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Fugl levy increases

C

GOVERNMENT revemg 11!0)1":? t‘jx on fue
is the only source of income running above
budget, signalling there was room for a
. substantial increase in the tax this year.
Latest available Central Statistical Ser-
. vices (CSS) figures show revénue from the
fuel levy rose by 42,7% in the April to
October period to R3,9bn. The increase is
significantly higher than the budgeted rise
of 27,6%. . . ]
Economists said the figures suggested
fuel consumption was not particularly sen-
sitive to price increases, and that govern-
ment could therefore comfortably raise
the tax on fuel by a significant margin.
Government could opt for a substantial
hike in the fuel levy as part of a strategy to
keep the VAT rate as low as possible, as a

higher VAT rate appeared to have a great- *

er effect on consumption while public opin-
ion against VAT was also stronger.

| In the last Budget, levies on petrol and
.diesel a litre were increased by 8c and 6c

respectively. Economists said higher in-

ted ‘this

bf1a3

year.

[ GRETA STEYN

creases than last year could help govern-
ment avoid another VAT headache,

A substantial increase in the fuel levy
would be in line with the stated policy of
raising a greater proportion of revenue
through indirect taxés. . <% ,. " |

Indirect taxes accounted for less than
34% of total revenue in the third quarter of
1992, Reserve Bank figures show, from

. 421% in 1989. Taxes on.ipdividuals now
. accounted for about 44% of total revenue,
+ The CSS figures showed that the income

from VAT was running at almost 10%
below the previous year’s revenue from
GST. Economists.said the VAT rate should
have been about 13% for government to
reach the year's revenue targets,

- -Revenue from- tax on companies and

-individuals was also running well below

Budget — up 5% compared with a budget-

ed figure of almost 17% for the year as a
- whole, ., . ... . co
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From GRETA STEYN
JOHANNESBURG.
Government revenue
from tax on fuel is the
only source of income
running above budget,
signalling there was
room for a subsfantial
increase jn the tax this
year. C_ 1( .

: Latest available Cen-
tral Statistical Services
(CSS) figures show rev-
enue from the fuel levy
rose by 42,7% in the
April to October period
to B3,9bn. The increase
is significantly higher

-Economists said the
figures suggested fuel
consumption was not
particularly sensitive to
price increases, and that
government could there-
fore comfortably raise
the tax on fuel by a sig-
nificant margin. o

Government could opt
for a substantial hike in

the fuel levy as part of.a |
Strategy to keep the"VAT

rate as low as possible,
as a_higher VAT rate
would have a greater ef-
fect on consumption.

TR

than the budgeted rise of
27,6%. ' b




|| Call for lower corpora%
|tax rate to fuel growth

320
PRETORIA - A’ high 48% cor- 3
porate tax rate was a strong dis- 2ORIAN HADLAND
incentive for investment and wag rate system of VAT, MacKenzie
stunting economic growth, Ernst & argued.
Young national tax director Iap - If negotiated politically, the jm-
cKenzie said yesterday, Pplementation of 3 multiple rate
Speaking at the Platform for In. system would lead to higher in-
vestment conference, MacKenzie comes from the tax in particular
urged government to reduce the with regard to the “low-visibility"
corporate rate to 40%, in line with . Informal seetor,
other middle-income econormnies, Investor confidence in the SA
in order to improve SA’s competi- economy would be significantly
" tive standing in the internationa] &~ boosted if more appropriate per-
community, sonal and ‘corporate tax rates
Urgent measures should also be “Geould be established, if the tax
taken to increase the upper per- 8 base was broadened and if an equi-
sonal tax threshold of R150 000 to table, legitimate and consistent
encourage capital accumulation, system of taxation was efficiently
to limit tax brackets to four and to administered, MacKenzie said,
avoid fiscal drag, MacKenzie said, “We are not suggesting the im-
While it was inevitable that VAT N\ mediate implementation of these
would be raised to at least 13% in " Proposals, but it is vita) to set
March and Possibly further in the SOmeaningful goals in the transition-
medium term, government should al period or impair investors’ con-
consider instituting a multiple fidence,” he added.
——— T 2 mu
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Anti-insolvency measures rile public sector and opposition

PRETORIA. — The pres-
ident’s two-fisted blow —
higher taxes and confir-
mation of no further sala-
ry improvements for pub-
lic servants — has been
met with a chorus of in-
dignation from opposition
spokesman and public
service representatives.

Mr De Klerk yesterday told
a meeting of public servants’
groups and teachers’ bodies tax
increases were inevitable to
prevent the country from slid-
ing into insolvency.

Although Mr De Klerk did
not specify which taxes would
be increased, personal income
tax as well as VAT would be
affected, according to an in-
formed source at the meeting.

However, Mr De Klerk said
the tax status of pension gra-
tiuties would not be changed in
the coming budget, thus cush-
ioning the effect of higher tax-
es on public servants who have
taken early retirement.

“We will, unfortunately, not
be able to avoid a tax increase
in one form or another.

“In taking this decision, the
government will naturally take
into account the fact that the
economy still finds itself in a
recession. Efforts will also be
made to ensure that the growth
sectors of the economy are af-

M President De Klerk’s announcement of tax
hikes and no further increases for public servants
in an effort to get the Budget deficit down has
drawn angry criticism from many quarters.

Weekend Argus Correspondent

fected as little as possible.
“The approach, therefore,
will be calculated and objec-
tive, but the ultimate result is
inevitable: And the taxpayers
will, unfortunately, have to
contribute more to the trea-
sury,” Mr De Klerk said.
Painting a bleak picture of
the economy, Mr De Klerk said
the country would become in-
solvent unless State expendi-
ture were further curbed and
addititional revenues secured.
Inflation had dropped to sin-
gle-digit figures in the past
three months — one of the few
positive signs in the economy.
Mr de Klerk said the net de-
crease in State expenditure by
personnel reduction and other
means had not been “anywhere
near enough” fo relieve the ne-
cessity of fiscal discipline.
Reacting to the speech, Dem-
ocratic Party (DP) spokesman
Mr Douglas Gibson said he was
“ d” at the nent

to income tax he must be told
South African taxpayers are
now among the highest-taxed
people in the world.”
Conservative Party finance
spokesman Mr Cas Uys said
the higher taxes would lead to
higher inflation, and the “ordi-
nary man” would have to foot
the bill for the government’s
inability to apply fiscal disci-
pline. ,

The National Professional
Teachers’ Organisation of
South Africa condemned the
proposed tax increases, saying
it would in real terms amount
to a reduction in salaries which
lower salaried teachers will be .
unable to cope with. |

Mr Casper van Rensburg,:
deputy chairman of the Public :
Servants Association, said the
association understood the dif-
ficult position the country was!
in and supported initiatives to'
improve the lagging economy.

“What does he mean? Is VAT
to be increased? If so, at the
very least VAT on basic food-
stuffs should be abolished.

“If the president is referring

, he expressed con-:

cern that the public service,

was particularly hard hit for

carrying the state’s debt and

felt the salary increases for the

past years were inadequate. |
o

1
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day 0. ;
for funavoidable’}'tax in-
creases in the March bud-

get and announced that

South Africa’s ;760 000

public servants would get
only a 5% pay jncrease
#

from July. -

He said the “painful step.s"‘

were necessary to revive the a
ing economy, and warned that un-
less the economy couk_l be placed

i

m
wzln’g{é‘gnctions hevause oF th
& 7 :gtate of the economy. , . .t
. Public Sec- #--Mr De Klerk said, however, that
tor Employee Organisations in ;‘&espite the “grievous” economic

5 ;
‘¢1n a briefing for the Pu

‘Pretoria, which was.also attend-
* ed by Finance Minister Mr Derek
- Keys, Mr De Klerk said all South

Africans had become poorer “in

. the past few years” and there was
no room now or in the foresee-
able future to remove “real, or
imagined” backlogs in publ}c ser-; -
vice pay.”t. . . B - R

The harsh medicine an-
nounced by Mr De Klerk came
after predictions that VAT will
be increased by at least 3% be-
cause of an expected R18 billion
government deficit before .the
March budget and indications by
" MrNelson Mandela that the ANC |

enues, “considerable new’ out-

. the socio-economic sphere,

_“considerably more”, for exam-

?‘ U TR :ﬁf
ay call for the lifting of remain-
he dire;

recession and falling state ‘rev-
lays” would have to be made in

He said the government had al-
ready committed itself to spend

ple, on “the essential elimination
of indefensible disparities in so-
cial pensions”. -
Mr De Klerk said efforts would
be made to ensure that the
‘growth sectors of the economy
glere affected as little as possi-
e. .

-
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Irish wolthound be called — wasn't a;ways

never had a hassle wiin the IWO-Yeal’-OthIa, protective Instinets are aroused.

so big. He wasn't the biggest in his litter ™ wilthonitd’s temperament. He grew up wif

at birth, when he weighed only about 500 g.
grown to a staggering 73 kg.

her daughter, and has never had problems
But by the time he was a year old he had  with children or with the horses she keeps’

on hersmallholdmg

Nice Blarney, very nice Blarney. Blar-
ney, put the photographer down now Blar-
ney ... Blarney!

Taxes must be lncreased

THE State President’s-

two-fisted blow —
higher taxes and confir-
mation of no further sal-

ary improvements for,
public servants — has’
been met with a chorus -

of indignation from op-
position spokesmen and
public-service represen-
tatives.

De Klerk yesterday
told a meeting of public
servants’ organisations

| and teachers’ bodies that

tax increases were inevi-
table to prevent the
country from sliding into
insolvency.

Although De Klerk did
not specify which taxes

would be mcreased per-
sonal income tax as well
as VAT would be affect-
ed, according to an in-
formed source who at-
tended the meeting.

However, De Klerk-

gave the assurance that
the tax status of pension
gratuities would not be
changed in the coming
Budget — thus cushion-
ing the effect of higher
taxes on public servants

who have taken early re-

tirement,

“We will, unfortunate-
ly, not be able to avoid a
tax increase in one form
or another. In taking this
declsion, the Govern-

ROBERT BRAND
and DEREK RODNEY

ment will paturally take
into account the fact
that the economy still
finds itself in a reces-
sion. Efforts will also be
made to ensure that the
‘growth sectors of the
economyare affected as
little as possible.

.“The approach, there-
fore, will be calculated
and objective, but the ul-
timate result is inevita-
ble and the taxpayers
will, unfortunately, have
to contribute more to the
Treasury,” De Klerk

Pamtmg a bleak pic-
ture of the economy, he
said the country would
become insolvent unless
State expenditure were
further curbed and addi-
titional revenues se-
cured. Inflation had
dropped in the past three
months — one of the few
positive signs in the
economy.

“Greater fiscal disci-

pline is necessary — and
also your and my addi-
tional taxes are neces-
sary ~- to further anchor
that which we have
achieved.”

De Klerk said the net

d:tate expen-

diture by personnel re-

duction and other means |-

had not been “anywhere

near enough” to relieve |’
the necessity of fiscal |

discipline.

The Government
therefore could not af-
ford to spend more
money than already ear-
marked to improve pub-
lic servants’ salaries. A

5 percent increase had |

been promised to them

last year, and the Gov-

ernment would stick to

this promise even though

this offer would have

been lower if the Gov-
@ TO PAGE 2.

'-t_

STATC[4)1)9 3,

xS

® FROM PAGE 1.

: ernment had to formu-

. speech, Democratlc
Party spokesman Doiig::
" las Gibson said he was

amazed at De Klerk’s
announcement,
“What does he mean?
Is VAT to be increased?
If so, at the very least
VAT on basic foodstuffs

‘bill for-the Govern-‘

should be abolished.
¢ “Tf the presxdent is re-

. ferrmg to'income tag, he

miust be told that South
-African taxpayers are:
now among the hlghest-
taxed people m the
world.” .
Conservatwe Party ﬁ- ,-

ment’s inability to apply .|
fiscal discipline. K
" “Three years ago (for-
mer Finance Minister) .
Barend duPlessis said -
taxes would be reduced,
and now-the: opposxte
happens, Uys sald




DU TOIT ON TAX

Lessons from death row w@_ﬁ

Pierre du Toit is senior
tax poriner at Arthor
Andersen & Associates

The debate on the special Section 37E incen-
tive allowance rages on and is, in turn, part
of the larger debate over the desirability of
incentives in the tax system. But, with all the
policy and political considerations, we should
not lose an important technical lesson from
the S37E example.

This provision of the Income Tax Act
allows taxpayers to write off, subject to Min-
isterial discretion, certain export-productive
capital expenditure in the year in which the
money is spent. A taxpayer who does not
have the tax base to benefit from the
allowance can be issued with a negotiable tax
credit certificate. He can sell the certificate

' to someone with a tax liability and, in this
way, turn the benefit to cash.

For a tax incentive ~— whether or not it is
justified on policy grounds — to be econom-

ically relevant, it must at least be am.oo:ﬁ.

S37E mechanisms.

This touches not only issues of
and predictability of incentives Qn-:n:_cn_.
the counter-productive tap dance around ex-
port incentives) but their practical value toa
taxpayer. Through the tax credit mecha-
nism, S37E is at least effective.

The legislator may be reluctant to allow
such tax credit certificates to be negotiated
too widely on other allowances; after all, it
represents a form of tax base trading. But
the mechanism could be useful in a group
context. A group typically represents an eco-
nomic interest pool or unit. So a group ap-
proach would be based on economic reality.

As long as legislators do not E.oﬁao atax
credit certificate mechanism to make incen-
tives effective, taxpayers must make the
most of the opportunities they have. All
plans must, of course, be absolutely legal,
but whether the Receiver likes the plan is not
our concern. Phrases like “this is not really
cricket™ are not appropriate in this context.

It often makes sense not to push legal
rights to the theoretical limit, though there is
nothing morally reprehensible about doing
so. But trying to make an incentive effective
is not out of line with its legislative objective.

For ple, in a group situation, an in-
centive or allowance may be made effective
through an intra-group joint venture or other
group transactions. This is in line with the
basic objective of making the project viable.
Indeed, such an arrangement is probably
more in tune with the substance of the group
economic unit than the unconsolidated tax
system is.

The same could apply in situations be-
tween suppliers and customers where there is

a valid economic joint interest.

This approach will not protect anyone
from anti-avoidance measures.

For such mechanisms to work, care must
be taken to protect “normality” and “sub-
stance.” But let no-one speak of such plan-
ning as morally reprehensible. In S37E, the
legislator has taken the lead in recognising
that an incentive is useless if it cannot be
turned to advantage through a tax loss or
cash benefit.

Whatever the policy merit of S37E, the
provision is 2 reminder that to be relevant, an
incentive must be technically effective. And,
within the bounds of the law and strategic
decency, it is legitimate to help the legislator

After all, it is no different in intent from the . achieve his purpose.
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the CAPE TOWN — Sweeping tax re- 812 < I‘{’ 1 R ] t by the taxpayer in struc-
4 | forms — including corporate and | LINDA ENSO furing group Sperations 5o as o 2
| maximum individual tax raf in- achieve optimum tax efficiency with-
nt 1 409 on a phased basis — wert: ::et:sietg tméognugzg i?, l:-eesatirl:x?:ﬁrzh eSX’Is in commercial and legal constraints |
gg if SA was to meet the objectives of :conom';, fﬁ’d bty Inlt?;d Revenue in challenging [
i new investment and economic 4 S in isola- e structures”. ]
oh | Erowth and satsity political aspira-  yop or it thr Sekae mebonl%  McKend recommended that the ;
ish tions, Ernst & Young national direc- raising additional finance in the short  Practice of ring-fencing certain :
tor Jan McKende said yestetday. torm, but must form part of a broad  fansactions be eliminated. Wiile | ||
1 Toattract foreign investment, SA’s omi y parota tax-based incentives should be the it
? economic policy which will raise the ¥ v 3
€ | tax rates would have to be inter. latform for investment,” he said exception, they would be required in f |
nationally competitive, though he did ~ © o iffor. \e medium ferm to encourage in- 4
7 | mot believe it appropriate to grant _ He mooted eliminating the differ- vestment, and would have to be | &
new investors tax holidays or exemp-  ©0¢e between nomival and effective  jinked to 3 targeted plan for industri- | [2
om | tions. A tax rate of 30% should be Tates of tax by introducing a method g development. o
AT | applied to businesses with taxable o determine taxable income which Qe of fhe aims of the study wasto | [
be | profits of less than R100000 a year, followed generally acceptable ac-  ghow that the prospects for SA's ‘
nts At a presentation on the Frankel ~Counting principles, with particular  fyure were not as dismal as had been { |
get | Max Pollak Vinderine, Sanlam, Ernst ~ Feference to the timing of recognition  forecast. 3’
& Young and Human Sciences Re- Of income and expenditure. The findings are to be presented to | [
si- | search Council study findings, Plat- Group taxation, if implemented, political and business groups, includ- | |¢
al; form for Investment, McKenzie said  would elimi “the unproductiy ing the ANC and the Cabinet. <
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France and SA cons i
[0F //? 3, :
SA GOVER! officials are H
negotiating with their French and M
German counterparts on the possi-  and rail links with Mozambique. 4
ble funding of several multimillion- With the end of Frelimo-Renamo ] |7
rand development projects in south-  hostilities in that country, improving :r
ern Africa, these links has become a priority f {;
A Foreign Affairs spokesman said  because of their importance in re- v
yesterday senior officials were to constructing the Mozambican I
meet a delegation from the German economy. Upgrading is expected to H
economic development ministry this  cost at least R50m.. H
week on joint involvement in infras- The Foreign Affairs spokesman } |i
tructural projects. said talks also had been initiated
This followed “general” discus- with the French government on | |+
sions the South Africans had with similar projects, i
te | Becauss of technical difficuities ves- | (erman Development Co-operation  The talks were continuing. H
o :;;‘::.’;'s ;’::;o::‘::‘c“';::' I':"l;'l Minister Carl-Dieter Spranger when  Last year the SA and Italian gov- | |°
% | cember. Customs and Exciss figures | D visited SA late last year. . eroments signed a protocol comnit-
show exparts rose in D to It is believed the South Africans ting’ the Italians to providing | |-
T, | R554bn from November's revised | are particularly concerned about finance, and SA the technical exper- 117
a- RE,46bn, while imports dropped to finding foreign backing for the up- tise, for projects which are worth
R3,78bn from R4,44bn, grading of the Ressano Garciaroad  about R200m, 3
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Y SUBTLE hints more
than firm commit-
ment, the Government
has already alerted
South Africans to brace them-
selves for new tax shocks in
the 1993 Budget that will be
sl7)elt out on or about March
1 v

Increases in the VAT rate
from 10 percent to 13 percent
or higher — in tandem with
moves to abolish the sales tax
on basic foodstuffs — have
been been mentioned fn whis-
pers that have deliberately
been made loud encugh for
everyone to overhear,

Also on the cards may be

| another upward twist in the

fuel levy, bringing new pres-
sures on petrol and diesel
rices. No doubt the motive
as been to use the rumours as
shock absorbers.
What the latest bulletin of
the Econometrix research unit

.| sets out to do is explain why it

now looks almost inevitable
that VAT and the fuel levy
will be strapped to the whip-
ping post.

In short, it argues, the Bud-
get will be virtually forced to
thrash more revenue out of
them hoth to help avert a still
further deterioration in a fi-
nancial crisis that has grown
to the worst on record.

But don't shoot the messen-
ger. The new Minister of Fi-
nance, Derek Keys, brought in
from outside the political
arena to use hard-nosed busi-
ness tactics to try to sort out
the mess, may have no alter-
native.

Econometrix director Dr
Azar Jammine concedes the
tax increases may be the only
treatment at hand to start
bandaging the wounds inflict-
ed on the national accounts by
at least two decades of bun-
gling and mismanagement.

He thinks it best to come
eyeball-to-eyeball with the
?a:d facts — and bite the bul-
Ll

The logle is based on a re-
view of the severity of prob-
lems amassed by a govern-
ment out on a spending binge
it should have seen it could
not afford, with state debts
piling higher and higher.

