inflationary effect o
the consumer price index. This form ¢
tax helps keep the lid on inflation an
therefore can help ordinary people mak
ends meet.

One reason for this was that th
alternative GST ‘system force
businesses to push up their prices t
recover the GST they had to pay.

Businesses found themselves payin
GST on items like delivery vehicle:
machinery, shop fitting and advertisin
All of which added to their cast structun
These additional costs were worke
into the price of the goods produced b




aﬂmmzcsw
answered

Q: Will VAT be added on as an extra
charge at shop tills?
A: NO! The price you see on the goods
or on the shelf is the price you pay.
VAT is included in the price. This is
also true of advertising and quotes for
services. The price that is given is THE
price, with the tax included.
Q: How many rates of VAT are there?
A: Just two. The standard rate is 10
percent. Then there is the zero rate
(nothing at all) on those items which
are exempt from VAT.
Q: Do I pay GST and VAT?
A. NO! VAT replaces GST. VAT (like
GST) is an indirect tax. The direct tax
many of us pay — income tax —
remains in place and is not affected by
the changeover to VAT, aithough
considerable income tax relief has
already been given, not only in the
lowering of tax rates, but also the big
improvement of martied couples no
longer being taxed on their combined
income.
Q. Is there VAT on medical services?
A. It depends where you go. Private
clinics and private doctors and den-
tists obviously make profits from their
services. Tax therefore applies. The
needy, the main users of State, provin-

ca. and muncpa. mec ca (ac. les,
will pay NO VAT on these services
and medicines. It should be noted that
90% of these health services to the
needy are subsidised by Government.
Q. Do I, as an individual, kave to
register for VAT?

A. NO! Only businesses with tumn-
overs of more than R150 000 a year
have to register at their local tax of-
fice. They must register by August 31.
Businesses which fail to register have
to personally pay the VAT which they
failed to collect from customers.

Q. But what about when I carry out a
little private business — for instance,
selling my son's windsurfer to a neigh-
bour for RI 200?

A. Private transactions involving used

or second-hand goods are NOT taxed.
So, transactions carried out by an ordi-
nary family are exempt. This is a ma-

jor point of difference with GST. The

old tax had to be paid when individuals
engaged in the sale of goods. This

system falls away with the introduc-

tion of VAT.

Q. Do I have to pay VAT when I sell
my house?

A. NO! This is another form of private
transaction, and so does not attract
VAT. Nor does a buyer who is pur-
chasing a home from a private seller
have to pay VAT. But if you buy a new
home from a COMPANY a builder
or developer — you will have to pay
VAT. This is a transaction with a busi-
ness, not an individual selling his or
her own property. So VAT applies.
Q. What if L use an estate agent when
selling my house? Is VAT payable

‘then? . .. .

“ACVAT is  payable only on’ the estate

agent's: commission; NOT oii the total’
value, of the sale. And it is also only |

.E«ﬁw.o if the agent or his/her com-
pany is regi d for'VAT purp
(Remember, only businesses with tum-
overs of more than R150 000 a year
HAVE to be registered for VAT) -

Q. What about my bond or my rent?
A. VAT does not apply to bond repay-

ments or rent. Nor does VAT apply to '

mnomoau_m._noncoawooﬁnaﬁ_of
- ies. .

Ea 2 are int nﬂ.onnwm%nrwuw_hm
over,
.Under <>.—. the tax which business

_pays on mactinery, trucks, equipment

and certain other purchases will be
refunded. This is a R6 billion a year
saving to business.

- “This .boost will help shorten the

recession. There is obvious <w_=a in
that,

But what about the- om.onn on the
average family?

Professor Louise Tager, chairman of

.1€ JUS.Ness. ...1e COnsumer . 1enpa.c
price that had ‘been-inflated ‘to tak
accountof GST on business costs ANI
paid GST again when he or she bougl
the business's products.

Thankfully, VAT breaks the GS1
on-GST effect as all businesses ca
subtract VAT paid on items that the
use to run their business from VA
collected on sales.

Businesses will have leaner co
structures and the benefit can be passe
on to consumers. In other words, a
automatic 10% price rise on existin
prices need not be inevitable when VA
comes in. Alowerriss — ORDROPII
PRICE — would indicate the firm wa
trying hard to pass on savings to ordiriar
people.

Vigilant consumers can ensure the
receive value from Value Added Ta
by being very watchful of price rise

.and by challenging unwarranted pric

increases.




GST. ‘Bt Why change? I fact,
pay tax at allt? O

&

Witholt tax;

harboui decay, ¢
Foreign loans arLlill

4\

VAT s being introducag replace

equj
No tax at all seems ideal, Butisit? from Somewhere,

0t the answer, Ppossible, Eff;

ipped,

You, the taxpayer, a
making that miracle pgssible. pet
. FAIR AND EFFICIENT
1t is important that the tax Systems
We adopt be as effigien and fajr a5
Teient - so we get inithe

Youhave 1o repgy them, with interess, money we need, Fair -s0 every Sty

We have 1o pay our

° b OWN way as 4 African
nation ... and one Wway is through tay, nation’s future,

makes a contributipg to the

Fl09d reliefand famine teliefhaveto  An eminent economjsy like Dr Azar

be paid for, Those helicopter

pilots Jamine of Econometrix hag calculated

and navy divers ypg did such agreat .. ® Cont.p 3
—_—
T e L o i
® From pl2 ' . business premises and equipment and  that helps ofﬁciaITSpM the evaders
that a goal like full electrification would - the material they buy to tum ing goods  and their tricks,
costR1,4billioria year. ‘Atotal assault for the consumer. So prices are not Therefore, abuses should be mas-
onhousjnggqpldogs wouldrequite RS increased because of tax, only to be . sively reduced and ordinary taxpayers
billioria yearsi - taxedagainlater, as happeris with GST will Dot end up giving’a disguised
1t docsn' matter what national goals - the so called GST on GST scenario, “stbsidy’to tax tricksters,

or priorities are set - money will be
needed:to finance the efforts, There-
fore, a'fair, efficient tax system is a
‘must’ < no matter which party is in
power. f

Some of those taxes hay, to be on
spending. Currenily about a third of
the South African Budget is accounted
for by taxes onspending. Without this
contribution, taxes on income would
become punitive,

VAT, like GST, isa tax on spending,
But internationa] experience shows
VAT is fairer and more efficient than
GST. .