The 1992 Budget predicted
that state expenditure would
work out at R101 billion and
revenue at R85 billion, leaving
a deficit of R16billion to be
borrowed from somewhere, at
an enormous cost in interest
charges, .

Results have turned out
even worse than that. Reve-
nues have been running well
under forecasts, largely be-

| cause of cutbacks in spending

by individuals and compantes
alike as a result of the reces-
sion, meaning less cash ex-
posed to taxation.
Meanwhile, the cost of

our p

s

Years of economic mis-
management have
dragged government fi-
nances Into a mess. ..

" Think-tank researchers

believe the 1993 Bud-
get wili force consumers -
to fork out an additional
R7.,5blllion in higher
VAT and fuel taxes to
counter the rising tide of
national debt, reports
MICHAEL CHESTER.

maintaining a bloated eivil
service has spiralled even
higher.

Even the Director-General
of Finance, Gerhard Croeser,
had admitted the critical gap
between government income
and expenditure — the deficit
to be filled in by borrowing at
high interest rates — looks
likely to soar from an initial
estimate of R18billion to at
least R23 billion,

An ordinary South African
consumer/taxpayer could eas-
ily lose interest when such
multiple telephone numbers
are tossed around Inside the
mysterious world of high fi-
nance.

However, the Econometrix
think-tank, with an unrivalled
ability to bring such Issues
down to earth, underlines the
econromic repercussions that
eventually hit everyone when
the Government over-shoots
its budget. N

For instance, if the 1992/93
deficit proves to be as high as
R25 billion, which it suspects
is likely, that is the equivalent
of no less than 7,5 percent of
the sum total of the economic
clout of South Africa, which
the gurus call gross domestic
product.

No more the wiser?

Jammine exFlalns in simple
terms the implications if the
Government falls to staunch

Derek Keys .

19 or even 20 percent of ex-

nditure — the largest single
tem in the entire Budget,
even overtaking the 18 percent
allocation going to education.

“It Is impossible to go on
this way indefinitely,” he says.
“Unless the Government
learns to pull in its horns,
especially with cutbacks in
spending on a bloated civil
service, it will trigger a bout
of hyper-inflation that will
turn South Africa into a bana-
na republic.”

Happily, the new Minister

., dolng his best to repair the damage
caused by excesslve government spending.

That turns the spotlight on
to taxation.

Econometrix feels it highl;
unlikely the Government will
have the audacity to worsen
the Income-tax rate on indi-
viduals, who had been shoul-
dering an increasingly unfair
share of the tax burden.

In any event, even leaving

* the actual tax rates alone, the

Government would rake in an
additional R7billion in the
1993/94 budget year as infla-
tion continued to push more
individuals into higher income

‘ Tax increases may be the only treatment at
hand to start bandaging the wounds inflicted
on the national accounts by at least two dec- ,
ades of bungling and mismanagement.

the gush of red ink on the na-
tional balance sheet.

The interest charges on
total public debt equalled no
more than a modest 5 percent
back in the 1570s. As govern-
ment splurges worsened year
by year, the public debt had
grown to such dimensions that
by 1991/92 the interest pay-
ments were equal to no less
than 16 percent of the national
budget.

Jammine estimates the 1993
Budget will reveal interest
charges equal to a staggering

of Finance had already pro-
gosed cropping state spending

y 3percent in real terms by
reducing the size of the civil

service by 30000, or about

5 percent of all the burean-
crats.

“Even 50,” adds Jammine,
“there is little clarity yet
about either the feasibility or
the time-scale of such cut-
backs and one therefore de-
duces that revenue will also
have to be increased signifi-
cantly to reduce the budget
shortfall.”

brackets and all che snags of
fiscal drag.

Higher company taxes?

Here again, the researchers

oint out, the repercussions of
nflation on business profits
can be relied on by the Gov-
ernment to reap additional
revenue — about Rl billion
more next year.

Also, a new minimum com-
pany tax, which they predict
will be reintroduced, should
boost revenues by R500 mil-
lion or perhaps as much as
R1 billion.

icked

et ready to have
ocket

415 .

They believe a tax on divi-
dends may be reintroduced,
though bringing in less than
R1billion. And they feel there

.. i3 a vague possibility that a
intro-

tax on pensions may

duced to raise an extra
R5billion — “but”, they add,
“ft is unlikely such a dramati-
cally sensitive new tax will be
introduced by the present
Government”.

That switches the focus to
indirect taxes,

Econometrix reckon there
may be further rises in Cus-
toms and Excise duties —
enough to collect an additional
R300 to R400 million from
items such as beer and ciga-
rettes. Inflation, however,
should net an extra R2 billion.

All In all, if the Government
decided to leave all tax rates
at current levels, inflation
alone conld be depended upon
to boost revenues and finally
net the tax collectors a total
of about R8Y million.

Unfortunately, that would
still leave a huge deficit of
around R23 million, threaten-
ing to swell to R30 million un-
less the Government slashed
its spending.

It means, argues Jammine,
that VAT rates and the fuel
levy must be seen as obvious
targets in the next budget.

He estimates that a hike in
VAT from 10percent to
13 percent, plus an increase of
15 ¢/litre in the fuel levy,
should bring in an additional
R7,5billion or so. That would
trim the deficit down to
R16 billion, or a more reason-
able 4 percent of gross dom-
estie product -

However, cuts in VAT to
zero on basle foodstuffs would
cost no less than R1,5 billion in
revenue losses. So it was pos-
sible that VAT may have to
climb even higher than 13 per-
cent on non-essential items,
perhaps running to 15 percent
on luxuries.

But there could be a back-
lash for inflation, which opti-
mists have forecast should
soon be in retreat.

Econometrix calculates
that a 3percent rise in the
VAT rate could Iift inflation
back higher by about 2,4 per-
cent. Also, an increase in the
fuel levy of 15¢/litre (equal to
a 10 percent rise in petrol
prices) would add a further 0,3
to 0,6 percent to the inflation

rate.

“It may well put paid to
hopes of single-digit inflation
by 1994,” warns Jammine.

Yet South Africa would face
an even worse predicament in
the longer run if the govern-
ment ostrich ducked its head
back in the sand and decided
to borrow its way out of its
problems, and risk the nation-
al debt running out of con-
trol. 0
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<NO amount of fine tuning the
resent taxation system will
disguise the fact that middle-
income South Africans will
have to foot the bill for two
; decades of government prof-

Squeezing the

2\

middle

Government is desperatelSl trying to dissolve the
National Party’s empire of patronage at great cost to

'South‘African/taxpayers.‘Cti.mmgnt"‘by CIAR

AN-RYAN.

3 B .

¥, .

the average South Africar’s
discretionary income could
be almosthalved as a result
[of higher. income tax and in-
direct tax payments, trash-
ing hopes for 2 consumer-led
economic recovery or a sub-
| stantial increase in personal
savings.

, With Government rev-
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ear-end, the deficit will be
etween 7% and 8% of GDP.

Fiscal drag — where sala-
ry increases push taxpayers
into higher tax brackets —
will mop up R24-biltion in
income tax in the 1993/4 fis-
cal year. This is what govern-

ment will net by simply leav- ,
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Onom siiggests “hat 3hil- * for inflation.” . .
e e gges Lion and R30-billion by fiséal  ~The Governmiert is expect-

ed toraise VAT to 13%, at the
same time ‘zero-rating cer-
tain food items, This will gen-
erate an additional R3,4-bil-
. lion, says Louis Geldenhuys,
‘economist with Senekal,
‘Mouton & Kitshoff. Fuel lev-
ies are likely to be raised by
at least 10c, raising the pump
i -price by 6% and generating
; around R1,1-billion for the
fiseus.

For every R100 earned in
SA in 1992, an average 31%
was paid to Government,
17,25% in income tax and

// A 13,42% in indirect taxes. Dis-

eretionary income will fall to

i
'} about 2,65%.

The country is edging to-
4 wards a dangerously high
7 level of taxation. Who will

/7§ pay these higher taxes?

Middle class South Afri-
A cans, of course. Nearly 40%
of all taxes collected this
4 year will be paid by the 1,6
4 million taxpayers earning
i1 between R40 000 and R80 000.
] A Department of Inland
] Revenue model shows that a

married taxpayer with no
children earning R120 000 a
i year pays about 40% to gov-

A ernment. Particularly hard

hit will be the 1,57-million
taxpayers earning less than
R20 000 a year. Fiscal drag

lasses

me many of these,
who can least afford it, will
become first-time taxpayers.

Individual taxpayers, al-
ready paying 70% of all in-

‘come tax, will shoulder an

even larger share of -the tax
burden.

Mines will pay almost
nothing and companies will
pay proportionately less. In-
creasing taxes on companies
is an indirect way of taxing
individuals and, keeping a
steady eye on where jobs are
created, government will be
careful not to kill the goose
that lays the golden egg.

Finance Minister Derek
Keys is the man charged with
administering the bitter
medicine. He will, as his pre-
decessors did, grab a larger
slice of your earnings in an
attempt to-settle the apart-
heid bilt once and for all.

But in this he will fail be-
cause the country can no
longer afford it. The Laffer
Curve principle suggests that
there is a point at which high-
er taxes do not produce high-
er revenues. The economy
becomes so over-taxed it
goes into decline.

The interest bill on govern-
ment debt — over R20-billion
in the coming year — will
become the largest single
item of expenditure and re-
duces the fiscal ldtitude of
future administrations.

Ironically, it is the victims
of apartheid who will end up
with the bill,




NEWS IN BRIEF

Denard opts to quit SA

BOB Denard, the veteran French
mercenary who led coup attempts
in at least two African countries,
is to leave SA for France, where
he faces arrest and a jail sentence,
on Sunday.

Denard said in Pretoria yester-
day he had received documents
allowing him to travel to France.

He was sentenced to five years
in prison by a Paris court last
year for his part in an aborted
coup attempt in Benin in 1977.

Denard said he was retutning of
his own free will. “I want to clari-
fy my situation, and hear the ac-
cusations levelled against me,
against which I have never had a
chance to defend myself.” :

Housing exhibition

LOW-cost housing company Me-
Naughton Victor will host the
three-day Afribuild '93 exhibition
to showcase solutions to the
national housing crisis at Nasrec,

Concern over judge
THE General Council of the Bar
of SA added its voice yesterday to
the concern at news reports alleg-
ing Supreme Court judge WH
Booysen was a member of the
secret Afrikaner Broederbond's
executive council,

Bar council chairman Brian
Southwood said it was fundamen-
tal to the administration of justice
that judicial officers not only be
impartial but that they be
perceived to be impartial.

Funds for education

THE Japanese government has
granted R228 500 for educational
projects in disadvantaged com-
munities in SA, the Japanese em-
bassy said in Pretoria yesterday.

Johannesburg, from July 30. A1
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GOVERNMENT’s borrowing !‘e-
quirements in the next fiscal year
were not expected to put upward

ressure on long- or short-term
interest rates, economists said
yesterday.

They predicted government would
not have to borrow more in the next
fiscal year than it did in the 1992/93
year, as Finance Minister Derek
Keys was expected to announce a
deficit of 6% of GDP or about R22bn
in the March Budget.

A 6% deficit would be achieved
only by raising VAT to 13%, increas-
ing the fuel levy by 10c/), raising
customs and excise dutjes and possi-
bly increasing other taxes, econo-
mists said. They believed it was not
possible to cut back enough on gov-,
ernment spending to avoid raising
taxes, as Sacob suggested this week.
The organisation said pinning down
the increase in spending to below 7%
would obviate the need to raise tazes.

Most economists expect an in-
crease in spending of 8%-10%. Rand
Merchant bank economist Rudolf
Gouws said it would be difficult to get
the increase in spending down to
single digits. The state’s wage bill
would rise by about 10%-11%, in spite
of the 5% overall increase in public

fect of notch increases. He doubted
Keys could announce an increase in

27

servantg’ salaries, because of the ef-

Govt debt ‘will _

u CS

/ .

spending substantially below 10%
without endangering his credibility.

Without tax increases, revenue
would rise by only about 9%, yielding
_a deficit of R30bn. At 85% of GDP,
Gouws argued a R30bn deficit would
be unacceptable and billions of rands
in extra tax would have to be found to
bring the deficit down to a more ac-
ptable level. Most ist:
lieved Keys would opt for 6%.

Sanlam economist Johan Louw
said a 13% VAT rate with zero-rating
of basic foodstuffs would be a major
ingredient of a Budget strategy to
avoid a deficit of more than 6% of
GDP. At R22bn, the expected deficit
would not place upward pressure on
interest rates as the capital market
could easily accommodate that level
of borrowings. He said short-term in-
terest rates such as the prime over-
draft rate should also not be adverse-
ly affected by the Budget, as the
deficit would be lower than in the
present fiscal year. ) )

Economists are forecasting a defi-
cit in the present fiscal year of about
R26bn — excluding extra spending on
drought relief. The possibility of huge
spending on drought relief being re-
flected in this fiscal year could push
the figure up to R28bn-R30bn.

— Government’s tax in-
come problem is worsening by the
month, says Absa senior economist
Adam Jacobs.

income tax and VAT collection fig-

US house salessoar
SALES of previously owned US
homes jumped 5% in December to
a 13-year high, helping boost sales
for the year 8,7% to the highest
level since 1988, a property trade
group said yesterday.
REPORTS: Sapa-AFP, AP-DJ,
N Business Day Raportars.

ures released yesterday by the
Finance Department, which show the
total take from both sources in the
April-December period was R44,7bn
— R27bn short of the R71,5bn budget-
ed for the whole financial year. .

Income tax revenue in the nine
months was just more than R32bn
and VAT revenue was R12,844bn.

The Budget expectation for the

i‘:ﬁ%%fa% ﬁg,efted in

He was commenting on the Iatest '

——
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[ cerawo tmy—" |

financial year was R50,484bn from
income tax and R21,019bn from VAT.

Although state revenue would be
boosted by provisional tax payments
next month, it would miss the Budget
target by a substantial margin.

The recession’s effect on the busi-
ness community was reflected clear-
ly in shrinking company tax and
VAT. In the first six months of the
financial year, company tax take was
19% down on year-earlier figures.

Absa estimated that tax income at
the close of the financial year would
be R9bn below the budgeted figure.

e

e 'mL"&R&!«“

GEIS fraud p

INVESTIGATORS in the Trade and
Industry Department and the Office
for' Serious Economic Offences are
investigating cases of alleged Gener-
al Export Incentive Scheme (GEIS)
frauds involving millions.

.A department spokesman con-
firmed the investigations, but said it
was .impossible to attempt to esti-
mate the amount involved.

It was believed, however, that the
départment was looking into several
dozen cases. The spokesman said cur-
rent investigations showed the re-

1ohe copld in

T pETER DELMAR |

Fh the Favised guidelines are being

vised GEIS guidelines published late
last year had apparently closed many
of the system’s loopholes.

The guidelines required more de-
tailed disclosure of GEIS claims and'
attempted to tighten up on the ac-
countability of senior company ex-
ecutives making claims.

“Claimants are (now) much more
careful and attentive in completing
their claims.

“As claims which have to comply

pr d only now, it is somewhat
early to arrive at firm conclusions
about their effects,” the spokesman

said.

An Office for Serious Economic Of-
fences spok said i i s
checking allegations of abuse of the
Phase VI vehicle local content pro-
gramme were also looking at abuses
of GEIS.

These GEIS probes were, however,
incidental to the Phase VI investiga-
tions, he added.
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J | Tax hike would
| : ‘
be immoral - PAC,
S S Reporter 129) " ous over g oms Tk | |
o proposal: | ¢

L
SOUTH Africans, already reeling  creased taxation,” Alexander said,
under an economic recession, would Mokae said rather than contem-
not be able to afford yet another tax  plate a tax increase, the Government
increase, said Azapo publicity secre- should “transform” the health serv-

tary Dr Gomolemo Mokae jn astate- ices and “unify” the education sys- | &

H ment yesterday, tem, or they should resign so that 4 L
R

i

&

TR

Hewas commenting on State Presi- popularly-elected majority goverr-
dent FW de Klerk’s announcementon  ment could come into being,
Friday that tax increases could be Headded thatafterits | Ithnational
) expected this year. congress held in Port Elizabeth jn K
of PAC’s secrelary-general, Mr Decemberlas!year,Azapohadexpe- 4
Bennie Alexander, said the regime rienced a “phenomenal surge” in -’15
had no morat right to increase taxes a5 membership. 3
it was riddled with corruption scan- “We will not hesitate 1o mobilise
dals and had grossly overspent on its this membership against any tax in-
budget. crease.” e
Ll <“The PACof Azania will not toler- Alexander said the PAC wag
ate any tax increases, The unemploy-  “shocked and outraged at the dictato-
ment, homelessness, escalated medi-  yja) decision by De Klerk” 1o increase
cal costs and increased educationfees  taxes during this yearand to givecivil J£
together begs for a policy of interim  servants only 5 percent salary in-
relief for the people rather than in- creases, . -
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Tax increase
St sf1f93 -

storm growing

Staff ReporteK 320 )

Political parties have
added their voices to
those of trade unions and
public servants criticis-
ing President de Klerk's
announcement on Friday
of a likely tax rise and a
5 percent salary increase
for civil servants.

ANC spokesman Carl
Niehaus said the organi-
sation would oppose any
increase in taxes such as
VAT which included an
increase in the cost of
basic foodstuffs. Many
people were living on the
breadline, he said.

He added that the

shortage of funds was a -

general indication of the
country’s economic crisis
and highlighted the need
to reach a political solu-
tion as fast as possible to
end uncertainty.

He said any efforts to
increase taxes had to be
on luxury goods, rather
than basic foodstuffs.

PAC general secretary
Benny Alexander said he
was shocked and out-
raged at the dictatorial
decision taken by De
Klerk, He added the PAC
would use the issue of
taxation in a campaign

to discredit an mtenm
government of elitist col-
laborationists.

Azapo publicity secre-
tary Dr Gomolemo
Mokae said South Afri-
cans were already reel-
ing under an economic |
recession and could not
afford another increase. |

Mokae said rather |
than contemplate a tax:
increase, the Govern-|
ment should transform
the health services andx
unify the education sys |
tem, or they should re-|
sign so that a popularly
elected majority govern- |
ment could come mto'
being.

He said that after |ts,
11th national congress in|
Port Elizabeth in De-:
cember, Azapo had expe- |
rienced a phenomenal!
surge in members}up'
which the organisation:
would use to mobilise!
against any tax increase. '

Niehaus said itiivas,
wrong for top civi)-ser-!
vants and those in Gov-1
ernment to give them-!
selves large salary and,
perks increases, wh11e~
those lower down -faced,
the same shrmkmg in-|
comes as others ‘in- the*
workplace. 1

s




FW’s
t gong s
COSATU, the PAC and Azapo warned yes.
Aterday that President F W de Klerk’s pro-
"posed tax increase. for this year could
‘Place government on a collision course
‘with the three organisations, .

De Klerk's announcement of a 5% pay
increase for ¢ivil servants and a possible
tax hike was roundly condemned by politi-

| cal parties, trade unions and civil service
employee organisations. .

..Cosatu spokesman Neil Coleman said

theincreases would be “another case of the
mah in the street having to Jpay for the
bluriders of government”,'wﬁich should in-
stead be takiiig decisive action against
apartheid expenditure, corruption and
state éxpenditire. !
. PAC_secretary-general Benny Alex-
ander said his'organisation was outraged
by the move. Government had no moral
right to increase taxes and the 5% increase
would decrease the income of civil ser-
vants in real termis: i . .

“The tax inctedses will erode even the
5% increase .., we are especially con-
cerned about the consequences of the an-

; houncemient on'black schools, which may
< be hit very hard by teacher strikes.”

.. CP spokesman Casper Uys described De
Klerk’s announcement as further evidence
of government’s inability to manage a col-
lapsing economy. '

Azapo publicity secretary Gomolemo
Mokae said yesterday his organisation
would not hesitate to mobilise its member-
ship against tax increases,

-National Professional Teachers’ Organi-

18)))73%

ﬁrOposal tor
creates

3% salary increase for teachers incl déd_.
“the SA "Democratic Teachers’ Union’
- (Sadtu) and the National Education, Health

. 320 g

LLOYD COUTTS |

-

) ation (Naptosa)president Leepile Taun- |

yane said a tak'hike would mean a reduc-

"‘tion in teachers” salaries. Thousands of

teachers in lower salary categories would
be unable to cope with*this. "

SA’s economic and finaicial ills could |
not be solved by cutting the state salary

- bill, and Naptosa would insist on-the state

taking effective steps to marshall other
resources for investment to ensure healthy
economic growth, Taunyane said.
.. Other groups opposed to'the'hike

and Allied Workers’ Union. ey

GERALD REILLY reports’ that' public”
sector workers would be disappointed with
the 5% pay rise from July, especially as in
the past three years increases had been
limited to between 6% and 16%.

This was said by representatives. of the
18 public sector personnel organisations
after discussions with De Klerk on Friday.

A Public Servants’ Association spokes-
man said it was appreciated that_govern-
ment faced an enormous economic prob-
lem and needed to cut back on government
spending, The president had made it clear

. that state income had to be-increased to

close the gap between revenue and spend-
ing. De Klerk’s assurance that retirement
annuities ' would. not be taxed was also
appreciated,

©® Comment: Page 6
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and a possible tax hike has been -
roundly condemned by political
partles, trade unions and civil ser-
vice employee organisations,

Cosatu.spokesman Mr Neil Cole-

. man said, the Increases would be
* ‘anothér’-case of the man in the
street having to pay for the blun-
ders of government”, and said the
government should instead be tak-

ing decislve action .against apart-
held expenditure, corruptlon and
state expenditure, . , -

PAC secretary-general Mr Benny
Alexander -sald "his organisation
-was-outraged by the move:™ ¥ s
. - He"said the 5% Iherease would
effectively decrease’thé:income:of..
elvil servants in real terms, if mea-
sured against the inflation rate.

.O,s.__ me....omuoim:n

JOHANNESBURG. — Cosatu, the
PAC and Azapo warned yesterday
that President F W de Klerk's-pro-

ganisations.- - g
Mr De Klerk’s announcement of a
5% pay increase for civil servants

“The
even the'5% Increase, We are espe-
cially concerned.about the conse-
quences of the ‘announcement in
black schools, which may be yery..

-hard:hit by teacher strike action, .

“The regime ‘has no moral right
to' increase :taxes as it is riddled
with'-corruption -scandals .and is
grossly overspending.’

ﬁmx Emmam..om.. will erode.

)RR

es

*“The question of taxation w!
used by the PAC.to launch“a‘cam-
paign ‘to discredit -an Interim
government of - elitist . collabora-
tionists,” Mr Alexander-sai

Azapo publicity sécretary Mr Go-
molemo Mokae sald yesterday his

organisation would-fiot hesitate to:

mobilise-its membership- against
tax increases. :
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PRESIDENT F W de Klerk had signalled  ———e - - -
tax ificfeases in the March budget would : __GRETA STEVN -
be stiuctured carefully to avoid a blow to Most of the increase in revenue conld
business confidence, economists saidatthe from a hike in VAT to 13% while cerfiiin
weekend, basic foodstuffs were Zéro-rated,

De Klerk, noting that tax increases A further substantial inflow (just fover
would be unavoidable, said efforts would RiIbn) could come from adding 10c tothie
be made to ensure /growth’ sectors werefe? petrol levy, an increase of 6% in the fuel
affécted “as little as; possible”. He was ™ price. An additiqnal R500m could coife
speaking after meeting"‘"govermgent ser-  from raising customs and excise duties’
vice employee representatives on Friday. Economists said a further source of rey-

E¢onomists said De Klerk’s : concern enue hinted at was taxing a portion of
with'gconomic growth indicated that the current pensions contributions. But the
extra tax burden wotld be spread thinly " - Life Offices Association (LOA) had asked
across VAT, the petrol levy, customs and government to avoid this course of adtion,
excise duties and fisca] drag, i De Klerk said on Friday government

There had been speculation that Finance  had no immediate intention of cha; ging
Minister Derek Keys was to reintroduce  the tax status of state pension fund graty.
the minimum tax on companies after rép-  ities. That means government has reje‘ctgd
Tesentations from the ANC, bilt this now  the LOA’s recent call for the equal” tax
seemed out of the question, treatment of lump sum Dayments between

.Senekal Mouton & Kitshoff economist  the private and the public sectors. -
Louis Geldenhuys expected tax increases . DUMA ‘GQUBULE reports that some
to.be spread over indirect taxes. While a  economists warned against tax increases
hike'in personal taxes was unlikely, there  while the y remained in r ion.
wauld be no compensation for fiscal drag, Old Mutual’s Terrence Moll said hé was

Even reducing the deficit to 6% of GDP  not convinced tax increases were'the best
— fdouble the accepted norm — would- -route to solving'the.‘def'iciﬁ; i
require an extra tax take of R5bn-Rébn. o To'Page 2

|




By Brendan Templeton.

Opposition to President de
“Klerk’s * austerity  pro-
gramme is growing, with
more oOrganisations coming

out against his announce- -

-ment of tax rises and a limit
of Spercent in wage in-
creases for civil servants.

Moderate. trade unions and
personnel  .associations have
joined the'"Congress of South
African Trade Unions (Cosatu)
in denouncing the plans.

" In'statemeiits yesterday, Co-
satu -‘and .the = conservative
Teachérs Federal Council (TFC)
slammed De Klerk’s announce-
ment made on Friday.
¢ The" influential Public Ser-
vants Association . (PSA) has
also expressed dissatisfaction;

" Cosatu said the Government
needed to urgently review its
expenditure -'and find' .better
ways of collecting taxes from

" 'big Dusiness rather than target-
ing the man in the street.
“Inspired leaks from the Gov-
ernmerit ‘have tried to prepare
the publicifor the fact that they
inténd:to shift-the tax burden on
to the*individual even further

PAYE and:tax on fuel.

“No amount of preparation
will convince our members or
| ¢ million; lorking people ‘to
accept that'this corrupt and in-

, these measures in theit inter-
ests,” Cosatu said, St
Measures to stamp out cor-

- ruption; :to eliminate apartheid

by raising'taxes such as VAT,

efficient Govérnment is: taking ,

duplication in the Givil service;

|
to.stop “golden handshakes for, ‘,
civil ‘servants implicated . in
murder and corruption”; to curb
military spending; and {0 “dras-
tically reduce salari¢s of the
Cabinet, MPs and other apart-
heid fat cats” were, more. ur:
gently needed. Yo,
“If (De Klerk) had announced’
these measures, perhaps this |
time the battered South African ,
public may havebelieved that ;
the Governmenty meant busi-
ness,” Cosatu said,,. .. i
TFC chairman Allan’ Powell 1
said the salary adjustment was
“ ptable and i pre- |
hensible”. . :
Teachers had made “drastic '

. sacrifices” with previous below- :

inflation wage "increases and |
“radical” retrenchments.

Further action would be.:de- 3
termined after consultation
with its members, but the TFC -
would do “all in its power- to
prevent a confrontation with i
thé authorities”, Powell said.... i

The PSA has warned that i
even moderate civil: servants’
could be driven to a point where :
they would have no.choice but,

to take drastic steps...;», .,
. +The SA Association Munic-{
ipal Employees said the limit of
a BSpercent wage ‘increase

-placed “great pressure;on the

freedom” of industrial fiegotia,
tions for 1993, L aie .
The. association’s: ipresident,
Hans Deetlefs, said- while civil
servants were denied,the right

fir

i:tomegotiate in terms of the La-

K

bour -Relations, Act, the freeze
could affect the position of
those who had the right,




“-DP finance spokesman Mr Ke

manage South Africa’s affairs comp
South Africans have every reaso
proposed increases were “simpl

-ad hoc crisis management”, he s

THE'DP-yéstérday blamed promised tak Hikes by’
¢°F W de Klerk on_gpyernment:inc

tence aid. corruption. rée&rqg - B
ntAndrew said ‘the’

warning of the increases in the March budget “vivid-"
Ily illustrates the inability of the government. to

etently”.

other

to:believe the’

ompe-

yrm of’




| Taxes boycott thy d
y catened
Political Correspondent % He said it w;s;ﬁ ! ceplable that the
THE New Unity Movement-aligned oppressed be asked to pay indirectly
Grassy Park Civie Association (GPCA) for the blunders”, such as misappro- -
yesterday threatened to boyeott the Priation of public funds, maladminis.
Payment of taxes used to pay for what tration and government propaganda,
it said were the “blunders ofthe Her- _ “We refuse to pay exorbitant taxes
renvolk”, which the government wants to use to
GPCA‘»secretary Mr Ivan Fife said finance such actions,” Mr Fife said.
his organisation completely rejected He said hig community already
the increase in.taxes hinteq at by faced. problems such as unemploy-
President F W ge Klerk last week. ment and lack of food and homes.




Industry ‘needs to be consulted’

fax

gor 210193,

“No rush’ to
pension™=

contributions

CAPE TOWN — Fears that govern-

ment would rush to start taxing pen--

sion contributions in this year’s Bud-
get faded after a top Inland Revenue
official yesterday indicated govern-
ment was not planning hasty action.

Inland Revenue's legal drafting director
Tan Meiklejohn said it appeared unlikely

that material changes would be made to.

the taxation of retirement funds in the 1993
parliamentary session.

He said the issue was highly sensitive -
. 20% of employers’ contributions be taxed :

and aceount would have to be taken of the
legitimate expectations of vested rights.
Broad consultation with the retirement in-
dustry would be necessary first.

There has been a widespread belief in
the industry that measures would be hur-
riedly d this year to g te addi-
tional revenue and enable government to

- equalise pensions between the different

racial groups in the March Budget.
Suggestions regarding the taxation of
retirement funds were made by Finance
special adviser Japie Jacobs last year in
his report on the flow of funds between
financial institutions. o
After the release of the report the Finan-
al Services Board asked financial institu-

uary 5 on five tax scenarios proposed.
About 50 submissions were sent to Meikle-
john for recommendation,

While he had not yet studied the propos-

v

L LINDA ENSOR ]

als, Meiklejohn said there was a fairly

widely held view that the tax allowances

on retirement fund contributions were too

generous, On the other hand, it appeared

.there was widespread opposition to
Jacoby’ suggestion that a portion of pen-

sion or provident fund contributions by

‘employers be disallowed for tax purposes.
Jacobs suggested a third of employees’

pension contributions be taxed and that :

at the company tax rate. Alternatively, the
employers’ contribution could be taxed at
the average rate of pension fund members.
© Melklejohn sald the industry felt
employer contributions were a salary cost
- and therefore a legitimate expense which

should be allowed. There appeared to be '

consensus that total retirement fund con-
- tributions should be capped, though no
agreement had emerged on whether the

. cap should be a percentage limit, a cap on |

benefits or on contributions.
. The proposal for an absolute rand cap on
" contributions would be impossible to im-
plement, Meiklejohn said, o
¢ . He had reservations about the fmpact of

tions and other bodies to comment by Jan-" =& cap on- tax:-free-eontributicss, 3aying it

- .was not yet clear that this would increase
the revenue to the fiscus as the disallowed
portion of the contribution could be chan-

\ nelled elsewhere. [



! Staff Reporter

F1fteen organisations

representing polmcal-

and ‘church groups yes-
terday agreed in princi-
ple to a national tax re-
51stance campalgn .

was» motivated- by what
national co-ordinator
Barry..Poppleton de-
scribed -as: “Clear cor-
ruption:and mismanage-
men{ of taxpayers’

Bld‘ to orgam 23
re51stance camivalgn

- The Johannesburg'
meetmg hosted by Koin-, "
onia southern Africa,

money by Gover:

departments.”
The group plans’to

launch the tax re51stance

. campaign after a_ meet-

ing at the end.of Febru-

ary which will include

business, political, trade
union and religious,or-
gamsatlons, he'said. -~

- The dampaign plans to
address the need for leg:
islative changes in-the

Income Taxi& hich
would: enablescorporate
bodies-and it nals to

determine”liow? their
taxes were spent.’

2,




vmsﬁ Se_._E awnam i_w ‘part
of. Em:. taxes’ they objected:
to"<=:such as'the 21 percent.
©: of .theif mongy’ which :was
: um& to-the security forces —"
nd’ to: funnel that amount :

velopment. E.Smnﬁ: ’
-For -those who moE.n nw
prospect’of: defying the fax
aws too daunting, the organ-,
isation suggested. other forms .
‘of- E‘cnmmﬂ such ‘as paying: :the
monies in small change or.in--
.cluding ‘d-letter with-tax p:
ments .oSnoEﬁ, t

mioney-‘was being spent:

mS»mBa: womrwaww that: the
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Ll : 3.
ﬁeennﬁo . ! 2" E.mmmi" v:v:o servants
-~ are son taxed on pension
8 EBv sums, but private sector
- -pensions escape tax only on
_‘the first wnmo 000 of the cash

. payout..

.-.servants-in line ‘with private

... séctor-taxation has been

T s__mw ouoSm President de’ steadily mounting since, the

T release of the Margo wmuonn
several years ago. ;

But, one c:m:umwmimn
umrhed up_the ,m:__w.zcu by
mw«::w_ Temoval:of ipubl
vants’ vnmmm.; ta:
was an “instant- re¢ipe for.
revolution®.

éiwere no immediate .
1S to cliange the tax status
HEE,,. sum uw«iﬁ:ﬁ “Arom

tate pénsion funds as re- :
uested by the Life O»mnmm
ssociation (LOA).. -

Pressure. to bring v__ES v

iser- |
enefits

Mr- .Fm.unm _swhmo said Em
“~commission had recommend-

 ed parity in the taxation.of
v u:E.n and private’ sector;

pensions; but with the provis
that’;vested Snmnmmom shiould

on of Business (Sacob) is pre-
parilig a’submission on the
-question of taxation of pen-
* Sion: fund contribitions and
" .receipts, said spokesman:Dr
Ben van Rensburg.
LOA spokesman; Jurie Wes-
“sels’ said his organisation had

State pension funds should be
taxed in line with private

;The Sout] ‘African .n_EB, E

nmvm».ﬁmﬁw submitted that -

uosm_oz ?n
old Mutual gereral B»uwm.

er' Rég- Munro' labelled the °
issue “a very: mnm;Em ques:
--tion” and:said th

salariés: were incréased; it
.appears moimcsm forgot to fix
the'p funds and now it

‘unegual taxation was at

stake, not;the 'amount of

" money-that-the’ State' coffers
had lost through privileged:
_ taxation mEo%on by public

servants, .

“The historic practice
dates back to when it was ace-’
..cepted that the publie: sector

te

was paid less than the pri

sector.but -thatgovérniment-

servants’were oivonmmnmn
by job security and a nice
pension fund:at-the end of

All things. being’ ‘equal, it
was’ desirable:that ‘pensi
taxation should be -uniform;
said Econometric mvowmmBmu
Tony Twine:

‘Deinocratic-Party: Em:nm_
spokesman Ken i

dréw said’

there was no reason why:civil:

servants should have an ad-
vantage over the private sec-
tor when they retired.
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Groups to launch igx protest campaign
ABOUT 30 organisations will meet fnan* ;

Johanneshiirg today to discugs a “‘taxv’\o LLOYD courts .
I ince CAMpaign” to protest. amounts to being an accomplice to
against’ goverriment corruption, 3> the actions revealed in recent
! The summit, involving churches,,}):‘mqnths," Koinonia said yesterday,
trade unions::and ; politica] parties, A. Koinonia research document
will be held under the auspices of the p“o‘posed a “direct action campaign”
Christian service organisation, Koin: 3™ which would allow partial payment
onia, which called the gathering i of taxes or a ‘complete refusal in
response to. corrupt] “under)- order to create pressure,
hand” operations, 25 - “Peace tay support groups will be
~“Many fee] that- Ppaying taxes to N formed .., offering information, per-
government which ig clearly not pre- . goria] support and creative group ac-
pared to be accountable to jts people  tion ideas,” the document said,




MARC HASENFUSS . .
‘Business staff

THE insurance indus-
try could not be ex-
‘pected to shoulder the
responsibiht for
funding soclaﬂy de-
‘sirable’ projects, ac-
.cording to Metropoli-
tan Life.

Chairman Willem
Pretorius said in his an-
nual review that al-
though investment in
low-cost housing, educa-
tion and training, job

‘Metpol warns fun
for social pro;ec
an ‘additional tax

creation and primary
health care were highly
desirable,” the insurance
industry could not be ex-
pected to undertake
such investments at oth-
er than commercial
terms.

He said such invest-
ments with a high risk
of loss of capital, and/or
at subsidised returns
would be tantamount to
an additional tax on an
industry and its policy-
holders — already car-
rying more than a fair

share of the tax burden.

Mr Pretorius noted
the recently formed In-
vestment Development
Unit (IDU) could, in

| time, provide some an-

Swers.

“We look forward to
the 1DV identifying, an-
alysing ‘and presenting
to the industry’ opportu-
nities to invest in social-
1y desirable .projects.”

He. stipulated these
projects should have the

backing of the communi-
ties designed to- benefit
from them and provide
an acceptable risk/re-
turn profile to the mves-
tors.

On Metro, ohtan Llfe s’
prospects for the year.
ahead, Mr Pretorius an-
t1c1pated another diffi-
cult year for new life in-
surance sales.

He also expected an
increase in the number
of clients finding it diffi-
cult to continie paying
premiums on their exist-
ing policies. * .

But he. stressed that
focus on; carefully  se-
lected niche-markets
with needs-based prod-
ucts and services should
ensure Metropolitan re-
mained strongly com-
petitive. - .

“We therefore- expect,
barring unforeseen cir-
cumstances, premium
income and earnings
will both'continue to
grow at a healthy rate
during 1993 .




(INCOME TAX

w22 1Wa %
Leave puzi\ I}weui 20

The dispute between taxpayers and Revenue
on deductions for leave Pay could well be
resolved this year by an amendment to the
Income Tax Act, If it goes through, those
(numerous) companies, which have been al-
lowed a tax deduction for money set aside to
meet leave pay claims, would have to write
back the deductions in eight annual instal-
ments. The amounts involved tota] hundreds
of millions of rands. .

Companies in future would be allowed to
deduct leave pay only when the money is
actually paid to employees, and not when the
right to leave pay accrues to them.

Current Revenue Practice is confusing, as
some Revenue officers are disallowing leave
pay accruals which have been claimed as
deductions, while others are permitting
them, The difference in treatment has arisen
from diverging decisions on the deductibility
of leave pay accruals in the Transvaal and
Natal Income Tax Special Courts,

Revenue in the past has felt hard done by
because employers were creating large ac-
cruals for leave pay and claiming the deduc-
tion — with great benefit to their cash flow.
i But tax was deducted from remuneration
only when the leave pay was actually paid to
employees.

Deloitte & Touche tax partner Philip Die-
perink says — on the law as it stands — a
company should object, in some circum-
stances, to an assessment based on a disal-
lowance of a leave pay deduction. That is, if
the conditions of employment are such that
the employee cannot forfeit his leave under
any circumstances. This follows the line of
the Natal Special Income Tax Court.

Dieperink says if the law is changed to
provide for a phased write-back, much un-
certainty would be removed, On the other
hand, there would be a trade-off of certainty
against erosion of the general principles on
which tax deductions can be claimed.

If the amendment to provide for an eight-
Year write-back period does become law this
year, investment analysts in particular will
have to investigate — on a company-to-
company basis — what damage this will do
to earnings. [ ]




lfaxes fogor

ses also a to the
weekend storm, " .. .

While Prwdent FWde Klerk said careful
would be taken of’ “taxpayer rage”, h
emphasnsed that “the govemment will not uccede
 to demands to grant no increasés  whatsoey &
The Congress of South Afncau ’

es in VAT, Paye, and fite] taxes”.

" These taxe§placed thebudget déficit by
workers and'reduced their living standards €
furthe G |
midire effective form of ¢ revenue collectmu.