NO TAX ON TAX
The VAT system allows businesses
to claim back the VAT ey pay on

n,addition; better VAT information
will help to uncover other forms of
evasion, in particular income tax eva-
sion, .
A BROADER SPREAD

VAT isalso levied ona broader range
of goods and services, There were
many exclusions and special cases with
GST. Sothe system ias expensive to
administer and many items escaped

LESS EVASION 320

Some unscrupuloys businesses also
found it telatively easy to evade GST
Or engage in other tax abuses,

VAT creates what the expertscall’a
clear audit trajl’ - allowing the taxman
to check exactly who paid what tax
when. They can track what cost items
come into a business and what added
value is created and passed on by the ‘the tax net,
business. In addition, VAT spreads the tax

Substantialinternational VAT moni.  load more evenly over both rich and
foting experience has been built y . poor. S X
The Intemational Moneiary Fund an% A poor family’s spending is domi-
the European Community ona nated by everyday purchases. These
Lot of this information to South Aftica.  Were just about all taxed under the
The result is a computerised system  GST system.

P But arich family’s budget often ex-
tends into sophisticated service areas -
like lessons from the golf pro, or fees
for accountancy services, or fees for
an architect to daw up plans for a
‘designer home’, ! B il

Sophisticated sepvicessuch as these
escaped GST. [his meant the rich
man's lifestyle was Jess subject to tax
than the poor man's, And that is not
fair. 4 5
The point is provedina simple, basic
area such as light and heat. The poor
family paid GST on their candles, coal
and paraffin, The rich family paid no
tax, however, on electricity.

VAT taxes the services, too, - .

VAT, then, isa fairer, more efficient
1ax, GST cotnes off poorly in'jist
about any comparison, It has to go,
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VAT will not

increase clay
brick pric

Finance Staff

The introduction of VAT
will not increase clay
brick prices and in turn
will not influence prices
of building and construc-
tion work, according to
the executive director of
the Clay Brick Associa-

tion, Leon De Brui
He was responding to
recent claims made by the

National Association of
Home Builders that the
cost of a new home could
increase by between 5 and
8 percent as.a result of
VAT.Q_%ZO

“Préliminary ¢ -
tions on handindicate that
in most cases VAT will
not affect the price of clay
bricks.

“In fact one of the As-
sociation’s members
claims a small decrease
in their brick prices upon
the introduction of VAT.

“Calculations indicate
that savings do occur be-
cause most brick makers
mine their own clay”.

Substitute brick prod-
ucts such as cement brick
and blocks could increase
as a result of VAT said Mr
De Bruin.
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SABC concedes on
llg%e disc '

By Paula Fray
Consumer Reporter

The SABC backed down on a
decision not to pass on the
2 percent reduction in VAT
on 1991/92 licence fees yes-
terday after talks with the
consumer watchdog body
Vatwatch.

The corporation is now pre-
pared to accept licence pay-
ments after September 30 of
R147, despite R150 being shown
on statements sent to viewers.

Those who pay before Sep-
tember 28 will estape VAT.

Important signal

The SABC-had said that for
technical and administrative
reasons it could not reduce VAT
on licences from 12 percent to
10 pércent, but that adjustments
would be made next year.

The decision to charge only
10 percent is seen as a coup for
the consumer body.

THE STAR:

WATCH

Vatwatch chairman Profes-
sor Louise Tager said that by
recalculating the VAT rate on
licences, the SABC was sending

" an important signal to com-

merce and industry.

“Large organisations ought to
set an example to smaller bu-
sinesses and discourage anyone
from using weak arguments as
a smokescreen that prevents
consumers from enjoying cost
benefits from VAT.”
®A 45 mmute televnsxon pro-

COllll

S {911,

sy

Produced by a Iiaadmg ﬁrm
of tax “consultants, the" pro-
gramme will he screened each
‘Tuesday.” and * Wednesday at
-915am, The final programme
will be shown on September 25.
A Vatwatch spokesman said
the presentation had been deve-
loped to counter public igno-
rance about VAT’s cost effects.
“Consumers must not fall into

.the trap of believing that busi-

“ness costs, and therefore prices,
will rise as a result of VAT,” he
i sald

Fall avgagf_

.“Businesses registered as
‘vendors’ in terms of VAT will
obtain a full tax credit for their
. In this way, VAT will

gramme, dey
public 1gnorance about the ef-
fect of VAT on prices, is being
screened on TV1 this month.
According to  Vatwatch,
which will monitor price trends
before and after the introduc-
tion of VAT, the programme ex-
plains why the new tax need not
cause a general rise in prices.

not be a cost borne by the busi-

“In fact, tax that business
-used to pay on a wide range of
-items will fall away under VAT.

“This major saving which the
business sector will begin to
enjoy on September 30 ought to
be passed on to consumers.”
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|'SABC backs

on TV licences
“The Argus Correspondent E
:{ 'JOHANNESBURG. — The SABC has backed down

*|+'reduction-in VAT on 1991/92 licence fees, ,

)| watchdog body, Vatwatch, yesterday.