‘At a National Econoritic Forami 2 i
terday, the two major federationis in the countr§; -~
Cosatu and the National Council of Trade Uriign
put forward their tax proposals, . 4

‘They sire likely to push hard fortlicz mero*rahng‘—‘“
of basic foodstuff, medicines and sérvices as well o
asfor no further increasesin VAT, -« 5. .

With’ promises -of.a. barrage of new and:
‘iiicreased taxes; the Peacé Fax Campaign is like
Iy'to gain,, gmund, evenif it wins only eniotiona
support,
Thc
proportioii of their income tax and puﬂmg mtoan
trustaccount to be used fordev prient j
they s approve of. ’

But in South Africa whefe employers are
responsible for tax dediictions, the pmtwtlsmom
diluted. -

Accordmg to Barry Poppleton, of Southem'
Afiica Komoma, this includes letters of pmtest.
accom] ymg mturns, arraugmg Tower tax pay-
ments ... 50 one is able to control the amioting still
due at the end of the year and- claiming e exce&swe
numbers of depeudeuts.

Mooted as'a form of protest agamst fast and
furious corruption revelatlons at.th&enrl of Iast
year, the tax ish g 2 pof
buzzword:* .

Yesterday, a wide vanety of orgamsa ns met .
to hammer out plans and elect a comnuttee to
take the idea forward. .
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Aions’ are déciding- at: a: meeting: in
-Johannesburg-today. on-a plan.of ac;
1 +tion to protest against the charige in
+tax: legislation ‘affecting' them!
% «The;tax change requires them:to
‘pay,48% tax at-source on a-monthly
: basiscrather.than at the end.of the
year; when deductions for travelling
‘expenses and: éxpenditure. gre
.. off tlie’;bulktae;l;)ayment. §70 4
't- . The ichange saffects .engineers;
'+ draughtsmen; tracers and:other ¢on-
|+ tract,staff with close corporations.
- i. Acommittee of contractors: has .
" beeniformed:arid a-picket outside-
7 Receiver - of»Revenue’s “of
“scheduled for February 5. Thy
ingitoday willbe held at 6pmi-at Stur--
rock Park in Milner Park.2§71[43,
A ‘Premier contracting. agent for .
the industry; David. Heath, sajd'“the
- Rex IS alienating the mi: h
works for himself”, as the legjsl; .
1 - t6oks ;away :their incentjves.Heath ©
«:said the pool of floating manpower in
{- the'engineeriiig mdustry would bere-
. duced:hy. the*legislation; people-
-would move outof the market:
.Diréctor of -Law:Applicati
- land:Revenue ‘John Hansser:
duction ¢laims were:a form ‘of tax
dodging and ‘the effectof: the - tax
.change “dould be that peoplé who'set
lip close gorporations on the advice of -
rtax consultants ‘will- realise: vthat it
~+d0esn’t:pay-to'operate-on that basis”,
-.«He: sajd * bona ki ohtractors
would be{unaffectéid'as they:would be
-‘able’té obtain exémpt, Cates:




Bad tlme to raise

8001 wl)f

taxes -

ORGANISED commerce and in-

dustry have called on govern-
ment not to increase taxes, as the
timing was not right while the
economy remained in recession.

Governrhent was asked formally
at an economice forum process com-

- mittee ‘meeting last week to avoid

addressing the deficit problem by
raising taxes, sources said.

-While the private sector-provided .
government with inputs on the Bud- .
get last week, labour representatives
have not yet provided ic poli-

93
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revenue, ’

Theé orgamsatlon also opposed rais-*
mg the fuel levy and said a petrol
price increase at' this pomt in, the '
busme,ss eycle mlght afféct the“eco-
nomy more than in previous years. A
higher fuel leyy would be inflatihary
and would also result in lower collec- -
tions in other areas.

Sacob said direct taxes wéré, al—
ready too high by international stan- |
dards and SA could not afford a more

cymakers. with any formal input, al-
though they have signalled their op-
position to tax increases.

While the suggestions handed to
government at the forum meeting
could not be obtained, business repre-
sentatives spoke out openly against
tax increases.

Sacob, in a reference to speculatlon
that the VAT rate would be -in-
creased, said yesterday: “While Sa-
cob is not opposed to higher rates of
indirect taxes in principle, there is
concern af the timing of Such an
increase. Imposing a higher rate of
VAT on a_contracting economy is
likely to mcrease the severity of the
recession,” '

Sacob said the move coitld result in
only a. mmxmaymcrease in VAT col-

lections and a; }'eductlon iii collectjons

of other taxes, because of the effécts
of a recession on government

titive tax regime, as this en-
couraged companies to transfer pro-
fits offshore.

The Afrikaanse- Handelsmstltuut
(AHI)is expected to present Finance-
Minister Derek Keys with a similar
view when the ‘organisation ineets
him today. The AHI expressed oppo-
sition to an mcrease in'the VAT rate
last year. P ur

Sacob's calculations show 'that a
deficit of about 6% of GDP is’ ‘Possible
without increasing taxes, ptovxded
government keeps the 1ncrease in
spending below 7%. :

On the basis of prevallmg tax
rates, and assuming real GDP growth
of 1,5% over the fiscal year, govern-
ment cotild raise about B8, 5bn in ad-
ditional tax revenue. ""”’

The organisation said' the only op-
tion that could really ‘work*in, ad-
dressing the deficit problem was to
cut state expenditure.
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By MAGGIE ROWLEY
Deputy Business Editor
{IMORE aggressive taxation of lump
S5ums on retirement is necessary and
{ax ‘leakages’ would have to be closed,
says Garth Griffin, Old Mutual GM of
wmﬁav_a«,mo benefits. A
rAddressing a seminar in Johannes-
burg yesterday, Griffin said there was
no doubt the current system resulted
in significant loss of tax revenue and
‘roded the integrity of the “cash flow”
ystem of taxing retivement provision
rrangements.
M\‘moémﬁﬁ there were three essen-
2t

ial pre-conditions to the revision of

Ump sum taxation:

) The existing rights of current fund

. members had to be defined and pro-
acted,

The taxation of lump sum benefits
‘eceived from public sector funds had
16 be brought into line with the pri-

ate sector, .
@ The taxation basis applicable to atl
gther lump sum benefits had to be

0 tent with that adopted for lump
Sums on retirement. In particular the
R1800 deduction in respect of with-

utual calls for

erziila

‘aggressive’ taxa

drawal benefits should be rem .
4 Griffin said the need to accelerate
fax revenue from retirement funds
.had become a “burning issue” within
government but the state needed to
¢larify its reasoning for wanting to
hange taxation policy in this regard.
Griffin said there could be little
doubt that successful retirement pro-
meoam systems worldwide relied on
sither fiscal incentives or compulsion
0 achieve their aims.

1% “Unless we are contemplating com-
wﬁwmou we must ensure the continu-

T to fi the disparity in
state.old age pensions (SOAP).

The cumulative cost of SOAP im-
provement as caleulated by last year's
Mouton report would be R2,5bn and
Griffin said that it appeared the
government believed it could fund
this through retirement fund taxation,

In a recent submission to the Finan-
cial Services Board which was re-
leased yesterday, Old Mutual ques-
tioned whether taxing retirement

provisions was to raise additional tax.

Zrevenue, or to eliminate .the per-

ation of effective fiscal incentives if - ceived and real problems with the

the progress we have made is not to be
forfeited.”

# In this regard the State had to avoid
taxing retirement funds as a source of

‘taxation basis for retirement fund
benefits.
Old Mutual, he said, would like to

see the current system of retirement

ation remaih large
pt for ani
taxation of lump sum benefits.

Current legislation permitted cre-
ative %_wgﬁm on:retirement that re-
sulted inlarge lump sum benefit pay-

‘ments attracting very low rates of tax,
invariably below the rate.at which the
deduction -of contributions was. al-
iowed. Thers Had also.beerta mwwmmmn

provision tax

1y un-
in the

more
fe®
1011

tem the state needed to:

® Improve access to SOAP,

@ Clarify its thinking on the future of
tax-free lump sums,

® Develop clear policy on the desired
balance between lump sum and inco-
me/annuity type benpefits from ap-
proved retirement vehicles,

Griffin warned that any move to
raise additional revenue from the re-
tirement fund system over and above
a tax neutral position would increase
the tax burden to the point where it is
overtaxed, and therefore the incen-
tive to defer receipt of income would
be neutralised.

0Old Mutual supports the notion of a
single-retirement fund vehicle
through the merging of the current
provident and pension fund vehicles.

The contributions would be fully
tax deductible and the individual
could choose between lump sum and
income payouts at the end of their
working career instead of being
mwum.ma to make the decision at the
sta

@ Old Mutual Employee Benefits
has declared a 15% bonus for all pexn-
sioners participating in its pensioner
inerease product, Pensions Plus, ef-
fective from the end of January.

At yesterday’s seminar Griffin said
the average real yield on penpsion
funds during 1971 to 1980 was 2,3% and
between 1981 and 1991, 4,3%. In spite
of average yield in the 1980s being
higher than the 1970s, the decade saw
five years of negative real returns.

For the 1890s, he said, even lower

cant switchifrom g ionto provi
Hfunds for the lump sumdbenefits.
» "'These dnomalies’ Cutrently being
exploited ‘heeded to be addressed as
they challenged the-integrity of the
current structure.

' Griffin said to reduce tax ‘leakdges’
and ensure the neutrality of the sys-

‘age yields were being forecast.

Ifthe plight of pensioners was not to
worsen pension funds would have to
more realistically target :inflation
which could be done if real yields
were obtained in the investment mar-
ket and provision was made in fund-
ing levels, he said.
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Old Mutual moots hike in

tax on lump su% Esneﬁts |

11a3
OLD MU UAL yesterday called
on government to address the tax
leakage through lump sum pay-
ments, saying it would support an
increase in the taxation of lump
sum benefits.

The move should form part of an
overhaul of the retirement. system
that did away with tax arbitrage and
allayed the industry’s uncertainty
over tax increases, Old Mutual GM
Garth Griffin said.

Speaking at a seminar on employ-
ee benefits, Griffin said it was time
government took a standpoint on the
relative benefits of lump sums or in-
comes, and adjust taxzation accord-
ingly. He said this was a prerequisite
for restructuring the retirement sys-
tem and doing away with tax arbi-
trage. He argued that the system

GRETA STEYN

should be restructured to “collapse"
pension and provident funds together.

In its representation to the Finan-
cial Services Board on the issue, Old
Mutal said it would support an in-
crease in the tazation of lump sum
benefits, either by implementing the
Margo commission proposal (the ap-
plication of the individual’s average
rate of tax over the three years be-
fore receiving the lump sum) or the
application of the present tax tables
to the lump sum income.

A move to tax Jump sums would
reduce the incentive to encash bene-
fits. There appeared to be consensus
in the industry that the present basis
of taxing lump sum benefits needed
revision.

- addressed before any wider review

‘considered action will lead
to a greater degree of certainty and
allay fears of a much wider emotxon-
al attack on the overall system.”

However, the disparity between
public and private sector taxzation of
pension benefits would have to be

could be attempted The continuation
of the “very significant” tax free |
benefits available to members of
state and other public sector funds
created a distortion that mitigated [
against rational decisions on the tax-
ation of lump sum benefits.

- It was also essential that the exist-
ing rights of present fund members
be defined and protected. -

‘This was a “contentious issue” and,
defining existing rights would “neces-

. sarily be subjective”. |

[u———



‘Stals takés

on inflatio

Sto 271193
By Neil Behrmann

LONDON — Reserve Bank
Governor Dr Chris Stals has al-
layed fears that anticipated tax
increases could halt the recent
drop in the inflation rate. .
At a World Gold Council con-
. ference here on central bank
asset managment Stals said
SA’s underlying inflation rate
had fallen to seven percent over
the past four months. .
“Most people compare infla-
tion with twelve months pre-
viously, but latest indicators
show that it is falling faster
than was previously expected,”
he commented. . - -
_Stals said that any VAT in-
creases in ‘the coming budget,
- would not have an adverse im-
pact on.inflationary expecta-
tions. - - e
Critics fear that VAT in-
creases will raise inflationary
expectations. . & g
Stals contends that in the
present recession, VAT in-
creases will be a temporary
blip in a downward inflationary
trend. Since business conditions
are poor, businesses would be
mostly unable to maintain
higher prices.

positive viey

M



come falling far behind Budget estimates,
Inland Revenue is sweepin j up every cent
it can find in unpaid income;fax and VAT.

In nine months the division has'raked in
more than R1bn in unpald income tax and
penalties.

In a sustained crackdown, auditors and
inspectors have tracked down huridreds of
tax dodgers and defaulters owing tens of
millions of rands to the Treasury.

During the course of last year an aver-
age of 14000 summonses a month were
served on late payers and on those who
failed to submit returns, as well as for
other tax transgressions. -

According to Inland Revenue chief di-
rector: operation control Chris Dempers,
undisclosed taxable income di ed

Taxman s swee

PRETORIA — With' govemment’s tax in-

p nets Ribn .

[ GERALD REILLY 1

Tax and penalties paid on this gmount
totalled R1,024bn. @

Most ofienders were compani

For the whole of the previous tax year,
the tax and penalty figure amuunted to
R1,293bn,

It was hkely that this figure would be

‘exceeded in the current tax year.

Special investigations in the nine months
from March to November uncovered un-
paid taxes amounting to R218,3m. This,
Dempers said,-compared with R216m for
the whole of the 1991/92 tax yeary

Meanwhile, 12% of forms sent to salary
earners this year have S| ar(not been
retumed és/ [ 9%

g 14% ave not béen re-

amounted to a massive R2,186bn in the ,

nine months to end-Novembe_r last year.-

tumed while in Pretoria 12% have not yet
been returned.




int(?rcst rates

Reserve Bank may cut

Infl:
D

o

c
60

By Sven Liinsche

The yearly inflation rate
in December dropped to’
9,6 percent, the first time
it has fallen below the
10 percent mark since

1978. S‘TM 25[!173

Announcing the good news
today, Central Statistical
Services (CSS) said the sharp
drop was led by a 9 percent
decline in vegetable prices
in December. -

The decline in the inflation’
rate, which is a measure of
increases in consumer prices
i over 12 months, has fuelled
speculation that a further
drop in interest and bond
rates is imminent, -

The senior deputy gover-
nor of the Reserve Bank, Dr
Jaap Meler, said he was
pleasantly surprised at the
drop in inflation below
10 lpercent, which he had
only expected in Febru-
ary/March this year.

“We will examine the im-
pact of the latest inflation
1 figure on the bank’s mone-
tary policy at our weekly
money market meeting this
afternoon,” Meier said.

Prospects »
M g t

' Hel'said, however; that
 othek:aspects of the economy
would havesfo be taken into
account before a decision on
interest rates was taken.

. Jrh%se included the bal-
-2

ry

f oayments and, more
_ exdididily, the prospects of a
rhigh'et‘{lAT rate and fuel
;levigﬁ {0 counter the short-
“fall in tax revenues. Higher
taxes would immediately
lead to a technical rise in the
inflation figures.

Economists have pre-
viously stated that a 13 per-
cent' VAT rate and a 15 per-
cent increase in the fuel levy
could add up to two percent-
age points to the arnual in-
flation rate.

The fall in inflation to
below 10 percent is seen as a
remarkable victory for Re-
serve Bank Governor Dr
Chris Stals who has persisted

with a tight monetary policy

despite calls to ease interest
rates to boost a depressed
_economy.
| As recently as June infla-
tion was running at more
than 15 percent.

sured 2 relatively high
' 11 percent.

' November and De-
:::r;%‘;r last year — average
consumer prices were up-

" changed while food prices
actually declined by 0, per-

. ol
ter rains boosted agricl

‘t)\?lt'al production. Compared

! with December 1991, how-

1n November it still mea-

On a monthly basis — be-

er, vegetable .prices were

::ill 30 percent higher. s
Other foed produc

showed sligtr:)t mt:‘!‘x;l;lry :i-

s in Dece , al-

gg:;: well below the levels

recorded in preat}lu:tg:n::tsé

e

The g W 13,9 percent

ared with 15,3 percen

(f:g;n 1%91 and 14,4 percent for

1990. . Jast
verage food prices
egr rose by 25,3 percent,
well up on 1991's 19,6 per-
cent, the CS8 said.
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Workshops to fe assurers’ tax .
CAPE TOWN — " ;

tween the lfe industry LNDA ENSOR .
in the application of tpe f assets in the policyholders’ fund in the-
proach to the taxatign of 'eassurersisthe leulation of ],

'€ expenses was yp,
inclusion of capita] avpreciation of aggets- Pprecedented in SA's taxation syster, »
in the calculati_on of allowable expenses, But Inland l%evenue' legal drafting diree..

at a series of Workshops organ by the lication of the establishaq principle’
Life Office’s Association and Scheduled to  gyn¢ expenses allowed for tay deduction,
take place in Jq 8_and urposes should he Pro-rated acrogs 5 busjs,;
Town next week. 32 m»}ys sources of income, S

Sa‘nla'm senior GM Tge Rudnian sa; “My personal view is that it has to be,
the inclugj

n of capital appr ci on of * taken into account,” Meiklejohn said. ;
T ————e Bk vy L P
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i Tax hikes

- Govérniment spending in the
1993/4 fiscal year will have to
fall by more than three percent
in real terms. — the guideline
set by Finance Minister Derek
Keys — if significant tax in-
creages are to be avoided.

Southern Life economist Mike
Daly warns in the latest Eco-
nomie Comiment that large in-
creases in interest payments on
the national debt, will put even
more pressure on spending to be

“Eyerything possible should be
done to eliminate some of the
wastage that occurs in key areas,
for example foreign affairs,
which includes the independent
anid' self-governing terretories,
education and defence,” Daly

says. .

Despite Keys's commitment to
lower state spending, Daly ex-
pects the Government to raise
VAT from 10 to 12percent (with
more. zero ratings on basic food-
stuffs), increase the fuel levy and
provide ho relief against fiscal
dra%lin the next Budget. .

- Thesé measures could boost
revenue by at least 15 percent in
1093/4, after a projected five per-
cent rise in the current year.

“An expenditure increase’ of
eight percent in tiominal terms
could then, imply a deficit be-

percent "of "gross domestic. pro-
duct (GDP), which would be a
small improvement on this year’s
expected_eight percent,” Daly

——— "

ésﬁ' ate‘éhave'notyet“respondedtotherecentdropininﬂatidn S
rikes linked to
: i L

government Spen
By Sven Liinsche S/\P(Lq/q)\\\@ \ 20

;
sy, A

fore borrowing of less than six :

1992

“A, secon
, fiet will be risky
" for the capital market, but pro-|:
"vided a coherent plan is put
+ forward for government finances:| -+
in 1993/4 with the backing of all
political groups, the risks may be
acceptable” hesays. - ' ¢ :
_ Headdsthata “negotiated and | , -
de-ideologised” privatisation pro- | -
gramme should be revitalised'as | ‘.
soon as possible to-finance gov-
9mment fixed investment spend-
ing, .
Commenting on the impact of,

deficit reducing measures, Daly | : * -
increases’

says the e; 2
will weaken the chance to break,
the range of inflation of 10.fo.
17 percent this year. e
Higher indirect taxes, while; .
having a deflationary - effect:|."
through reducing consumer
spending power, will show up as;
a technical rise in the ¢onsumer:
price index (CPI). N
Without tax hikes the inflati
rate could fall to as'low as nine’
percent in the third quarter; says.
Daly. .
He calls on the ‘authorities’to
further exploit the recent gains |
on the inflation front by lower- |-
ing short-term’ interest rates, |-
which would return the economy:|.
to a positive grqwi;h‘ratz‘andvthusj .
boost revenue collections, " [ ¥
On current eviderice, though,
e’ Reserve Bank’

2

. hé still ‘expécets the Re:
to, cut interest-ratés by at Teast |
two percentage points;from Bank'|.
rate's current level of 14 percent. .
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! in‘the}_‘,.zl,ﬁ% increase in its pre-tax

- said.the increase in taxation had been-
. anticipated at the time of the decision

© 2¢.2,2¢) was declared. A/, d

[ drop in earnings 2 share in Cﬁe stx

lassive tax bill
hike hits Bloch., -

ij .- . LINDA ENSOR ¢
CAPETOWN. — A massivetike
the tax’bill of Bloch Ltd because of its

i

relodtion to SA from Ciskei resulted

profit,

4 being” converted into a 10%
months to end-December, A
Chdirman ‘Bérnard Rabifowits’

to relotate the business as part of a
settlement of a dispute with the C
issiofier for Inland R réfiter’
Rpyalties received from the: :
Bloch’s trademarks by ‘trading ‘com:
panies in the Bloch supermarket
groiip rose 22% to R630 377
(R516,726), earnings a share fell to
2,1¢(24c) and an interim dividend of

.Rabinowitz said Bloch's ‘licensees
reported a fairly buoyant Christmas,
whicl} signalled an improvement in
the economy. . - ‘01! ] ” %,

-Royalty income for the Tuli year, |
he said, was expected to be R1,2Tm
and ithis would genérate profit after:
tax of about 4,2 per. share.

e




Increasé in taxes ‘will
depress weak economy’

GERALD REILLY

PRETORIA — Tax hikes in the 1993 udget would

further depress a. weak economy, Northern Transvaal

Chamber of Industries president Reuben Rutowitz

L yarned yesterday. ’
peaking at the chamber’s annual meeting, he also

warned against economic manipulzt.ion aimed at politi-

cal advantage 210 2911
) n the expected huge’Budget deficit, he said: “The
increasmg deficit has been with us for a long time and to
try and correct it in one fell swoop would be a grave
error.” It should be reduced to manageable proportions
over a period to avoid placing unneccesary pressure on
the economy and pushing the country into depression.
" Rutowitz said Finance Minister Derek Keys's state-
ment last year that South Africans were not overtaxed
was irresponsible.

South Africans had been impoverished over a long

ﬁod,partlcularlymthepastmyears.Afactarha
been uncontrolled government spending.

. The increase in personal taxes between 1681 and 1991
had eroded personal incomes at a rate more than twice
that caused by inflation. e

Referring to recent disclosures of government corrup-
tion and financial mismanagement, Rutowitz said if the
amount involved was taken into account it could be asked
where the SA economy would have stood had the funds
had been well managed.

On’the year ahead, Rutowitz said the signs of growth
were not encouraging. A better agricultural year was a
prerequisite for growth.

He emphasised that to generate confidence in overseas
investors and attract capital, three issues had to be
tackled urgently: a sat:stactory agreement on the future

itution had to be 1 to be cur-
tailed and a stable labour force had to be m place




Waorking up to

retlrement

' 291 - 4243 -
HE lump sums pension and
provident fund members are
entitled to on retirement will
have to be taxed more heavily in

future, advocates Old Mutual (OM)
general manager Garth Griffin.

With other changes this would put
the minds of government at ease over
“tax leakage” from retirement funds
and be a move towards tax neutrality,
the ostensible reason the Jacobs Com-
mittee last year proposed partly taxing

pension fund and retirement annuity -
- pension policy. Loes it favour the pay-

contributions.

But the nghts pension fund and
retirement annuity (RA) fund mem-
bers now have to favourable tax treat-
ment of the lump sums they can take
out on retirement— and arguably one
of the good reasons for their joining
these funds in the first place —seems
safe.

Griffin belleves the entitlement to
tax-free lump sums under the present
arrangement would have to be pre-
served. “Otherwise the move won’t
even get to first base.”

At the same time equal treatment
should be given to lump sum benefits
in the private and the public sector.

Speaking at an employee benefits

seminar in Johannesburg, Griffin also

suggested a fundamental change in
retirement funding by doing away
with the differences between provi-
dent and pension funds.

The big difference now between the
two is the way the money is paid out
eventually and its tax treatment. With
a provident fund, contributions are
taxed, but the lump sum payment on
retirement is not. With pensions and
RAs, contributions are not taxed and
two-thirds of the eventual payout have
to be taken as a monthly pension pay-
ment, which is taxed.

Griffin believes it is more sensible
 to allow people to defer the decision
on whether to have a lump sum at
retirement or an income-stream to
their retirement date rather than forc-
ing the issue years before they actual-
ly retire.

The suggestion that retirement
funds be merged is also part of OM’s
submission to the Financial Services
Board (FSB) last month on reviewing
tax policy on retirement funds.

Ata stroke the merger would put an
end to the pension versus provident
fund debate that was part of the 1980s
confrontational era of labour relations.
It would end the pell mell rush away
from pension or “defined benefit”
funds to provident or “defined contri-

B

Taxing retirement benefits is a

sensitive topic —but it is one

that will have to be addressed,
reports REG RUMNEY

bution” funds, a trend not only moti-
vated, as is popularly supposed, by
labour but also by employers keen to
take advantage of tax breaks of pmvx-
dent funds.

But first, the state must decide on 1ts

‘ment of a lump sum or annuity bene-
fits — the payment of monthly
amounts until the beneficiary’s death,
as with a pension? Orisitneutral? .
Griffin also surmises that mining a
new seam of tax to pay for the equali- '
sation of state old age pensions is the
» real reason behind the Jacobs Com-
mittee proposals, .. - - !
He believes Jacobs had no mandate
to raise the issue of taxing pension
fund contributions. Moreover, the OM
submission to the FSB remarks that
countries with successful retirement
provisions rely on either tax-incen- '

*tives or compulsion. Compulsion is

ruled out, 50 tax mcentlves mustbe
retained. -
Nonetheless, pemelved tax leakage ’

“must be plugged.

The OM document notes: “...the
anomalies curtently being exploited
with regard to lump-sum benefits on
retirement need to be addressed. They
challenge the integrity of the current
structure, which cannot be good for its

long-term growth and development.” t

For instance, that up to a third of the

pension payout can be taken outina

{ump sum which attracts low tax
means a Joss to the Receiver of Rev-
enue and a gain to the pensioner.

Griffin says any amount above the
actual tax-free amount is now taxed at
an average rate based on other income
during the year the pension fund (or
retirement annuity) member gets the
lump sum. There is a lot of scope for
reducing that average rate. So he sup-
ports the recommendation of the
Margo Commission that the average
rate of tax in the three years before
retirement be used.

Griffin’s remarks on the “capping”
of deductible contributions or benefits
in money terms bring to mind the lim-
itations of a “wealth tax”.

He believes capping may be politi-
cally wise in that it stops the very
wealthy getting benefits they do not
need, but it won’t raise much money.

l
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resistance cap pe expected,”
sa;{‘s the report, - -

. The proposed higher taxeg
on retirement benefits affeqt
the leve] of Personal and eor.
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Sacob warns
on pensi
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The SA Chamber of
Business (Sacob) said at
the weekend it had made
its submissions to the Fi-
nancial Services Board
on the proposed major
changes to the tax treat-
ment of employer and
employee contributions
to pension funds, provi-
dent funds, and retire-
ment annuity funds.

It said it had advised
government not to in-
crease taxes on retire-
ment benefits and to
phase out discrimina-
tion in the tax treatment
of public and private
sector lump-sum retire-
ment benefits.

Sacob said any propos-
al which adversely af-
fected the taxation of re-
tirement benefits would
involve moral issues of
good faith and, “under
the prevailing private
sector perceptions of
significant economic
wastage in areas like the
homelands and TBVC
states, great resistance
can be expected”.
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A CAPITAL gains tax was unlikely to
be introduced in the next Budget as
the administrative expense often did
not justify the revenue generated,
Coopers Theron du Toit director Ja-
cobus van Wyk said at the weekend.

Speaking at the SA Institute of Va-
luers conference, he said it was most
likely government would use the tax
as a bargaining point in the negotia-
tions process.

“A future government is likely to
introduce such a tax, even if it is not
revenue producing, as the majority of
the people will perceive it as fair
because it constitutes a redistribu-

PETER GALLI

tion of wealth,” he said.

A property tax was also likely to be
introduced, To be effective, such a
tax would have to be levied at be-
tween 2% and 5% of the land value.

“If this tax was levied at 4% of all

land values in SA it would generate’

tax of about Ribn.” Finance deputy
director-general Gerhard Croeser
was looking at a land tax and the
possibility of taxing farms, he added.

However, a problem arose on the
basis used for valuing various prop-
erties. A set rate would disregard the

“Capital gains tax ‘unike
=L

in Budge

A0, Budget
different qualzlltilZsaf land while .a
market valuation was not always ap-
propriate, said Van Wyk,

“We can expect a new government
to focus short-term expenditure on
addressing social inequality and sim-
plifying the tax system, A capital
gains tax is likely to be introduced at
arelatively low rate with a minimum
business tax,” Van Wyk said.

It was also likely-6ther wealth tax-
es such as a capital transfer tax
would be retained, and a property tax
introduced. There could also be are
duction in personal‘tax rates on the
back of an increase in the tax base.
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' SACOB said on Saturday it had made its
submissions to the Financial Services
Board on the proposed major changes to
the tax treatment of employer and em-
ployee contributions to "pension funds,
provident funds, and retirement annuity
funds, -

It said far-reaching changes had also
been proposed in the tax treatment of lamp
sum retirement benefits by such funds, or

y employers, as well as ch in the
taxation of pensions and annuities.

Sacob said it was not clear how the
proposals contained in the Margo Report
would affect the present treatment of con-
tributions to a provident fund, where
employer contributions were deductible
but member contributions were not.

Sacob said it also did not support the
Jacobs proposals, because “with a dispar-
ity in the quantum of deductibility between
employer and employee contributions —
80% versus 66,66% — they would encour-
age manipulation between salary remu-
neration and employer contribtions to re-
tirement funds.

“Restricting an employer’s deduction to
only 80% of its contribution contradicts the
basic deductibility principle of a bona fide
business expense. Employers who are de-
nied the full deduction of their contribu-
tions may be tempted to change their re-
muneration packages to a salary-only
basis, thereby pushing the retirement plan-
ning function down to employee level,

“This would obviously be a regressive
Btep, especially under existing circum-

T

b responds fo new
tax proposals

21 e

nds

stances where individuals in general are
not conscious of the need to provide for
retirement. There is concern that this sce-
nario will lead to a reduction in the volume
of saving for retirement.

“With estimates showing that only 10%
of 8A’s population are financially indépen-
dent on retirement, there appear to be
good grounds for concern,” Sacob said,

Although Sacob preferred the status quo
to be maintained, it expressed concern re-
garding the following limitations:

OThe present system. discriminated be-
tween the public and private sectors.
Lump sum benefits from government and
certain other public sector pension or

- provident funds were entirely tax free,

while tax exemptions were limited in the
private sector.

0 “The deferment of tax under the EEET
scenaric — where both employee and
employer contributions are tax deductible,
funds build up tax free and all benefits are
taxed — can be indefinite, whereas with
sufficient planning a Iump sum of retire-
ment is subjected to an average minimum
rate of tax.”

Sacob said it did not support the Margo
commission’s proposal that the total
amount of lump sum benefits on retire-
ment should be taxed in full, withont any
deduction being allowed, as it would be
contrary to the widely accepted principle
that the state must encourage people to
provide for their retirement via tax and
other incentives. — Sapa,




7 1 By ARl JACOBSON" A
A DIVIDEND tax, at a low level,
could be re-introduced in the up-
‘coming . budget, - says tax mxumnn
Ernst & Young’” s Dave Clegg.

Ea says thata vms,oﬂ price _mé is
g =m<_nm£m and an increase in the
nmnm of estate duty-a vomm_c-:@

Qmmm_ cnoﬁasm his views on the
wam\w» wnummﬁ anticipates “belts
‘to remain tightened until the poli-
g rﬁwnm stop posturing and go about
‘réstoring international nosmamgm
in 2:m country”.

Return of the dividend tax?

- He Qomm not._ see ooﬂuonsam tax’ w:n w»cz and so a rate of um 5% is -

rates moving up .or down until a
Ppolitical settlement is oc:ﬁ:@ma
even- though the rate is high c%
international standards.

Clegg maintains fiscal drag, the
inflationary effect on taxes, will

not be compensated for with an -

adjustment to the tax brackets, al-
though the maximum rate could be
shifted “to mm% R120 000 D.oE
R80 000",

Qmmm no:mﬁonm z..m introduction

‘of a higher VAT rate to be a.cer-

tainty and adds that “meaningful
additional révenues can only be

collected with 'a move to at least.

15%?.
He -éxplains that an increase in
the VAT rate must be accompanied

by 'a zero-rating of further food-

stuffs.
- “But revenie notmasoa ‘wilk
then be reduced by between R3bn

.required before a net i :_E.mmmm can
‘bé -achieved.”

At a“15% VAT rate O_omm esti-
mates ' that an . vn&?osm_ R4bn
\ic_.:m be raised."

:mumzmﬂ. VAT on Ex_:.u« items is .

unlikely because the problem with
‘leakages’.— ‘the -polite name" for.
fraud — makes'such a change no::.

ter- m:.m:nnzm.: 3
il

The dividend tax Clegg a:immmmm
wotild be at a low level of about
10% and is a withholding tax levied
5 the company on the umwsmi 2.
Eﬁnosnm. o R

“iPhis ‘would Um mQB_Emﬁ.waim_%
fairly straightforward .and would .

. ereate an immediate cashflow in-

jection for the: mc<o~.=3m=n »

He - adds: - “It io:E be m_mn_m.
cantly - better than .the previous
.double ‘tax system, -which - divi-_
am—.—am sufféred up to 1990, while at’
the same time being vorn_amzw cor-"
uona in a.m o:uﬂosn nonnmﬁ:




Relief,_for compame
gél{\m?(’t for Joe Soap-

Pt e ; %wn‘ Correspendent ,
JOHANNEﬁBURG. — Companies could expect a
lower nominal tax rate orice an interim government
was installed, but individuals would not be as lucky,
the Momentum Life Quarterly bulletin forecast yes*
terday... " o
2 . Pfedicting possible economic policy over the‘nex‘.
three years using 2 “middle road” scenario, the
bulletin said individuals could expect tax rates at
least to remain the same between now and 1995.
, “The need to reduce the relative size of the defi:
{¢it; coupled with pressing socio-economic spending
priorities, will make a material reduction of person:
al tax rates very difficult in the 1994 and.:1995
Budgets,”- the F‘bullef:i'x)_;g)qi_(l,‘ EERE iGA
Nomina‘l'ci)rﬁorate‘t’a)’("r‘afe‘s were expected!
Jowered ins March 1994 to spur investment.




By Themba Molefe
) Pol|t|cal Reporter ;

THE Governiment must ﬁnd another
way ofi increasing tsrevenue and notby

1aising Valie Added Tax (VAT) or bya:

“Jevy on pension contributions.,
Thisis the view in labour andpolitical
circles. -

Fgrowing that during the
1993 parliamentary session the Govern-
ment will increase VAT and putatax on
retirement funds.

Indications are that the Congrefs of . h
* ”‘V;AT isan lndnect tax which is a tax

“South Afnqan Trade Unions (Cosatu),

| ‘T ax on spendmg hurts the poor ni

Natmnal Cduncll of Trade Unions
(Nactu) and major-political groups will

‘take protest action if the Government

were;to make such changes.

A report on the national budget and _

social security commissioned by Nactu
and prepared by the Labour Research
Service (LRS) notes that the Govern-
ment intends raising VAT from the
ent 10 percenl to 12 percent or

_

an the rich’:

on spending, not income.

“This tax therefore does not distin-
guish between the rich and the poor in
the economy but in fact hurts the poor
more than it hurts the rich,” the LRS
says.

It suggests that before raising VAT
the Government should reduce its ex-
penditure and not raise taxes during the
recession.

The Government should not shift the
tax burden to the poor.




Momentum forecas

CUt %n [ 13

[
COMPANIES co!xl‘glei;;m az Lv%

nomi- ¢
-nal tax rate once an interim government -

.o e
company ta?r €

ANDREW KRUMM |

L

was installed, but individuals would nothe ¥ the IMF.

as lucky, the Momentum Life quarterly
bulletin forecast yesterday.
Predict

g P policy
over the next three years using a “middle
road” scenario, the bulletin said individ-
uals could expect tax rates at least to
remain the same between now and 1995,

“The need to reduce the relative size of
the defiet, coupled with pressing socio-
economic spending priorities, will make a
material reduction of personal tax rates
very difficult in the 1994 and 1995 Bud-
gets,” the bulletin said.

In addition, the introduction of some
form of redistributive taxes such as capital
gains or capital transfer taxes was likely
in the same period, ;

Nominal corporate tax: rates, however,
were expected to be lowered in March 1994
to spur investment,

The bulletin said one way to cut the
deficit — this was forecast to be around
R23bn at the end of the 1998/1994 Budget
year — was through an arrangement with

“The interim government should be able
to negotlate a standby facility with the

* IMF in late 1995,” it said. As part of any

arran, a new gov would
undertake to reduce its budget deficit over
the following fiscal years.

The bulletin also forecast a new govern-

* ‘ment would probably maintain the inde-
pe‘ndent status of the Reserve Bank. .

will ensure positive real short-

* term interest rates, and prevent structural
* Inflationary pressures in the SA economy

from pushing the inflation rate beyond
15% at any stage during the forecasting
period,” it said. v .
The review added that another deht
agreement between SA and its creditor
banks was probable in 1993, which should
allow debt inside the net to be repaid at the
same pace as at present. , | S
On the subject of economie growth, the
bulletin f the y would re-
cover weakly in late 1993, and grow in 1994
and 1895 — if only at a subdued pace.
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PRETORIA — Government’s IntentiGH 16D Rt
affairs administrations and d abolish the President’s Coun- 3

cil has the potential to save taxpayers mens oi miliions of. i

rands a year, says DP finance spok Goodall

‘He stressed this would happen & ng i sta!f involved n*
duplicated and overtapping functlond were not s squeez sc
lnto other overstaffed state depaFEmentan, air - %, :

_ Some could be shifted to provincial 2 dminisﬁ'ations
staft the expanded provincial exect execiitive committees.An
there were some functions whiclt would have.to co'pﬁn, ¢
even after the demise of own affairs, he said, jamdt B

it there was still vast scope; - Goodall sald, for, b
administrative cost savings if government Was gegL M
about rationalisation and “went the whole way’y ,}é . g

With the disappearance of own affairs, the neeﬂ
four Indian Ministers and a deputy Mln!s
coloured Ministers, a deputy
al ée[;ll"mntaﬂve:, ;vould iag a?vmy.

ach Minister had a perso
10, including private secretariés, ausistant secretaries, ™
an administrative secretary and & laison’officeE:” M2 0

Coloured and Indian Ministers got the same pay dés

as white Ministers, This conslswdbi a'basle R155 000

.year, with & non-taxable, 'Tel imbursiv ) v

R42948. Deputy Minlsterssgot mtz 989 an reimburs.:’ _‘.

sive allowance of R33775. %A'l ’7}%, ‘an
- Goodal! said the six Minis repr

House of Assembly would also go. Each
of a private secretary and a secretary.

“The President’s Council had 60 members who.were
paid a basic R78 000 a year. yeni 7k %t ua R

30
..)‘L o .