1. cence payments after September 30 of R147 — de-

AT

down over VAT

oh a decision not to pass on the recent two percent

The decision followed-talks. with the constmer

VAT willbé implemented on September 30, .
The.corporation is néw prepared to recéive li- -

spite R150 being shown on the statement mailed to
viewers, Viewers who pay their licence fees before
September 28 need not pay VAT. L

Today’s decision follows. an announcement by
the SABC that for technical and admistrative rea-
sons it could not reduce:the VAT payable .on li-
cences from 12 to 10 percent, Adjustments would
be made for next year,'the:SABC said.” i !

The decision to charge only 10 percent VAT is
seen as a coup for Vatwatch which has calledia
meeting with i)eading‘ grocery and food manufac-
turers, wholesalers and retailers‘tomorrow. :

The recalculation of costs and prices, ‘following
the recent two percent.drop in the VAT rate to 10
percent, is on the agenda. = - . :

Vatwatch chairman. Professor Louise Tager said
the organisation welcomed the change. H
* “The amounts involved may. be sniall, but: the
principle is crucial: every business .and:organisa-
tion that charges VAT on its products and services
has an obligation to the public to ensure that the
recently announced reduction in the VAT rate gets
passed on to consumers,” Professor Tager said. ; |
*, Professor Tager said by recalculating the VAT
rate on TV licences the SABC was sending an im-
portant signal to commerce and industry. H

““Ldrge organisations ought to set an example to
smaller businesses. and discourage anyone from us-
ing weak arguments as.a smokescreen that pre-
vents consumers. from enjoying -cost benefits. re-
sulting from VAT - S e
"Professor Tager said Vatwatch was ‘appealing to
the' business sector and other ‘organisations . regis-
tered as VAT vendors to introduce the new;tax ef-
fici(tent]y and correctly in order to derive; and pass
on-to, o
VAT

e

nsumers, the cost savings inherent. in the
system. - R 4

W
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Building the Nation

Last- mute,rush

THERE will be a last-
minute rush into resi-
dential property to
beat the introduction
of VAT, followed by a
boost in pnces for ex-
isting housing, accord- |

By JOSHUA

he predicts.

P

“While an existing

RABORQKO home obviously does not
time,”” says Camdon's di-  have the VAT factor built
rector, Mr Bryn Hossack, i as it were, the general

The seven percent

Hossack alludes fois inre- -

ing to predi by’
expects.

“Ag the September 30
deadline approaches, we
are seeing an uplurn in the
tempo of inquiries as
awareness grows that sdv-

spectof ion, forthe
first time, of the contrac-
for's services, after Sep-
tember 30. Under the old

-GST system, only the raw

‘materials were taxable .
The  re-sale of

effect of VAT will boost
housing prices on to an-
other level.

“The prices of exnsling

Tr|

tax due on a 000
fiouse, on whichabout R40
000 is building mateials,
would be R7 200.

All homes sold by a de-
veloper or by a registered
enterptise will become
“Vatable’’, points oul
Hossack, imespective of

homes W|ll be caughtup m whether the sale is part of
will prise’s mail
still maintain their tradi- business or not.
tional lower price gap rela- He said every purchaser
tive lo new homes. of property from a devel-
Based on the 12 percent  oper will be charged with
VATratconthelabourand VAT, irrespective of the

profit factor in new-house

nature of the property.

ings of about seven to 10 sccondhand homes will in-
P i ial prop- wilhthe
erty prices will be possible lm:rcased cost. u[ ‘construct-
if the sale goes through in  ingnewl VAT,

The value of existing homes will rise by atleast 7 percent when VAT (s
introduced later this month.

The 1y-built prop-
erty bought from a devel-
oper will therefore be more
expensiveandre-saleprop-
erties sold by enterprises
will also be Vatable.

The good news is that
private second-hand resi-
dential property sales will

“not be taxed.

“There may well be a
breathing space before re-
sale prices begin to move
upwards. But they will rise
in due course in sympathy

.- with the increased cost of
new construction brought

aboutby taxationof labour,
malerials and profit.

“The market pricé of
second-hand privale resi-
dences will increase, the
only question being the
timing of thatincrease,”” he
added.

“For new homes, any
contractsigned before Sep-
tember 30 escapes VAT,
provided the property is

* complele in every respect.

“For existing home, my
own guess would be thal
buyers will begin to sce the
spin-off eflecls on prices
by the end of the year.”

Prospective property
owners would therefore be
well advised lo go ahead
with their plans bcfore

i d, he

T is
added.

For those who alrcady
ownproperly, the introduc-
tion of VAT will, in duc
course, cffectively give
them a seven percent or 0
“bonus’ on (he value of
their property, courtesy of
the Government. R
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Croeser ¢

(24
W i

PRETORIA ~— A single tax admini- -
stration and collection system serv-
ing central, regional and local gov-
ernments would have toibe part of
any new dispensation, Finance De-
partment director-general Gerhard
Croeser said yesterday. ;

He told a conference on the future
of local government organised by
Unisa that even with a limited devo-
jution of power, regional.and local
governments would be unable to
finance all expenditure from their
OWD revenues. "

N ¥
Formulae

Revenue sharing between local, re-
gional and central governments
would therefore be necessary.

Croeser said it might become es-
sential to appoint an independent,
possibly judicial, bedy to ‘decide on
sharing formulae. B

In the past, financial relations be-
tween the different levels of govern-
ment were often dealt withjon an ad
hoc basis, resulting in a fragmented
and uncoordinated system that ham-
pered planning at all levels. ~

Croeser said local authority

unified tax’
F R (o= 13[q]

leaders were uncertain and disturbed

! about the financial burden’ existing

white local anthorities would have to
bear after the creation of integrated
municipalities. - .