AN AFR P
tuut (AHI) delegation which met ;"
Finance Minister, Derek , Keys ,%%m
|| last week has warned sharp tax X £ ré
hikes in the coming Budget could " f,.,‘i,.“.‘}!‘ts X
| seriously damage inflation .and .z s 'oe
{ growth prospects for the year. .o cuf oy
1t added that tax hikes could possi- rgghoider whether
easib!

bly plunge the economy -into its ey
, Soveth yess of deolining GIDP. /.q» v onicaly feeslfh
A ‘The delegation called for a freeze :yoyi- ‘Gonceded:, thal
\on government's wage and salary bill zcutd hive to,bé tolerated,
to remove the need for sharp in-. extra?R3hn. abo e , tax
creases in.tax, '3} !:i (L dnadistipecelpts'thef xpected in the -
In a statement. yesterday,  ghoancelof effective tax;increases. i |
AHI president George Huysamer ,'vxpother Ribn could be raised from
said the organigation Bad “urgently -5 pne percentage point jnérease in
requested governinent and the civil . ¢, a small hike inthe fiellevyand -
service to reconsider the prospect of ., -exclse dutles, The; measpres; would
a general 5% salary increase and,’, resit ifi-reveniiés’ of-R87bA, A'two. |
thus to chviate any substantial tax, percentsge higher-infiation rate and -
increases™, s ..., g fust o 5wl sar i deficit of aboit §% of GDPy which
The country’s economic, and fiscal ~ the private ggug:gm absorb. £ x|
situation rendered any rise in the st;Barnardt said & 5% increase in
public sector’s wage bill, and the pri- government’s wage and,galary biil
vate sector’s tax bill, unaffordable. ., would result in government having to
AHI economist Nick Barnardt, who raise tax revepues of R92bn, which
was a member of the delegation, said - the economy- ¢ould not absorb. .o B
the fiscal crisis was threatening ta ‘. -Any attempts todo so.would havea |
destabilise the economy. 'j:= 7a+s2v. negativé effect on,the economy, re- |
Sormardt sad the delegation fiad  sulting n: GDP, growin, ok -1% or
recommended a medium-term defi- ~worse for 1993 and an Increase. inthe |
eit reduetion programme torednce it, -Inflation rate of about 45 percentage
t0 6% of GDP I the next year.  ; . polnts. ¥ oY od) al wilbin

T avigy § Amalist W aar oo
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! COSATU would be willing to help Finance

| Minister Derek Keys confront his budget-
ary constraints if his-Budget allocated re- .
sources direetly. to finance- economic re-
.construction, :and. if government
‘immediately stopped all* expenditure_on
apartheid-related departments 0,

. Cosatu general secretary: Ja\ 00
sald yesterday the federation wanted a
“Budget freeze” with direct:and indirect
taxation being maintained at the same
level as this tax year.: .’ Cm o
+* The National Council of Trade Unions is
lso opposed to. any. increase in taxes on
individuals. - fXV) ’;:Z;Z 7?; .

-.Cosatu watted. all’ bureaucratic perks.

and deals purged, Naidoo said. “All civil
- servants, including- the. President;ssh d
péy tax and the practice of golden hand-
shakes and housing and travel privileges
for the state elite shouldibe abolished.”

Government corruption.would be
stopped only by firm financial controls.
Cosatu wanted the income and expenditure
sides of the Budget broughit under
ernment department, and
ment department audited to
of wastage and corruption

Cosatu and others-were discs
need for an independent tax commission to
rationalise government iicome and expen-
diture and make it more efficient.

While Naidoo conceded.-that the deficit
‘could not be ignored, he said priorities
sts;xould be identified and' addressed-'over

me. ;

.:0f SA — would assist’in deliveringre:
sourees to peoplé who needed them.

The restructuring of the public'service
45 also high“on Cosatu’s'a; B
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FINANCE. Minister Derek Keys is
expected to announce a 12% VAT rate
«when he presents his Budget next
<month.
« bReliable sources close to government
; 'sald yesterday fears that VAT would be
" ‘increased from 10% to 13% — with some
spredictions as high as 16% — were
~unfounded.

§While VAT ‘would come in below the

Ladi it

@&xpected rate, hopes that a broader range

.of basic. goods would be zero-rated would
not:be met. The sources said certain farm-

+ ing inputs, brown bread and maize meal
i were the only basic products that would be
* zero-rated.

‘& economist said an increase in indi-
rect, tax meant poorer people would be

; spending a greater proportion of their in-

corite, 1f government would not compen-
satg through more zero-rating, it would
haye:to keep the rate increase low.

Filel, which is subject to a levy, would
also:be zero-rated. But government was
expected to announce & substantial hike in
the:levy in order to keep the VAT rate as
lowas 12%.

Inslast year's Budget, Jevies on petrol

go/k:Economists said a gignificant rise in
the levy would be in line with the policy of
raising a greater. proportion of revenue

expected to ip‘cr‘egs,e,by about 10c/L

were increased by 8c/l, and on diesel by, .

through indirect ‘taXes. The petrol levy.was ™

PR %

MARCIA KLEIN Ak

The increase in VAT and in the:fuel levy
would increase inflationary pressure, but
would help government meet its revenue
requirements. There has been a:big short-
fall this year, and economists have warned
the deficit for 1992/63 could be as high as
75%-8% of GDP. .

Government had initially wanted o
introduce VAT at 12%, but pressure from
organised labour Jater had led it to settle
on a rate of 10%.

But government will not meet its R21bn
target for VAT revenues for the full fiscal
year. Central Statistical Service figures
show that income from VAT is running at
almost 10% below the previous year’s rev-
enue from GST. A VAT rate of 12,5%-13%
would have been necessary {0 achieve the
budgeted revenue target.

Economists said earlier that apart from’
VAT and the petrol levy, revenue-génerat-
ing rate increases would also be spread

across customs and excise duties.

The sources said that exported goods
and the sale of a business would be zero- .
rated. Passenger transport services and
"service‘s‘inv another country would also be
Ygerg-rated, s e e

lected jal services,
dation, zent, supplies by associations not
sfor gain and educational services ‘would be
ezempt.from VAT. :
eSS




Cosatu: FTé87e t5%¢<8h individuals

Own Correspondent
DURBAN. — Cosatu has chal-
lenged the government to freeze
tax increases on individuals in
the forthcoming budget to ease
the financial hardships being en-
dured by millions of citizens.

In an interview here yesterday
Cogatu secretary-general Mr Jay
Naidoo said the country’s econo-
my neede_d urgent restructuring
if peace, justice and political sta-

bility were to be attained,

He said more than 150 000
mineworkers had lost their jobs
in the past six months and Cosa-
tu’s projections were that about
250 000 further mining jobs would
be lost by the year 2000,

Mr Naidoo challenged the
government to find more effec-
tive ways of collecting company
taxes and to stop all existing
“leaks” in the tax system. .

He said future peace and stabil-

ity depended on a massive econo-
mic restructuring programme
geared to job creation.

Mr Naidoo said Cosatu has for-
mulated a comprehensive econo-
mic restructuring programme to
be presented to the government
and business representatives at
the National Economic Forum.

He said Cosatu’s proposals ad-
dressed short- and long-term
needs, including job ecreation,
housing and trade tariff policies.
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+-edrporations could form a reguatory board §
. $he Estate Agenth Boar 'm‘%lve problems?i

industry, says Association of Professional and 74
, Lontractors (APTC) spokésman,
11 The move Is aimed at quelling'tt
,.enite’s concerns about collectfng tax |
¢ _that all

their taxes. i
i~.- APTC members are j

" rate 4t the point of payment, Thi
* Hlons have tg;ay 48% a month,

. Heath satd the assoclation was bff
+¥o the Recelver. Contractors Would pay
i't the Jower rate of 16%. The boatd woull
“¥ax payments and take the hurd
U'the Recelver, = bsupi :
9 Heath said government was |

source of revenue but it would bi_ﬂ

survival of the industry. “+ 948
Contractors were a floating pool of J4

“Tndustry could rely on when needed. Big
iwould not employ these contractors ¢

basis because of difficult economic ‘tm
fluctuated, - © R
£3%The association had tried o set up a festing wi
+‘Commissioner and deputy commissiorér of Inland Rev-
'énue to discuss the issue but had been turned down.

i




Weekily Maiji Reporter
AS the government’s bu,
to reach crisis
Derek Keys
manoeuvre when he d
Budget to be presented

Increases in the Value-A,
rate, the fuel levy and excise
tain, following President
ment to public servants

conflict with the Afii
and organised labour,
bas expressed recentl,

Sﬁdiﬁg tdwa

proportions, Finance Minister
may find he has little room for
raws up the 1993/94
next month,

dded Tax (VAT)
duties appear cer.
FW de Klerk’s com-
Iast month that there

bring Keys into direct
n National Congress
despite the support he
wider public par-

L3 mec
The Budget is on thy
al Economic Forum.

€ agenda of the Eaﬁon-
ANC has called for

rds a bar}%ga republic

< ( - .
R28-billion, or 8,4 percent of GDP, And this
could rise to R30-billion, depending on how
the government writes off agricultural debt,

says Osborn, i
Next month’s Budget will be starting from
thelarge deficit already run up, and the deficit
will grow €xponentially unless action is taken
t penditure gr slowly than
revenue. A widening defici feeds upon itself

. since the interest Ppaid on the government’s

€ver-rising debt then contributes to increased
Bovernment expenditure, Interest costs are

already running at_mpne than 16 percent of

expenditure, : S :
1’s an explosive situation, warns Osborn,
and a “bagana republic” situation could
develop rapidly unless the gap is closed, If a
DEW government inherits the unsatisfactory

more efficient tax-colk
mentioned new taxes— for example, on capi-
d property. The Congress
Trade Unions this week
called for a “freeze” on tax rates, and for cuts
in government “apartheid”
restructuring of the civil se

Keys may not have many options in the
short term. The government!
ralled as the recession has co
enue from VAT has Ingged
tation. Nedbank chief eco;
Osborn says VAT collections have been run.
ningat up to R500-million a
Budget projections.

The gap between
and expenditu,
Budget at R1.
GDP, s likely
Most econo:

tal gains, wealth an,
of South African

thods and has

expenditure and
Tvice.

’s deficit has spj-
ntinued and rey-

way behind expec.
nomist Edwarg

month lower than

nts of the present one, it might find the
“Kinshasa option” —: printing “funny
money” ta pay civil seryants — the only way
to extract itself from jts udgetary problems,
The latest Amalgamated Banks of South
M, 1

also sees tax increases as inevitable, The gov-
ermment must do as much as possible on the
expenditure side, he says, through such mea-
snmasmconshucﬁng ministries. The recent
announcement that civi service salaries
would rise by only five percent means a big
saﬂnghlrmllzms,even though with salary
uotches the effective increase will be closer to
nineto 10 Ppercent, he says,

The government must also re-examine its

. transfers to the “self-governing” homelands

and “independent” TBYC states, over which
it must tighten fiscal control, :
. Oshorn adds that a revision of the treaty
governing the South African Customs Union
(SACU) is essentia, The SACU formula
works against South Africa, which is making
Iarge payouts to Botswana, Lesotho, Swazi.
land and Namibia, a5 well as the TBVCstates,
- One source of increased revenue for the
government will be fiscal drag— where ind;-
viduals who get pay increases tp compensate
for inflation enter higher tax brackets and

Africa (Absa) Quarterly E 7

find th paying a higher Proportion of

outlines two options for the government; o
reduce the deficit by curbing government
expenditure and increasing taxes, thereby
constraining growth; or to curh expenditure
without increasing taxes, so that the deficit
Would remain high but the growth rate could
improve marginally, o

: 'l'heAﬁ'ﬂmanseHandekinsﬁmut (AHD) this

_week adopted the second Absa alternative,

the government’s income
re, estimated in the 1992/93
5,9-billion, or 4,5 percent of
to turn out close to double that,
mists expect a figure of around

calling on the Sovernment not to increase civil
Servants’ pay at all and 1ot to increase taxes
sharply, on the grounds that this could exac-
erbate inflation ang prevent growth. :
Osborn argues for expenditure cuts, bot

theirincome in tay, -

Lower inflation means that fiscal drag will
make less of g contribution, but the AHI has
estimated that it will net the government an
extra R3-billion in the 1993/94fiscal year, The
AHI expectsthata one percent increase in the
VAT rate would increase government rev-
enue byafurtherm-biﬂion. ’ .

OsbomexpectsVATtorise 0 12 percent or
Bpement.lt'suulikelytobemkedeSper-
cent, as some have predicted, because “this

- would knock out what wind there is left in the

economy”, he says,

5o
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Call for tax concggsions
5%“6%&021‘[163{% fu%

SOUTHERN Life has called on govern-
ment to change its outlook on tax conces-
sions for education funding to offset the
sharp rise in the cost of private and state
education in SA. -

Southern Life assistant GM, legal and

tax services, Martin Sweet said: “As par- |

ents, communities and businesses are be-
ing asked to make greater contributions to
education, incentives to encourage pri-
vate-education expenditure should be ex-
tended, not reduced.” -

Amendments to the Income Tax Act

over the past two years — such as on
bursaries — had removed some incentives
for contributions to education. This made
it difficult for money to be channelled to
education, Sweet said.

“In 1991, the Income Tax Act was
amended to remove the exempt status of
amounts paid to employees and their rela-
tives as bursaries and scholarships.”
tOlilffectlv‘ely any education benefit paid

an employ
its value up to 43%. But, after an outery
from the public and other pressure groups,
government reintroduced the exemption
— on a far more limited scale.

The problem was that the present state
of exemptions did not go far enough. “Asit
stands an employee can get almost unlim-
ited tax-free bursary assistance from an

~category of staff that qualified for tax-free

Tov. 1

ding |
[T ANDREW KRUMM :

employer. But, the employee’s children
and other close relatives get only limited
tax free assistance — equivalent to a maxi-
mum R1200 a year.”

And that was only when the employee
‘earned less than R36 000 a year.

Sweet said when compared to current
school and' university fees, both the tax-
free limits government had set and the-

educational assistance were ludicrous. ---
Sweet said public education facilities
were likely to be stretched to the limit as
schools came under pressure to make up
the skills backlog created by black educa-
tion, KATHRYN STRACHAN reports. -
‘He said the Independent Schools Council
of SA had forecast that fees would have &
doubled at many private and state-assisted
schools by the middle of the decade, once.
inflation and the new education system .
had an effect on running costs. B
At §t John's College in Johannesburg, |-
annual tuition fees for day scholars could |
jump from the current R7 000 to over |
R14 000" he said, “And at Michaelhouse in |
Natal, boarder fees could rocket from the
current R19000 to a stunning R38000 a K
year by the time a new boy reaches matric §
five years from now.” ' .
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CREATIVE

ACCOUNTING

Delayed tax
eases cash”

expenditure
CHRIS HEMUS H‘LW‘O\\-\G\QJ

-THE taxation expense on most companiés’ in-
come statements does not represent actual tax
payable for the year. :

Often a deferred taxation charge or credit is
included in the taxation expense. Tampering with
deferred taxation, as a result of timing differ-
ences, is a temptmg technique for the creative
accountant, .

Timing dlfferences arise when items of income
and expenditure occur in different periods in fi-

ial stat ts and tax ation. The
most common timing dlfference relates to depre-
eiation.

Taxation legislation allows the Receiyer of.
Revenue to grant wear and tear allowances on
capital assets,

Wear’ and tear is calculated at different rates
according to the type of asset being; used by a
company. These rates may“differ sngmflcantly
from depreclatlon rates used by companiésiand-
this gives rise to a timing difference between ac-
counting income and taxable income,

Where future capital expenditure is expected
to be iricurred, the-anticipated tax liability' does
not become payable, or crystallise, because new
timing differences replace the prevmus trmmg
differences. .

The deferred taxatlon balance, therefore in-
creases continually when capital expendlture Tev-
els are maintained.

Generally - Accepted Accounting Practice. (AC
102) allows that deferred taxation need be pro-
vided only on tlmmg differences to the ‘extent
that a liability is expected to crystalise Within
three years, This is assessed by estimating future
capital expenditure levels — essentially~a’ ;udg-
mental issue, o

The creative it thrives on j
issues. AC 102 requires the future estimates' of
timing differences to he based on reasonable ‘as-
sumptions and budgets.’

It is a simple inatter to massage and dlrect
these estimates towards producing the desnred
result. Certain versions, characterised as more
realistic” or more prudent could be argued in
support of whatever deferred tax charge was re-
quiréd in a particular year.

The deferred tax charge affects current earh-
ings and earnings a share — a key ratio for ’the
creative ‘accountant.

In addition, the deferred tax charge has "o
cashflow impact as the tax is paid only in future
years. Deferred taxation, therefore, can provide
an jdeal vehicle for income smoothing as proflts
may be stored in good years and released in
leaner years.

M CHRIS HEMUS i isa semor Iecturer al lhe University
of Cape Town.
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FINANCIAL pressure on gover

ment, largely

due to the growing budget deficit which is likely to
be between R25-bn to R30-bn this year, is expect-
ed to result in increased taxes, both direct and
indirect, for fiscal 1993/94, financial planners say.
Indirect tax increases would probably involve a hike
in fuel prices and the VAT rate, while direct personal
taxes are expected to be raised through “bracket -

it

Mutual senior legal analyst Peter Stephan says the

easiest and least visible means of increasing personal income

tax is to leave the tax tables
as they are and Jet bracket
creep do the rest.

Inflationary adjustments
in salaries over the past year
will, in many cases, have
pushed taxpayers into higher
tax brackets resulting in gov-
ernment collecting addition-
al revenue while the public
becomes poorer: “Ideally the
tax tables should be adjusted
each year by the inflation
rate.

“However, by leaving
them the same, government
can get in a larger amount of
additional tax in a less visible
way.”

Stephan notes that middle
income earners — taxpayers
earning between R40000 to
R80000 a year — are hit
hardest by bracket creep.
Roughly 70% of all income
tax is paid by these individ-
uals.

“The result of taxpayers
being caught between contin-
ued high levels of taxation
and inflation is that they are
getting poorer each year.
They are able to save less of
their disposable incomes —
some 10% up to 1980 which
has since fallen “to about
25%.

In these circumstances,
Stephan emphasises the need
for taxpayers to properly
prepare their affairs and en-
sure that they are not paying
more tax than they have to.

He adds that a reputabl

g tax hikes

ONCE again, inevitably, another tax
year draws to a close. With the flur-
ry of Christmas and the annual
summer holidays a thing of the
past, it is time for all South Africans

to reflect on their personal financial
affalrs. SEAN VAN ZYL surveys Is-
sues that each and every one of us
should consider annually.

~ THE EFFECTS OF BRACKET CREEP
~_{FISCAL DRAG) ON DISPOSABLE INCOME

% Of salary that is disposable income

75

STANDARD OF LIVING 1988

70

65

1988

1989

ASSUMPTIONS: Married person, two dependant children, taxable income in
1988: R46000, increase in income 15% per annum (in line with inftation).
The above decrease in disposable income is purely due to fiscal drag.

SOURCE: OLD MUTUAL

1990

1991

1992

his employer to include his
RA deductions when caleu-
lating his menthly income
tax: “There is an immediate
cash flow advantage for an
employee who asks his
employer to take into
account his contributions to
RA funds.”

Normally RA deductions ’

would be claimed back from
the Receiver at the end of the’

tax year, thus the taxpayer
suffers the loss of his money
for up to 12 months, depend-
ing ém when the RA was initi-
ated.

Southern Life senior legal”

advisor, Leon Jordaan, feels
that timing is extremely im-
portant: “It is to the mem-
ber’s advantage if he can
time his retirement from the
RA fund to fall into a tax
year when his taxable in-

come from ordinary sources
is likely to be lower than oth-

er years.”

e notes that investments '
to an RA can be made in -

either a lump suh or on a
monthly basis. In this sense, a
taxpayer would have up-to
the _enq of February before

entitled — most forms of
dividend income are not tax-
able while the first R2 000 of
a taxpayer's investment in-
come from interest is also
exempt from tax.

@ 1f you receive any ali-
mony or mai from

tax or financial adviser
should be consulted to con-
firm that all exemptions and
deductions allowed within
the law have been utilised:
“Pax laws are complicated
and continually change, mak-
ing regular meetings with
your tax consultant advis-
able.”

He suggests, however, that
taxpayers should consider
the following points when
completing their tax returns:

@ Make sure you do not in-
clude any capital gains as in-
come, often taxpayers lump
everything together as in-
come. A

@ Make sure you claim all
exemptions to which you are

your ex-spouse, effective
after March 21 1962, these
payments are tax-free.

@ Lump-sum gratuities
paid by an employer on ter-
mination of services may be
exempt up to R30 000 in cer-
tain instances.

® Make sure you claim all
deductions, such as contribu-
tions to a pension fund and
retirement annuities (within
a certain maximum), certain
medical expenses and educa-
tion donations and costs of
study at home which are
business related.

Self-employed individuals

+ can also clfim numerous p- ™

erating costs — rent, sala-
ries, insurance, travelling

and entertainment expenses
to name a few.

Stephan says there are
various options through
which employers can provide
a more tax-éfficient plan for
employees. Car schemes,

Liberty Life assistant GM,
consultancy services, Gavin
Came believes that retire-
ment annuities are largely
overlooked in financial plan-
ning: “RAs accounted for
?nly 13% of the life industry’s

travel n
tributory ;{rovident funds
and medical schemes should
be fully investigated, he adds.
A number of companies
also offer deferred compen-
sation plans to their employ-
ers, although normally to the
upper ranks, which essential-
ly allows the employer to pay
a certain amount into a fund
in lieu of salary increases.
This amount can then be
paid to the employee tax-
free, within a certain limit,
on retirement of service.
The other obvious way to
reduce tax would be to in-
crease deductions, such as

‘contributions to retirement °

schemes, to the maximum
permissible.

in 1992 — in 1990, out
of the 35-million people in SA,
only 7-million were members
of any kind of retirement
fund.”

Taking the tax incentives
into account, Came says RAs
are the ideal vehicle for long-
term savings. An individual
can currently deduct up to

15% of non-pensionable tax-.

able income or R3500 less
pension fund contributions a
year (subject to a2 minimum
of R1750) for additional re-
tirement  funding. Married
woman can now also claim
certain retirement deduc-
tions in addition to her hus-
band’s”own' deductions. -
Furthermore, Came adds
that an employee could ask

the of the new tax.

year to utilise his full maxi-
mum deduction to a RA.
Although taxpayers should
utilise the tax benefits avail-
able to the fullest, Nedcor
Bank GM, personal financial
planning, Garry McCreesh
cautions that most items

have restrictions, “these -

strictures must be examined
to ensure that they do not
impact badly against the in-
vestor’s personal objectives.”
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TAXPAYERS will have to

racial government.

This figure has
pensions
employed

Parliament, the former
Minister of Defence, Gen-
eral Magnus Malan, an-
nounced his retirement.

By his own admission, he
is one of the first casualties
of the government's plans
to dump the Own Affairs
Ministers’ Councils. -

In his new civilian life
Mr Malan will have no
need of a job. He will retire
a wealthy man with a
handsome gratuity and two
bulging pension packages.

He will receive a tax-
free gratuity of R400000
plus a parliamentary pen-
sion of R200 000 a year paid
out of the State Revenue
Fund. In addition he will
get an army pension
(details of which could not
be obtained) but which is
entirely separate and will
be paid out of the Defence
Pension Fund.

His take-home pay as a
retired SADF general and
ex-cabinet minister will be
no less than R16000 a
month.

At the same time, in the
House of Delegates the
chairman of the Ministers’
Council, Dr JN Reddy, has
lost his position after a suc-
cessful motion by the NP
faction in the House cailing
on President de Klerk to
reconstitute the Ministers’
Council “on the basis of
power-sharing”. ,

" This means "-‘fhat Mr

Reddy, four of his mini-

sters and a deputy minister

! lose their positions of
power, — but they, too,
need have no financial con-
cern as they will be taken
care of by the Parliamen-
tary Pension Fund,

Mr Reddy, for example,
should he decide to follow
the example of Mr Malan
and retire from Parlia-
ment, will also receive a
pension of R200000 and a
gratuity of R400000. Al-
though he has been in Par-
liament only since 1984, his
service in the South Afri-
can Indian Council is also
recognised,

In his opening address to
Parliament, President de
Klerk announced that the
all-appointed 60-member
President’s Council had

| served its purpose and

fork out an estimated

million in golden handshakes and pensions when the
tricameral system is abandoned to make way for a non-

been calculated by Democratic Party
expert Brian Goodall using the same formula
by actuaries in the
Only days after the start of the present session of

private sector.

By NORMAN WEST
Political Reporter

would be phased out.
These men and women,
many of whom have never
fought an election, are ex-
pected to be granted bonus
pensionable service years
s as not to prejudice them
financially because of the
PCs early demise this
year, Mr Goodall said.
The tricameral Parlia-
ment is now in its ninth
year, which means that .
those politicians who
joined the Parliamentary
Pension Fund at its incep-
tion all qualify for pen-
sions.
Mr Goodall pointed out
t.

@An MP with seven-
and-a-half years’ service
will get a pension of
R59 000 a year and a gratu-
ity of R118 000. This is the
minimum period of service
an MP must have to quali-
fy for pension. The average
salary of an MP is about
R118 000. .

@ If an MP has 15 years’
service his pension would
be equal to his salary and
he would, in addition, re-
ceive a gratuity which
would be twice his salary
— ie. R236 000.

@ If an MP is a “holder
of office” — viz. a minister,
a deputy minister, a.whip,
leader of the opposition, he
or she does not need any
qualifying period, even if
the MP has had only six
months’ service — the rea-
son why there is such fe-
verish jockeying for these
lucrative positions when
the administration in a
House is about to be reshuf-

fled. .

@ A “holder of office” —
like a minister with, say,
five years’ service —
would receive approxi-
mately R6 500 a month for
life plus a tax-free gratuity
of R157 000.

Mr Goodall has’ worked
out that if a person in the
private sector were to re-
ceive the same amount in
the form of a gratuity, that
Rrivate citizen would have

ad to fork out R97 000 to

the taxman. .
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THE 500 demonstr:

Anger at new. cl
: g é%i‘gout idesﬂgy?i

osg, goTporation tax law

DIRK HARTFORD

burg Receiver of R
office were in militant mood.

This was no ordinary mob of politi-
cal hotheads. There was no toyi-toy-
ing going on. However, the angry
group did throw fists into the air and
whoop and clap as passing cars hoot-
ed in solidarity.

A closer look revealed the gather-
ing consisted of some rather well-
dressed professional people, standing
in orderly ranks along Rissik Street,
brandishing placards with eloquent
and witty messages. : Ay

“Contractors work harder and do
their best and pay their taxes on re-

quest, but Derek-Keys does as he
pleases and thinks he can further
squeeze US...," read one.

iation to meet officials of the
Finance Department and the Johan-
nesburg Receiver of Revenue since

then had been fruitless, he said.
If the demonstration did not bring
the iation was going

The demonstrators — all
of the Association of Professional and
Technical Contractors — were em-
barking on mass action to try and
force Finance Minister Derek Keys
to rescind a law compelling contrac-
tors with their own close corpora-
tions to pay 48% PAYE at source.

Association chairman Mark

++*Hampson said.Keys had “sneaked i
the new law” iri Decémber when e¥
eryone was on holiday. Efforts by the

aresp
to take Keys to the Supreme Court on
the issue, Hampson said.

The association said the new tax
directive conld lead to the collapse of
the 8 000 professionals operating on a
contract basis in the engineering in-
dustry, Hampson said it also had im-

“plications for others — like freelance
g tors and;

journalists, computer. oper )
contractors — who operated their
own close corporations.
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Increase in taxes 1\s

By Mzimkulu Malunga

AN INCREASE in taxes at this stage
could be the death blow to the
economy, says South African Cham-
bér of Business economic policy di-
rector Dr Ben van Rensburg,

" Although business is aware of the
constraints Finance Minister Derek
Keys is operating within, it still feels
increases will extend the recession.

‘deat]h blow

| R30 billion State def|c|l forecast for 1992-93

In view of the huge Government
deficit, forecast at around R30 billion
in the 1992-93 tax year, the Govern-
ment has indicated it plans toincrease
taxes to reduce the debt.

“The Government néeds fo look
carefully at its expenditure, particu-
larly in respect of its efficiency, be-
fore raising taxes,” Van Rensbirg™

said.

“Giventhe state of the ecotiomy, the:
forthcoming Budget on Ma:ch 17 will
be crucial to determine wherher the
recovery is delayed or not.

“The only scope for an increase in
taxes could beindirect laxatwn, ‘such
.as dutles ﬁlel alcoholas” wellas
" VAT?
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TOHANNESBURG. — The in-
roductioniof d' omc:m_ transfer
tax to, swell depleted govern-

Jnent coffers is on the cards,

ay.tax-experts. ot

pointed out _mmn night
‘the government had ac-

Vs’ nmooBEm-_nmSob ﬁrwn

pted the Margo Commis-"

estate duties w:n nrm dona-
tions tax be replaced by a omv
ital transfer tax.

While unlikely this year; »Em £
was the'government’s ultimatée
goal, they said.

An indication of this was
that estate duty rates are ex-
pected to i inerease from 15% to
20% in the ‘budget because of
gm ~oi Tevel o nE.-.msn rev

- enue; no=mn-c=m. . -

) Em: mma estate n:@ nme.m

New tax to ‘swell govt_coff

The move was seen as a step
towards overhauling tax on
eapital _transfers, with the
governmént expected eventu-
ally to replace estate ncrmm

and the donations tax with & -

nnb&w- »-.wzmmon wmx

n Inland wo<o==o muowmm.

- the estate duty rate to 20% mm.
_an:interim measure.
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Paper largely as a result of an item in the hon the
State President’s Opening Address to Parlia-
ment this year when he said that the Govern-
ment was prepared to make [far-reaching
proposals to strengthen the National Peace
Accord, and that they were working for.an
urgent meeting of the signatories.

We were expecting tc hear something abd

these far-reaching proposals. The items that
have been enumerated by the hon the Deputy
Minister reaily have to do with recommenda-
tions by Mr Justice Goldstone and other recom-
mendations that are already points of discussion
throughout the National Peace Accord. The hon
the Deputy Minister quite rightly said that the
National Peace Accord was a product of the
people. We are all working together, but we
would look forward to the suggestions that the
hon the State President had in mind, because it
is obviously very urgent that, in our forward
planning, we know what the NP and the hon th

State President are going to say.

I would like to turn for a moment to the spi
from the CP on this matter. The condemnation
that has come from that party is really quite
reprehensible and disgraceful. [Interjections.] 1
would suggest that all the thousands of people
that are trying to make peace in South Africa at
the moment should be supported. 1 wiil tell that
hon member that the police themselves are very
grateful indeed for the assistance that they are
giving them in bringing about a peaceful situ-
ation.

However, fet me hold out an olive branch to that
hon member and invite him to come to some of
our meetings to see what operations we under-
take. We would fike him to come and see what
we are doing in the Wits-Vaal area, how we are
defusing situations of violence day by day, and
how those dedicated people, who are largely
working for nothing to bring about peace in
South Africa, are day after day doing a fine job.
{Time expired.]

Mr W U NEL: Mr Speaker, I can only endorse
what my hon colleague said here. It is about
time that the CP joined us and actually tried to
make peace rather than criticising on the side.

I also want to endorse what he said about the
comments made by the hon the Deputy Minis-
ter. I share his disappointment, because we
certainly did not hear any far-reaching propos-
als, as we envisaged when we listened to the
speech of the hon the State President earlier.

I want to come back to some of the shortcomings
of the accord and the structures. One of the

HOUSE OF ASSEMBLY

main problems, of course, is that one needs
some mechanism to convict people or at least
bind them into compliance with that which they
have undertaken to do. Of course, because the
local structures cannot be judgmental, and the
regional dispute resolution structures cannot be
judgmental, we need a complaints procedure.
That, as the hon the Deputy Minister has
pointed out, is essentially something that needs
to grow from within, but we need to look at it
urgently. [Time expired.]

‘The DEPUTY MINISTER OF JUSTICE: Mr
Speaker, I thank the hon member for Mooi
River again for his contribution. I absolutely
agree with him. The fact is we have had five
instances in the past fcw months of parties being
found guilty of contraventions the Peace
Accord. They were asked to distance themselves
from these contraventions, and they refused to
do so. Something will have to be done about
that. [Interjections. ]

@ I also wish to thank the hon member for Bryan-

ston for his contribution. I am sure he will
appreciate the fact that it would be wholly
inappropriate for us to come with detailed pro-
posals at this stage in view of the fact that this is
a matter for negotiation in the forums that are
available.

*I cannot conclude this debate without thanking
each of those 6 500 people intimately involved in
this Peace Accord for the work they are doing
without payment. I only want to say that these
peace institutions remained in place in spite of a
collapse in negotiations at national level. The
people in South Africa must know that there
cannot be peace at grassroots level if there is no
peace at the highest level.

Debate concluded.

QUESTIONS

tIndicates translated version.
For oral reply:

General Affairss -~ -

*1. Mr J J Walsh—Defence. {Question stand-
ing over.]
*2. Mr J } Walsh—Transport. [Withdrawn.]

*3. Mr D H M Gibson—Justice. [Question
standing over.]

B W
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Progaed M

VAT: exemption of basic foodstuffs

*4. Mr D H M GIBSON asked the Minister o

Finance: 320

(1) Whether his Department has made Tal-

culations regarding the possible impact
on the budget of basic foodstuffs being
exempted from value-added tax (VAT);
if not, why not; if so, (a) what amount is
it estimated will be involved and (b) in
respect of what fiscal year have such cal-
culations been made;

(2) whether he will make a statement on the
matter? B9E

4The DEPUTY MINISTER OF FINANCE
(Dr TG Alant):

(1) Yes, various calculations were made for
the purposes of discussion with various
parties who had sought concessions
through the zero rating of additional
foodstuffs.

{a) As no decision has yet been taken
on this matter it is not possible to
provide an amount.

(b) The calculations were made in re-
spect of the current year.

(2) No. A statement at this juncture would
be inappropriate.

Mr D HM GIBSON: Mr Speaker, arising from
the hon the Deputy Minister’s reply I would
like to ask him whether he is aware of the fact
that although the inflation rate has shown a
welcome drop to 9,6% per annum, food in-
flation is still reckoned to be 14% per annum.
Ordinary consumers, most especially the unem-
ployed, pensioners and all those on fixed in-
comes, are finding it increasingly difficult to
make ends meet. They are also finding it in-
creasingly difficult to believe that the Govern-
ment cares about them or has any plans to help
them. If the Government does have plans to
help them, what are those plans?

$The DEPUTY MINISTER: Mr Speaker, the
hon member for Yeoville’s supplementary
question has nothing to do with the original
question.

Mr R M BURROWS: Mr Speaker, further aris-
ing from the answer of the hon the Deputy
Minister to part (1) (a) of the question, am I to
understand that they have worked out a figure
and they are not prepared to reveal that figure?
The DEPUTY MINISTER: Mr Speaker, the
hon member must go and read my answer.

fAdv S C JACOBS: Mr Speaker, further aris-
ing out of the hon the Deputy-Minister’s reply,
could he just give the House of Assembly an in-
'dication—1 am not expecting amounts from the
hon the Deputy Minister—of whether his de-
partment has also made calculations with re-
gard to the exemption of medicine, and if so,
whether he will make a statement about that at
alater stage?

{The DEPUTY MINISTER: Mr Speaker, this
has nothing to do with the original question
either.

Abortions reported/procured

*5. Dr Z J DE BEER asked. Minister of
National Health:

How many legal abort® Ere (a) reported
for 1992 and (b) procured in terms of section
3 (1) (d) of the Abortion and Sterilization
Act, 1975 (Act No 2 of 1975), in that Wwﬂn_.mw

+The MINISTER FOR ADMINISTRATION
AND TOURISM (for the Minister of National
Health):

(a) 1992 (1 January to 31 October): 1027
and

(b) 1992 (1 January to 31 October): 50
(4,9% of total).

$Dr W J SNYMAN: Mr Speaker, arising from
the hon the Minister’s reply, can he tell us how

the various pop groups are rep
in the figures he quoted?

iThe MINISTER: Mr Speaker, if the hon
member puts that question in writing, I am sure
the hon the Minister of Health will attend to it.

*6. Mr R M Burrows—Finance. [Question
standing over.]

President Clinton: RSA leaders invit,
inauguration

*7. Mr H D K VAN DER MER' sked the
Minister of Foreign Affairs:} _

{1) Whether he received an Iivitation to at-
tend the inauguration of the new Ameri-
can President on 20 January 1993; if so,
what are the relevant details;

(2) whether he or his Department was in-
formed of invitations to any other South
African leaders to attend that function;
ifso,

(3) whether he will disclose the names of

<onk --7
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Demand stimulated

by, VAT sp

RESIDENTIAL estate agents are divid- -

ed on whether there is a “beat VAT”
rush into the property market ahead of
the expected increase in the rate to 12%
or 13%. .

If present legislation remains unchanged,
any increase in VAT would not affect the
existing home market, as VAT is not appli-
cable to home resales between private indi-
viduals, i .

“The effect of the increase will be on
newly built homes sold by a contractor or
developer and would arise as labour costs,
overheads, finance and the builder’s profit
now attracts VAT as do related services
such as agents’ commissions” said NBS
Deveo Transvaal regional director Tom van
der Merwe,

The company had detected more d d
and greater interest in the market for its
products and many hesitant buyers had been
prompted into firm action. )

It was calculated that VAT at 10% added
up to 3% of the cost of a medium priced
house and up to 5% for a lower priced house
when it was originally introduced, he said,

“A R100 000 house would have gone up in
price by about R3000. Now, if VAT rises
another 3%, the net expected effect would be
to push the price of the same R100 000 house
by another 1,5%,” Van der Merwe said.

However, Pam Golding Properties Trans-
vaal director Ronald Ennik did not expect
the expected hike to have any effect on the
property market, which was reflecting a
more bullish undertone. :

“We did not see a pre-VAT siirge in the
residential market when it was originally
introduced and I do not expect to see one

“(f f

="’

now. The taxi war last week has had a

slightly dampening effect on the market, but
the Bank rate cut is helping buoy the mar-
ket,” he says. PR ;;m‘*,a o

#€amdons MD Scott McRae"expected a

“rush of buyers” but said as yet there had )

been no visible signs of it.

While the group continued to field a num- |
ber ofinquiries, there had been no real )

“increase in the tempo of sales. The political
situation and the taxi war resulted in less
prospective buyers visiting show homes on
Sunday, but this was expected to be only a
short-term trend, .

“There is no qu&tion that there will be a
rush of buyers, but this will probably only
start at the end of the month, While some of
this is related to VAT, there is a mild upturn

in the residential market and some buyers

have been waiting for a drop in the bond
mle” o sald | gy e g
Seeff Residential Properties MD Bear-
nard O'Riain said any increase in VAT would
have little effect on the market as it coin-
cided with the upswing in the market, -
“There is renewed interest in new devel-
opments at the right price and these are
selling at an unprecedented rate. We offered
50 townhouse units in Observatory at the
weekend ranging from R85 000 to R219 000
and all were sold by lunch time,” he said,

, About 20% of the buyers were investors
who put a small deposit down and either
rented the property out or resold it at a
" profit prior to completion, while 50% were
first-time buyers, he said.

—-——
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Power to shut schools

CAPE TOWN — A Bill which will enable the
white own affairs Education Minister to close
down Model C schools was published yesterday.
The Education Affairs Amendment Bill says:
a.state-alded school may be shut down "“if the -

iders it *, and On-

sultation with its governing uonw. A
An Education Department spok Baid
drafters of the legislation had considered speci~

fying in the Bill the circumstances in sEou the
Minister could close a school.

PRETORIA — Tax hikes in the March Budget
would damage the economy and stretch the
T ion into 1994,
Absa “economist Adam Jacobs said - no
Finance Minister in the past 50 years had been
confronted by: tl uous, dils
Derek Keys. 20
The need to inCrease govi ent-

ists said yesterday. -

‘facing ;

1
Direct tax increases ‘not the answer’

[ GERALD REILLY |

cations for the economy if taxes are raised.
However we would be misleading our business

-constituency if we failed to indicate that a
" moderate, cautious increase seémed inevita-

ble.” Government would have to focus on de-
creasing expenditure. But there was no escap-

. ralsing the tax burden on companie$ and indi-

“But if you mention one thing EE you domts yidual aoEn lerate the e decline. ;
mention anothef, there may be pr P he-* ticularly @wnn hitby.
said. "The Minister womt close the school | tax bk, “l21Y2
unless there’s a valid reason for it.” : .I" “Anindirect anmzeum&. tax route might wm.

* " Onescendrlo in Which a school might be. ghut’
down was, if :u E_Ew dry ..._ So Sﬂ. he
said. & N\ﬁ .

There would be no guarantee Ewn a uoros.
which had been closed would be converted to a
state school for all races or retained for other
educational puirposes.-— Sapa.