However, he said- the increased
burden resulting from intégrating
local authorities would mot be un-

... revenue. It
% This couid include a scaling down
- of service standards and_services,

al

[ 1| eeraLD ReLLY '

-manageably great. v :
In a new constitutional dispensa-
tion, a new structure for inter-
governmental relations would have
fo be developed. This would include
the financing of local government.
Croeser said a recent survey had
found that existing sources of local
government income were not always
optimally exploited and there was
considerable room for increasing

particularly in white local authori-
ties, to enable the financing of basic
and necessary services in bordering
black communities. ,

* For instance, he said, property tax-
es for all white local authorities in
the four years after 1984 increased by
an average of 11,9% a year for re-
sidential properties .and 13,3% for

“-business and industrial properties,

while the increase in the CP1 amount-
ed to an average of 15,9%.

The local authorities could have
earned an additional R200m if rates
had been raised to keep pace with the |
CPL The same reasoning applied to
service revenues.

The present government structure

. was relatively centralised with 55%

_of general government spending at
central level, 29% at regional level
‘and 12% at local level.

LI 3




edical, fées ‘up
‘Staff Reporteﬂw lﬂﬁ\q‘ .

DOCTORS’ feesare expected ‘to in-
:crease by eight. percent.when value-
:|+added tax comes into effect at the end
- of the month, according to the Medi-
-| cal Association of South Africa. = -

The chairman of the Federal Coun-
of Masa, Dr Bernard Mandell, said
djustment was made, by taking into
ccount that a. portion -of medical
*| practice_was already: subject to- GST
.|, and other input.costs-were reclaim-
‘/able’ from the Receiver of Revenue..
Masa had: éarefully weighed the:im-
act of VAT on thedical practice,with
iew to minimising the .cost.to
tients. . D
Dr Mandell said ‘Masa wasi'still
+|;worried that:the government had ‘not:
-|s8een its ‘way clear to zero-raf:
‘:medical services. . :
He said: “Wheéreas Masa
““ates that patients treated iri ¢
‘I sector will no longer be ré )
i:pay VAT, we are éxtrémely, dissap-
{:pointed and‘concerned that this rélief
has not been passed on-to ‘pétients in
e private Sector, o )
“We. have warned the ‘government
+that many poorer patients presently
‘treated in the private séctor will not
‘beable to;¢cope:




DuPlessis face

249

By m:Q Ludski

the 13th’s unlucky under-
ne nEmrn provemore than fateful for
e government's nonqo<nnm~m~ Value
dded.: .H»x (VAT) plans.

Itcould be the day Finance Minister
E.g& du Plessis’ worst :<>A.an«:

H..EF% is the deadline for.a. :ﬁomon-

ted mnaagaa between. a special
c;cbm commitiee of government fi-

Ir 5@% fail to reach an accord; Du
“Plessis mmo@m an all-ot battle with the
community-based organisations and

trade EE,Em| the VAT Coordinating
Committee—whoared ding that
VAT be postponed.

W%3§~NE<8 of all South Africa’s
major trade unions will meet in Johan-
nesburg on Friday in readiness for the
VAT war.

The working committee report is
scheduled tobe presented to D Plessis
‘next. Monday and all indications are

sthat it could be:the: harbinger of ill-

tidings for him.

Said®trade unionist Mr Bernie ..
Fanaroff, chairperson of the VAT Co- -

ordinating Committee and a repre-

.sentative on the: working committee:
#We .are ‘meeting ‘on Thursday ‘and -
m.niu% and if we can’treach a, nﬁwon- -

s Friday 13th °V

all-out war against <>.H.

“There has been a strong public re-
sponse to VAT and éur people have
already been mobilised. Idon’t believe
itwill be toodifficult to mustersupport

- for this campaign,” Fanaroff said.

He said that the VAT Coordinating
Committee; which represents a broad
grouping of pressure groups including
trade unions, the ANC, PAC, welfare
groups and the Housewives’ League,
have already planned protest meetings

expected to take place nextweek.

. - He said that a national VAT summit
- wis planned for September 23 as'a
follow-up to the’one held ;

.throughout the couniry. The first is -.

ATmare’

' toconsumerresistance to VAT, thereis
little confidence that Du Plessis will be
easily shifted from his categorical ‘no’
to postponing VAT,

Neil Coleman, publicity secretary of
the Cosatu, said: “Du Plessis has said
categorically that the introduction of
VAT is not going to be delayed so why
has he allowed a working committee to
be formed?”

The VAT Coordinating Ooﬂﬁ::om is
represented on the working committee
byCosatugeneral secretaryJ: w%ZEacc.
legal expert - Dénis Davis, tax! _miv&n

* Henry" Vorster and oooaonzmm >NE,
‘Jamine. '

Hamwwaourogw. e fear of 50
EEEQ. 13;.could take ofa whole riew

" theaning for Du Plessis this m:nw%
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Food sector to pass

R 22

on VAT benefi 1
LESLEY LAMBERT _‘._3@ '
ATCH achieved another victory yes- |
terday when representatives of all sectors
of the food industry agreed to support its
campaign to pass cost benefits of the new

tax om to consumers, i
This follows the SABC's decision, after
discussions with Vatwatch on Tuesday, to
reduce TV licencé fees in line with the

reduction in the VAT rate to 10%.
A hundred representatives of the food
and grocery sectors agreed at a meeting

with Vatwatch $o pass on'savings estimat-
ed at Rébn. - \B wl1i4l.
But, in another development yesterday,

Vatwatch came under strong attaek from
the VAT Co-ordinating Comimittee which
claimed it was “propagating” the new tax
and called on organisations participating
in it to withdraw. . . i

The committee, established by organisa-
tions such as Cosatu and the ANC, which
are opposed 'to aspects of VAT, said two
Vatwatch participants had withdrawn
while -the National Civies Co-ordinating
Committee had suspended a series of
workshops with the VAT watchdog, |

Responding to the attack, Vatwatch
chairman Prof Louise Tager said: “Vat-
watch was never founded to defend or
explain VAT but simply to ensure that if
and when VAT is introduced, consumers
geta fair deal” . . o TOnl

At’ yesterday's ‘meeting with the food
industry, many of the companies repre-

O To Page 2

VAT “"*" 2l

sented agreed to sign a Vatwatch pledge to
pass on savings in the form of lower prices
or slower price increases. They also
agreed to maintain pressure for the ex-
emption of more basic foodstuffs to relieve
the poor. Among those that signed the
pledge were Game, Spar, Metro Cash &
Carry, Score Supermarkets, Fedfood, Pre-
mier Food, 1& J, Unilever and Blue Rib-
bon Bakeries.

Unilever chairman Nigel Clayton said
cost reductions from the removal of GST
on advertising and other intermediate
costs would be passed on provided retail-
ers and wholesalers did not increase their
profit margins.

Retailers undertook to do their “level
best” to bring prices down.

But while all participants were unani-

29

mous in their intentions to address VAT’s
impact on prices, they said there were
factors that would limit their ability to
make the new tax deflationary.

Inflation, recent fuel price increases and
statutory food price increases would re-
duce the savings from’input credits, Game
MD Clive Weil said yesterday.

He said retailers were also concerned
about the lack of any clear signals to show
that suppliers intended reducing prices.

Premier Food financial director Mike
Renwick said while Premier would do all
it could to reduce the impact of VAT, input
credits would affect only a fraction of its
sales, limiting the scope of its ability to
pass on benefits.

® Comment: Page 8

0 From Page 1




[ S AP S S
T

The Star Friday September 13 1991

FRICA

i

i

B

3

i}

By Paula Fray
| @onsumer Reporte!

“f. wm

A %he working group estab-
|- tished between the Govern-
|-'pient and the Co-ordinating
| Gommittee on VAT meets
|-tetay as plans for country-
Fide protests get under way,
Ffcording to a statement is-
&ied by the committee yes-
| {&day.

~The Co-ordinating Committee
FE VAT has also called on all
oPganisations taking part in
twatch, a body set up to mon-
iffr abuses of the new {ax sys-
tem, to withdraw from the
Wwatchdog body. The committee
§a1d Vatwatch was an “ineffec-

K R

—In the present context Vat-
watch serves to propagate VAT
rather than be a watchdog,” the
committee said.

Civic Association of the
Southern Transvaal representa-
tive Sam Ntuli and Andrew Ball
from Labour Research Services
have withdrawn from Vat-
watch, while the National Civ-
ics Co-ordinating Committee

has-suspended a programme of

atchdog b
ermed ine

workshops with Vatwatch until
its national body has met.

Vatwatch chairman Profes-
sor Louise Tager emphasised
that the organisation had con-
sumers’ interests at heart.

“Vatwatch was never formed
to defend or explain VAT, but
only to ensure that if or when
VAT was introduced, consumers
would get a fair deal” Profes-
sor Tager said.

The joint working group, con-
sisting of representatives from
the Department of Finance and
the VAT committee, is meeting
to investigate the postponement
of VAT, the effect of VAT on the
cost of living, and alternatives
to VAT. The group is due to re-
port back to the Minister of Fi-
nance and the VAT committee
by Monday.

Meanwhile, a wide range of
protest actions scheduled fo
start next week are being
planned by the co-ordinating
committee and its component
organisations, according to the
committee.

Public meetings will be held
in Johannesburg and Durban on

ffoc

od

3l e

Thursday, and four separate
public meetings have been
planned in Cape Town from
September 17 to 26.

Cosatu is also planning a
number of pickets and marches.
Marches are planned for Johan-
nesburg and Bloemfontein on
Wednesday. These depend on
whether permission is granted.

Daily lunch-hour pickets are
planned at the Receiver of Rev-
enue offices in Vereeniging.
Permission has also been ap-
plied for for marches in siX
western Transvaal towns on
September 21.

Petitions

According to the committee,
thousands of people are still
signing petitions. The Society
for Dispensing Family Practi-
tioners has collected 330 000 sig-
natures, 130000 of which have
been delivered to the Minister
of Finance. The Citizens
Against VAT petition campaign
has collected 10000 so far.

Several more organisations
have joined the Co-ordinating
Committee on VAT since last
week. The latest organisations
to join include the PAC, the Na-
tional Council for the Aged, the
Consumer React Campaign, Cit-
izens Against VAT and 11 health
organisations in Natal.

e
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to pass

Some 100 representatives of the
food and grocery industries yes-
terday supported a plea by Vat-
watch to pass VAT cost bene-
fits on to the consumer.

The meeting, convened by
Vatwatch, considered the ef-
fects of VAT on consumer
prices, and the representatives
were asked to sign a “Yatwatch
pledge”. L s

In terms of the pledge, com-
panies promised to:

@ Encourage suppliers to pass
cost benefits derived from VAT
along the commercial chaid.

@ Pass on to custamers the
same benefits ~ and encourage’
them in turn to do the same
with their customers. -

@ Ensure that pricing policies
reflect the beneficial effects of
VAT, to the ultimate benefit of
the consumer.
@ Encourage

all business asso-

TFood and grocery com

@%

anies pléﬁég

nefits to copsumers |

L
tes to adopt the Vatwatch
pledge. .
Several cormpanies have al-
ready signed the pledge.

wrpe elimination of input tax -

as a business cost could amount
to an enormous saving for com-
merce and industry,” Vatwatch
chairman Professor Louise
Tager told the meeting. :

“The passing on of this saving
to consmers could amount to
the most meaningful contribu-
tion yet in the fight against in-
flation.” :

Sa'v‘ingsv

I.']nile.ver chairman Nigel—

%Clayton said cost reductions
~from the removal of GST on ad-
‘vertiging, consumables and
other intermediate purchases
did not increase their profit
margins.

Unilever would pass on these
savings, despite having spent
R1million on appropriate sys-

. mitment by

teq Z) handle VAT, he said.

Pick 'n Pay chairman Ray-
mond Ackerman said his group
would do its “1evel best” to
bring prices down. !

He appealed to the Govern-
ment, however, to consider al-
Jowing “add-on” pricing where
the tax component was shown,
primarily for administrative
reasons — a call echoed by OK
Bazaars. K

Professor Tager said the Vat-
watch pledge was significant as
it amounted to public com-
business to consum-

ers.

“The imminent introduction
of VAT has brought the busi-
_pess/consumer relationship to a
crucial stage. Either business
and consumers will take hands,
face the VAT challenge con-
structively and optimise its
benefits to the full, or an un-
bridgeable rift could develop

- hetween the two parties,” Pro-
“fessor Tager said.

'RICA
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VAT meeting*~ \ 9

. 39194344}
M'The Value Added Tax g)‘-onmut)ng\
Comnﬁttee,SpearheadedbyCosam,is
tomeetFinanceMinisterBarenddu
Hess'son’l‘msdayonﬂleVATisue.
Itise:qwemdthatﬂlebﬂaﬁemlwork-
inggmupsetupwcomideru:eimpli-
cations of delaying VAT and related -
_rnatterswillhavempoﬁadby&nen,:_md

~r— e uitalks. &
“The state and (e ;
v Saccola hoped for a1,
ing-shop,” said a W
J ( tive, “They fowW 858 W,



Whers, youl be, paying Vat,_

r Food Malze meal and brown bread are zero-rated**,

& Ok ] Transport Public transport by bus, taxi or traln is exempl*,

v 1 q mal\m éustwlllnotbe.Coma- T
Value Added Tax &n a inema liy i tingto | M Payments o stale and provinclal hospitals and clinics are exempl. Payment to
ficket is not too but these costs will be impossible, unless a medical practitioners and for medical services provided by the private sector subfect
what do you do when you clear record is kept. The tax involice to VAT. Medical ald schemes exempt from VAT, ,
ente:l:lnr;pt:;sylr;erzzigz:fzon a 3 1o split thi and the em- i Reglstered educational Institutions are exempl, Including privae schools.
DAVID CLEGG locks atthe &Pmﬁ?ftmnm:wb;:;p&bmmm Insurance Ltie insurance is exempt, but short term insurance s taxed, '
logistics of VAT on d imes m‘; unting dtepart- Property There is 10 Lax when the transaciion Is betwaen two individuals. However, tax Is
menl 1y restauran not regu- P i i

VALUE Added Tax on enterfamment Tarly issue tax Involees, and out of. Payable when a registered verxor is involved, Transitional.relief will be granted.
expenditure Is c:)x:'l:l:)f the most awk- f:Wl; ‘t!nplﬁ_eﬁ Sh&:ﬂd rﬁn?bza Accommodation | Residential rentals are exempl® but not hote! or boarding house rentals.
ward provisions of the new tax system,  Ways 1o ask for such an involce

A VZT input credit Is denleys on ' Loy xt)‘r'n une;‘; wi&len n‘::::ﬁ};] d: “fa: Entertainment Enlranca fees to theatres, clnemas, z00s, circuses, sports grounds are taxable.
“

‘goods 0:') ‘_S:n"“” s"‘Zﬂ{"'ednf,‘lﬂf mllkdy ml;:y",émm willprepare | Protessional The fees charged by accountants and lawyers are taxed provided annual Income

Hilon of enteetazument edes o spinvolce lmmediately, excoeds R150 000.
(whether in the form of prep: i i
g of personnel from around the opun- A service by an enterprise regisered for VAT is taxable. But these registered
m‘aro :':'S), mfnﬂ_ﬂ:ﬂ :sc'ﬁoﬂ. 2? andputs onalunch, theatreevening | Consteuction vendors may clalm tax credits, therefore reducing costs if savings are passed on to
ty of all kinds, The only exceptions to a‘“’"m‘“ entertainment, it must remem. the ISTEn
“:;:_IESIE - Visiting poin by ol “':‘;: Wett servi Non-exempl, that Is they can claim back tax paid on goods and services they buy. If
0 an em: . ellare Services || they charge even a nominal amount for their services 1hils is bject to VAT,
ployee (of that compatr:ll’y) away from  those fo‘l;he loe?j employees also at. Y charg S subje
home on business ove ght. ®An “emsalpl o“eyee away from home Legal Gambling Horse racing betling is taxable.
mm&&mﬂ:m %eemugjl:’;vﬁ ::f;;;‘;{' employee. |gpates Waler, efectricity and refuse collection Is taxable,
s;nrvlce. Sl;:h ;:t ";HIS on South Afri- other group companks whomay | Postal Services Telephone accounts and postage will be taxed,

OThe entertainment is supplied by Say, for example, the groupmanage- | Precious Coins Coins obtained as collector's ftems are taxable but Krugemands and other legal
Local Authorities at public amenltlés ment company sends someone to assist tendsr are 2éro-rated**,
and byodrermiqpr'stswllid! regular-  your company In a project for two
Iy supply mtenanuneft. z:eks and you pay the hotel bill and Second-hand Not taxable i sold by private individual, Taxable if soki by a dealer.

‘There are a range of diffi inthe er enter Noaed. |goods
aren of entertainment, especially those it can be claimed. So it makes sense for N P
relating to normal business entertain- Tead office to pay its own accommoda. | Imparts 'mg"é:sk"lom the | ependant” h tands, Transkel, hk s Venda
ment. i expenses, claf f and Ciskei, are not taxabla i 9 import is to be used to make a laxal le supply. it is
Firstly, it does not howgenu-  creditand ch feere- Jaxable i tis to be used to make non-taxable supplies, for example, exempt goods.
ine the bush maybe lating to the overall services which will, Imports from other countries are taxable. A service by a non-resident fo 3 South
—thereis no VAT credit. in turn, be subject to VAT and a tax African resident is taxable if the Imported service is used to make non-taxable

Secondly, not only direct entertain- eredit in your hands, Significant sums supplles. For example, the service of a forelgn relnsurer to a local lite insurer is
gm‘:;m 2uﬂdth costs may Tmmﬁﬂmnd“a\m& taxable but a similar service rendered e a shorerm insurer, service is not taxable.

For example, not only does the sugar, tainment” expenises. Just as in the pre- | Exports Zero-raled" o countries other 1han TBVC states.
tea and milk for ¢ ’notqual: ceding example, paylng the hotel and P
ify for credit, neither does the cost of  other expenses of a visiting fees|l Ipfees of clubs or are taxable.

CUPS, SALCEr, §) or fea) may make good business butis -

Algnunﬁng ,sym, memfp:ri need n o::’;l AT eﬂgeeﬁve. sense, Fringe benefits Non-taxable services, for example low interest foans, are subject to VAT, but
to be able fo highlight these non-  @The accommodation and entertain. proviston of taxable services, such as foreign travel, s not taxed. Althpugh
qualifying categories so that they are ment expenses incurred by partnersof a employer bears the cost, it may passed on {0 the employee.
not accidentally included in tax eredit professional practice away from home -
daims in returns. overnight are not, under existing law, Death Coflins, wreaths, undertakers, and burial sites are taxable,

I",‘.'PM’ h\gmdue Evl nga MJ“. e M,;: ffb-'eft to m.adAl}‘mlszthey arenot Unions Union dues and employ such as I are now
claimed, the following points need to lsdeanedmbem.mmp.-gemﬂtysep.’ exempl*, -
bebomein mind: arate from its members, this does not/ Not subjct to VAT,

®Where an employee is away over-  extend todeerning an emplo; mah.l Mortgage bonds
night, he may well entertain out of tionship to exist, Itis possﬂ‘;le the law'
towm clients or associates. Although  mayhe ERET ror VAT . i5 on goods and servieas Abors |

entertainm relatin; 3 nsumer pays no T dialm tax ¢rodi goods and servico: Iy
;"‘,ﬁmw’ w relating wghtg g‘l:," :::“ Clogals apertner of Emat & [ 71 ZERO-RATED: | Gonsumer pays no & prise soling clalm tax crodits on goods and sorvices It buys

O3 - —
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Smart Money /A guide to persondl finance:

The taxing

question

o

thefu

AX is an inportan!

merits of various vehicles for invest-*
‘ment, including those which make provi-
sion for retirement. X

A - .
m‘immuéf’ Al .

How the 'new’ South Africa Is taxe
could affect your savings and
1t plans. REG RUMNEY

In the fluid ic ci of
SmthAﬁieanow.insalsommoﬁm -

. Aainty. i
“What tax regime will exist in the “new" Sonth Af-

jth certain investments?
The tax re| inwwiubeaﬁecwdmmﬂybypoliﬁ-
cal pressures for redistribution, but by world|

trends.

There isn’t really any
way of predicting with
absolute accuracy what
will happen — bot there
a few pointers.

Judging from what has
been written and said so
far, the African National
Congess favours a pro-
gressive tax system {the
‘more you eam, the more
you pay) which penalis-
es the rich 1o give to the

against top tax rales be-
ing moved up too high,
there is precedent for
raxes such as a capital
gains tax.

Awplmlgalmmxwiﬂdmge\hcwaypeophm
gt hard assets as investments.

Buying one’s own house, for instance, has beea

ideved a good investment for One
is that money which ‘would otherwise have va-
pished in rent is converted over lime into a capital
investment. The other is that the profitonresale isa
capital gainmdscizisnolmﬁ

‘Subsidised mortgage payments, now tax neutral,
have also made. housing aitractive and distorted the
market.

Buying houses ively for future resale and
profit has, on ‘the other hand, been risky, and rent-
ing hasn’t been ‘highly peofitable (except, one sus-

time landlords have tended

pects, that small hav notto
declare the income from their properties).

A capital gains tax would strengthen a trend away
from bigger houses towards smaller ones, or make
renting more atrackive, ‘perticularty if it went hand,
in hand with progressive property LXes.

Tt would take the shine off a range of hard assets,
from Krugerrands 1o Persian carpels.

A future government might also look anew at the
1ax breaks available on vehicles such as retl t
annuitles, on the that they favour the rich
rather than the poor, who rely on company pen-
sions end provident funds.

Now, contributions to retirerment annuities, 85 10
pension funds, are tax deductible up to certain de-
fined limits.

looks at the best ways to protect your
money

shares on the Johannesburg Stock Exchange. This
mymkedwtmmofchmwhngapuwusgeofnw
funds handled by assurers towards socially desira-

. ‘ble investments.

Any tax moves that
might affect the money
invested by the holders
of life insurance policies
and by pension fund
members will be resist-
ed by the assurers, and
presumably by the nu-
‘merous policy holders
themselves.

The life insurance in-
dustry has already come
under fire from some in
the banks and building
societies (now treated

3 it Tak-
ing Instibations™) for re-
ceiving unfair tax ad-

T, s

vantage.

The life insurance in-
dustry’s argument has
been that life assurers
are merely the trustees
of the policy holders*
funds, and they shouldn’t be taxed any more than

overnment has thal
argument entirely is moot. However, the pressure
seems to be off the life assurers for the
luanmmexuremhelasmudge!.spedalewnmn-
erated contractual 5av-
in| ixmﬁmﬁmsﬁmnmyofmemargathmhad
een laid against them, He found “there is no evi-
dence that their funds are utilised unproductively,
that personal ‘saving is metamorphosed into con-
sumption spending (apart from pension payments
used_inﬂﬁswa!).athalmeir activities harm the fi-
nmnainsmbesemwhwwrafummgavmnan
will allow dividends paid by ‘companies 1o remain
1ax free, This now favours unit trusts, a good por-
tion of whose payout derives from dividends, and
50 making them laxable will detract from this in-
vestment o some extent.

What else will happen? The world fashion has
Tbeen 1o promote tax “neutrality” by cutting down on
tax incentives, repairing holes in the 1ax net, as
well as lowering income tax.

But as Hofmeyr van der Merwe senior partner
Henry Vorster argued at arecent seminar, the:
for fiscal neutrality is not universally accepted and
is not easy to achieve.

HenowdtheEighﬁeshxdsemnwbmaﬁmof

liticians and tax ; to eliminate dis-

P

tortions and to simplify the income tax
“The resuls ... are deeply digappointing and the
difficulties in the way of real fiscal neuirality virtu-
ally intraciable.”

them, on the grounds
!twmﬂdnlsobeargnedmmemmﬂ:emwm-
courages le to provide for their own oldage,

the fewer the ‘on the state’s coffers through

social peasions.

‘Removing the benefits of retirement annuities
would cause more people to take out fife insurance
which includes aportion of investment., |

The life-insurance of contractual saving fidustry is
tikely to come under pressute 10 divert some of the
billions it handles towards ive” investment
mﬁmijhan ‘pushing up the prices, of blue-chip,

s Netsats:

‘This is not to say an: futare government will not,
ntually anyway, swayed by world trends.
B\mtdmslnwnmcleanh:gwallthedmmﬁons
of the jax system v{un'thnppenovunig:g—;m:d

the way 10 & 10p mat| rate of 40 percent —
but it's mot there yet and there’s 10 guarantee the
marginal rate will not be: ised again.

,,Whawverhappmwmemxregiminiumme
Key to successful financial planning is to keep a
close ey on changes in the tax structure and take
advantage of them wherever possible.

d
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Cape Times, mmE_de Sep

By AUDREY D'ANGELQ
Business Editor
SOME business people who evaded
paying GST are being caught when
they register for value added tax
(VAT) — and now face bills running
into millions of rands.

The Minister of Finance, Barend du
Plessis, said in Cape Town yesterday
that the Government would have no
choice but to crack down on such people
back payment of GST, in
fairness to other taxpayers.

“They will not be dealt with harshly,”

. he said after speaking at a conference at

. demnity to people who,

the Cape Sun. “But we cannot give in-
by tax evasion,

have r.E.B& other taxpayers.

“There is a berception that it was all
right for them to keep money out of the
coffers of the State. But by doing so they

: Ew@:gmmm the taxpayer’s burden hea.

vier.

| arations for VAT,

But it seems likely that people who
register for VAT in Cape Town at pre-
sent will have no questions asked about

- their failure to pay GST in the past.

The Receiver of Revenue in Cape
Town, Ernst Conradie, said: “We have
had no directive at this stage to chase
people up for back payment of GST.

“And my staff are s¢ busy with prep-
and with giving ad-

VAT nets

lost

_No_indemnity’s

for GST

erglalal

evaders

vice about it and holding seminars to
explain it, that I don’t think they would
have the time.”

Wolfgang Thomas, GM of the Small
Business Development Corporation
(SBDC) in the Western Cape, advised
all business people to register for VAT,
even if they were exempt because their
turnover was less than R150 000 a year.

Otherwise they would have to bear
the full cost of the VAT payments they
had made and would not be able to claim
2 tax rebate for inputs.

Thomas said he agreed that back pay-
ment of GST should be made by people
owing very large sums. But he thought
there should be a ceiling below which
the authorities could turn a blind eye.

It would otherwise be counter produc-
tive because some people would stay out
of the gystem.

Thomas said he thought it wrong that
the Receiver of Revenue could refuse to
Tegister some very small businesses for
VAT. “I think the department is afraid

its computers will get clogged up with
details of all these people.

“But they will not be able to carry on
business if they cannot recover the
higher cost of inputs.”

The campaign to encourage major
companies to subcontract work out to
hew entrepreneurs could be endangered
by VAT if the subcontractors do not
register. Some major companies have
announced that they will give work only
to firms which can provide them with a
tax certificate enabling them to reclaim
a portion of their inputs.

To overcome this difficulty a delega-
tion including representatives of the
SBDC and SA Chamber of Business
(Sacob) has asked the Minister of
Finance for a change in the regulations
enabling the major company to claim for
the VAT portion of its inputs even when
the subcontractor is not registered but
has passed on costs incurred as a result
of the tax. .

- This is one of the matters being con-
sidered by the working committee now

millions

. Byt
discussing possible changes to the VAT
regulations. : D

Keith Foster, chairman of the Johan.
nesburg-based Sunnyside Group ‘-2
consortium of small businesses — said:
“Unless the VAT regulations are
changed its introduction will stop the
growing practice for big business to sub-
contract work to small business.

“To claim that this can be avoided by
the subcontractors registering for VAT
is simply silly. A lot of these people are
barely liter