+the way to go. What was needed was a restru
rinn of the system to encourage savings an

oooasan recovery would be out of reach.

have warned government of very serious impli-

was obvious. But trying to achieve this by

investment, without necessarily raising direct. -
tax: Without this and foreign investment, an :

AHI economist Nick Barnardt said: “We *

ing the 1usion that at the end of the day a -

tax hike could stretch the recession into 1994.

Stellenbosch University Bureau for Econom-

"ic Research economist Nils de J ager said if the

stategy adopted amounted to an increase, it
would further strain the economy unless bal-

-anced by cuts in state spending. Without this,

consumer confidence would take a dive, dispos-

» able incomes would shrink further and hopes of

a.recovery in 1993 would probably vanish.

‘ De .Fms. said a bureau survey wwosma that
last year d ble i 25% —a
major reason for the economy’s inability to
move out of recession. .

T TV Tadlnn hitas QA A




.GOVERNMENT stlll .has_not
made anj decisio
‘scrapping of VAT ‘ori"basic

stuffs, Deputy- Finance Mim?ter A
Theo™ Alant said in, Parliament-
¥1 yesterday. The-issue " wis one.of .
-1 the causes of last years natlon- 3
wide tax:boycott: s
U+:Alant: refused to- elabora n
‘whatiplans his department had to
| assist the poor Sy e
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income earners’ marginal tax rate from
43% to 44% in next month's Budget as part
of an overhaul of the personal income tax
system.

However, the level of income at which
the top marginal tax rate is paid is expect-
ed to be shifted upwards from the present
level of R80 000. Relief from fiscal drag is
likely to be given to low and middle in-
come earners, It is also likely that govern-
ment will-further simplify the tax struc-
ture with*fewer and wider income bands,

-+, Finance deputy director:genéral Estiang

Calitz declined to confirm or deny specula-
tion, but said the next Budget would, as in
previous years, address the issue of fiscal
drag and personal income taxes, He said:

pected(tzozggsg‘
GRETA STEYN .

“In deciding how to deal with personal
income taxes, there are two factors that
have to be taken into account: firstly,
macroeconomic conditions and the state’s
need for revenue, and secondly, the princi-
ple of progressive taxation.” In terms of
the principle, those who have the ability to
pay should pay the most tax, .
Calitz said simplification of tax bands.
should not be:done.in a way that 1 d-
the progressive naturé of the tax. If tax

“bands prere‘simplified without moving the .

top income t4x bracket up, the system
would become less progressive,

Econotnists said yesterday an increase

CJo.Paga 2 . '

@ O From Page 1

L D)

Tax' *°" ys . b

i income earners’ tages was to be
L‘:cpt:gted to finance tax relief for l?wh“;-f
come earners. Senekal, Mouton & gl&sln?i ff
economist Louis Geldenhuys said: i

rect taxes like VAT hit low income earnext‘s
the hardest, and it would mak_e sense to
balance an increase in VAT w1’th mcomge
tax relief. But given the state’s rgver::e
problems, it will probably have to raise he
top marginal tax rate if it wants to

something about fiscal drag at the bottom
f the scale.” .

en%:ud Merchant Bank economist Rudolf
Gouws said raising the tax rate wou_ld bea
disincentive. “Tax relief for lower income
earners to alleviate the effects of a higher
VAT rate would be a sound move, but it
would be unfortunate if it was accompa-
nied by a rise in the top marginal income
tax rate.”




marginal tax rateisipaid:y
~from ;he"p'resentil{,glg 000.,
is likaly'to be given to 1

income bands.

- @ Y OWR ‘orrespondent :
 JOHANNESBURG, — The government is expect-
ed to raise top income. earpers’ marginal tax rate
‘from 43%to 4% 11 next month’s Budget as part of
.anoyerhaul of the personal income tax system.
- However, the leyel o néome at which/the-top

expected tobe raised-
Relief from QScal.dr g

and middle- income:

i§
earners. Itis alsolikely.that the government will,
simplify the tax structure with fewer and wider

Finance deputy dil“ector-genera‘l‘Mr Esﬁa,nf‘cv';‘-‘
litz declined to confirm speculation, but said the”

Budget would address fiscal drag and personal ;

‘taxes:” .

" Economists said yesterday an increasé in top

income .earners’ taxes was o be 'expected. to’
finance tax relief for low income earners.

_Rand Merchant Bank e

conomist Mr Rudolf:

Gouws said higher tax would be a disincentive.

Go'
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"By BARRY STREEK/
Political Staff-

No decision had yet been taken '
son the.matter, the Deputy Minis-
ter of Finance, Dr Theo Alant,

“tabled in Parliament.by Mr Doug--

las Gibson “(DP,” Bezuidenhout)

‘that’ his department:had made

various calculations” about’ the
possible impact on the budget of
basic foodstuffs being exempted
from VAT.

This had ‘been done “for the -

purposes of discussion with
- T

. ing of additional -foodstuffs

concessions through the zéro rat-.

.Dr ‘Alant said as no. decision

- had been taken, it was not possi-

ble to.estimate. what amount was,
involved. < -

He also refused to make.a staté=;
ment on the matter because “a
decision. at. this-juncturé’ would
be - inappropriate?, and -refused -
to give any furth r details.
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TAX TREATIES
Lightening the load

SA’s growing acceptance in the world finan-
cial community has led to the initialling of
two double-tax treaties, with Tajwan and
Poland.

Ernst & Young international tax partner
Ray Eskinazi says double-tax treaties aim to
encourage trade and investment by relieving
importers, exporters and investors of onerous
tax obligations thrown up when two nations
each levy tax on the same income.

He says little is known about the Taiwan-
ese treaty, initialled in December, because

the text is not yet available. But he believes it
contains these points:
O The withholding tax on dividends (non-
resident shareholders’ tax) will not exceed
5% if the shareholder is a company that owns
10% or more of the capital of the company
paying the dividend. Otherwise, the with-
holding tax is 15%; and
O Withholding taxes on royalties and all
other income are cut to 10%.

The Polish treaty, initialled in October,
provides that:
01 The withholding tax on dividends (15%in
the case of SA) is reduced to 5% of the gross
dividend, provided the recipient holds at
least 25% of the capital of the paying com-

ECONOMY & FINANCE

pany.

In all other cases, the tax is 15%;

0 The withholding tax on interest (SA does
not tax interest paid to non-residents) is
reduced to 10%;

D1 The tax on royalties (now 14,4% in SA)is
reduced to 10% of the gross amount; and
O To eliminate the possiblity of double tax,
SA will give a credit for Polish taxes paid
and Poland will grant “exemption with pro-
gression” for income earned in SA.

This means that though the income will
not be taxed in Poland, it may be taken into
account in determining the rate at which
Poland will tax other income.

Both treaties must still be ratified. W




IN MY OPINION

SA’s little-known tax advantages el

David Lermer s senfor
international tax con-
sultant ai Coopers
Theron du Toit, Before
relocating to SA a year
ago, he worked in the
London office of Coo-
pers & Lybrand, where
2 he specialised in UK
and international tax.

Few overseas investors realise that SA taxes
neither residents nor nonresidents on income
carned outside SA, unlike many developed
countries that tax residents on their world-
wide income. In addition, dividends are
exempt from normal taxation and there is no
tax on capital gains.

SA’s tax system has the basic characteris-
tics to attract foreign investment in the form
of international holding companies. Other
countries have had to create these character-
istics with special privileges and tax exemp-
tions.

Attracting the holding companies of mul-
tinational groups is big business, and the
Netherlands, Luxembourg, Belgium and
Gilbraltar are leaders in this field. SA, with
its large domestic market, is often referred to
as the powerhouse of Africa and it can be-
come an investment stepping stone to the rest
of Africa. With proper structuring, offshore
income can often generate little or no global
tax and result in real cash savings for the
foreign investor in SA.

But there are several obstacles to over-
come: .

O Foreign perceptions of SA must improve;
O Capital gains tax and tax on dividends
should be avoided or, if introduced, a special
tax regime should be created similar to the
relief available to holding companies in the
Netherlands, Luxembourg, Belgium and Gi-
braltar;

3 Tax incentives for expatriate executives
should be introduced. This suggestion is not
made without a little regret, since another
positive aspect of our tax system is that, in

general, it does not distinguish between resi-
dents and nonresidents. But the cconomic
reality is that the country lacks the execu-
tives and managers needed to lead and sus-
tain growth during the Nineties.

Belgium, the Netherlands and Gibraltar
have lowered taxes on relocated executives
and people who have management or special
skills. If developed countries see a need to
attract skilled labour and foreign investment
by providing a favourable tax regime for
foreign . exccutives and management, so
should SA, especially during its transition.

The high level of personal tax is a dis-
incentive to foreign businesses wishing to re-
locate key staff here since, invariably, a
salary equalisation calculation is required.
This means that the employer incurs the
extra cost of guaranteeing a similar take-
home pay to what the employee had over-
seas. This additional cost can render a pro-
ject commercially unattractive; and
O SA needs to negotiate more tax treaties
with other countries. The Netherlands has
about 50 treaties compared with SA’s 19 —
including treaties with the TBVC states (see
preceding report).

From the perspective of a holding com-
pany, the lack of treaties means dividends
withholding tax, on repatriation of profits
from the holding company, can be high.

InSA, Non-Resident Shareholders’ Tax is
15%, but this is not seen as a big obstacle.
While more tax treaties are being negotiat-
ed, an overseas investor often can structure
his affairs to use SA’s treaty network and
reduce the rate of Non-Resident Sharehold-
ers’ Tax to 5% and possibly lower.

An alternative route would be to follow
Gibraltar’s lead — it has no tax treaties. It
applies no withholding tax on dividends to
EC parent companies and a 1% withholding
tax on dividends to non-EC parent com-
panies.

During treaty negotiations, which can
take years to complete, an interim measure
could be introduced reducing Non-Resident
Shareholders’ Tax on dividends to parent

companies b or lower,

While SA’s tax code can serve to attract
investors, exchange controls certainly dis-
courage investment. Foreign investors need
to believe that their investment is secure and
that should they wish to disinvest, they
would be allowed to repatriate funds (includ-
ing capital amounts) to their home country.
In general, our exchange control system al-
ready allows this and it is foreign perceptions
that need to be changed.

In Ireland, exchange-control authorities
give undertakings on repatriation before an
overseas investor commits any amount.

Itis understood that as part of the negotia-
tion for the transfer of Hong Kong to China
in 1997, the Chinese authorities have guar-
anteed the status quo for the business com-
munity in Hong Kong, including the free
movement of income and capital into and out
of the colony.

Certificates containing an exemption from
the requirement to repatriate all overseas
earnings could be approved for holding com-
panies investing in the country, thus putting
SA on the same footing as many other coun-
tries.

Perhaps more important would be govern-
ment’s statement — and its effect on foreign
perception — that a foreign investor granted
a certificate would be free to move capital
brought into SA and profits of a capital or
income nature, without exchange control in-
tervention,

This statement would need a wide spec-
trum of political support to be credible in the
eyes of a foreign investor. The status quo
regarding the currency medium of 2 transac-
tion, in financial or commercial rands, would
not be affected and would continue to de-
pend on the nature of the transaction, pro-
vided that the holding company would be
allowed to invest overseas in the same
medium in which the funds were introduced
or generated in SA.

The relief inherent in SA’s tax system is
one of the world’s best-kept secrets. It’s time
to sell it to the world,
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By Mzimkulu Malunga '

§ THE BUDGET DATE APPROACHES AND
debates on tax increases hot up,
labour believes the Government has
to prioritise cutting unnecessary ex-

: penditure instead of effecting tax
hikes to raise revenues.

On March 17 Finance Minister Derek Keys
will be in the spotlight when he presents the
national Budget.

A report released by the National Council of
Trade Unions advocates alternative means of
boosting s as opposed to i ing in-
direct taxes such as VAT — which hit the poor
hardest.

Central to Nactu’s argument is the belief that
the Government is using the taxpayers’ money
against the taxpayers themselves.

“Revelations of covert operations being
funded with the taxpayers’ money or of the
consistent corruption and maladministration in
the State-funded bantustans are a frequent oc-
currence,” argues the report,

The Government contributed over R12 bil-
tion to the TBVC states and self-governing
territories during the 1992-93 financial year.

Cutting spending on defence and the tri-
cameral parliament — both of which consume a
substantial share of the budget — could put the
St=te on a much healthier financial footing.

the deficit for the current financial year is
hovering at R30 billion — about nine percent of

pposed to VAT

B LAST STRAW Cut spending on th

BUSINESS Nactu says State must find other sources of revenue

e TBVC

N

states andygélf-gov'érning territories:

the national income. .
The report also highlights unnecessary tax
exemptions and focuses on pension funds.
“The pension fundexemptionis a particularly
repressive one and the rich benefit more from

this system than the poor. In fact, the unem- ~ |§

ployedand low-wage eamers get nothingatall,”
says (he report. .

The total scrapping of pension fund tax ex-
emptions ora drastic reduction could contribute
towardssolving the Govemment’s financial cri-
8is.

Increasing VAT while the economy is in a
recession will notonly have a negative effect on
consumer spending but will deliver the death
blow to industry and commerce.

The collapse of industrial and commercial
sectors will lead to further retrenchments as the
consumer demand dampens.

Increasing tax substantially on property own-
€13 on any additional fixed properties they may
Possess, such as second homes, is one alterna-
live measure the Government can explore.

Also, the implementation of agricultural land
tax could contribute a great deal to the national
coffers.

On agricultural land tax the report argues:
“These properties have in the past been heavily

Finance Minister Derek Keys

subsidised by the Government for political rea-
sons. Now would be a good time for the recipi-
ents of this unfair advantage to start paying
back.”

Revenues collected here can be used for the
development of small-scale farmers.

T —————————




¥ ABOUR bro-
l kers who want
to avoid pay-

“: ing PAYE on
their earnings do
not have: much

longer to apply to
the Receiver of
Revenue for exemp-
tlon

A tax directive
compelling companies
employing  indepen-

dent contraci work-
ers, many cf them
speclahsts in the con-
struction field, to de-
duct tax at 48percent
on-monthly payments
to. the coniractors
comes into effect on
March 1.

~Dayalan Naicker, tax
partner with Deloitte &
Touche in Durban, says
there is a tumaround
time of about two weeks
hetween the time an ap-
phcatxon goes tothe Re-
Qelver and recept of a
T?P y-

Penalise
dfter a “whitecollar”
demonstration  against

the directive outside the
Receiver’s office in Jo-
hannesburg last week,
Naicker said tle tax
move was intended to
bring into the PAYE net
those who had faind a
way out of it by tecom-
ing
tractors. 3

“It is not the infantion

“independent,con- ..y,

0 avoid PAY

THE aim is to bring into the PAYE
net those who found a way out of it by
becoming ‘independent’ contractors,
writes DES PARKER.

New rules apply
from March 1

of the Receiver to penal-
ise the entrepreneur run-
ning a business from
home who sells his ser-
vices to independent
third parties.

“Rather, it is intended
to curb the growing oc-
currence of people opt-
ing out of the employee-
employer contract by
contracting their ser-
vices on a labour-broker

basis. For all intents and.

purposes, they are in the
position of regular em-
ployees, sometimes even
receiving pension and
medical aid benefits, but
avoid PAYE payments
and instead become pro-
visional taxpayers.”
Many of them were
professionals, such as
engineers and draughts-
men, who formed close
corporations (CCs) and
companies and contract-
ed their labour out,
usually for fixed, renew-
able terms.
Naicker

said that

- szander the new rules, the,

contractors would be

able to claim the PAYE
paid as a deduction from
the tax liability of their
companies or CCs.
Brokers could end up
paying more tax. In any
case, their cash flow
would be affected be-
cause they would face
deductions monthly in-
stead of provisional pay-
ments twice a year.

He cited the case of a
contractor receiving
R100000 a year. Pre-
viously, the contractor
would have drawn it all
from the CC, absolvmg
the business from paying
tax, and would have
clalmed deductions on
income tax of costs in-
curred in the CC.

From March 1, after
PAYE, he would be left
with R52000. The CC
would declare this as re-
muneration and deduct
it as an expense, paying
tax on the R48000 bal-
ance at the company tax
rate of 48 percent. This
would mean ‘a further

R23000 in tax, leaving
R28960.

“Alternatively, he
could declare the full
R100000 as the taxable
income of the CC, al-
though it would pay him
only R52000 in cash
after the employer com-
pany had  deducted
PAYE. The fuil R100 000
would be claimed by the
CC as remuneration paid
to the member (the con-
tractor) as a tax-deduct-
ible expense, leaving the
CC with no tax hablllty

Freelancers

“The CC would then
owe the member some
R48000, which it would
claim from the Receiver
as overpaid tax, But the
member would be forced
to wait until his ‘annual
tax return had been as-
sessed to receive 'a re-
fund, leaving him_6iit of
pocket and with'a’ cash-
flow problem.” ",

The tax dlrectlve also
affects such dwerse pro-
fessionals as freélance
journalists and execu-
tives employed by man-
agement companies con-
tracting out the services
of senior people, a de-
vice often used in listed
holding companies,

Management “com-
panies have incurred
two taxes which only a
few years ago did not
exist — regional ser-
vices levxes and VAT on
theu- fee
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Ii-op fee problem :
7.0
The Bophuthatswana Commissioner for In-
land Revenue has issued an important prac-
tice note clarifying the scope of nonresident
tax on fees (NRTF) — a withholding tax
payable on all fees earned by any nonresi-
dent “agency” providing services in Bophu-
thatswana.

The amending legislation was promulgat-
ed as long ago as July 23 1992 and backdated

M 293 (ug)@‘%g

to March 1 1991, It cal tonsiderable
confusion among nonresident taxpayers,
which is why the practice note was issued.

Coopers Theron du Toit tax partner Koos
van der Merwe says the purpose of NRTF

- was to control tax evasion on fees earned in

Bophuthatswana by subcontractors or pro-
fessionals from SA or other neighbouring
states. In the past, the fee income was often
not declared there — and probably not de-
clared anywhere else either.

NRTF is normally payable within 14 days
of accrual to the agency, at a rate of 40% for
companies and 25% for others (individuals or
partnerships).

NRTF is not payable if the agency can
prove that it is registered as a taxpayer in
Bophuthatswana. But it will apply to pay-
ments of director’s fees to an unregistered
nonresident director. The legislation also
provides for certain exemptions for payments
made by hotel and casino businesses. NRTF
paid by agencies which subsequently render
tax returns in Bophuthatswana are treated

" as payments of provisional tax.

Van der Merwe says the following issues
have been clarified by the practice note:
3 As no NRTF is payable on fees earned by
a registered Bophuthatswana taxpayer,
agencies which expect to earn fees from
Bophuthatswana should register in advance;
O The implementation date is set as Janu-
ary 1 1993, overruling the statutory amend-
ment;

O NRTF will apply enly to fees earned from
a Bophuthatswana source or deemed source
in terms of the income tax and double tax
agreements with neighbouring states;

O Foreign governments or their (undefined)
agencies which do not pay tax in their own
countries will not be liable for NRTF; and
O The requi: that 2 y regis-
tered in Bophuthatswana must have its head
office there to escape NRTF is waived. W
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MAGNUS HEYSTEK
Finance Editor

T T TR

A HUGE tax shock is in store for hundreds of thou-
sands of people who receive income from retirement
annuities. Those who will be hardest hit will be pen-
sioners. From the beginning of next month, recipients
of “A” income will have to submit tax returns to the
Receiver of Revenue and " .o

will be d in terms
of the PAYE system and
not SITE.

In adgition, their RA
income will be lumped
together and added to
any other income, sub-
stantially increasing ag-
gregate taxable income.

This move is a result
of an effort by the Inland
Revenue authorities to
clamp down on revenue-
splitting by personal tax-
payers. The ability to
split the income from a
number of retirement
annuities has been one of
RAS' major attractions.

1t is also seen as an ef-
fort by Inland Revenue
to increase its cash flow
in a depressed economy.
Tax increases could be
as high as 390 percent.

This is a double blow
to pensioners already
experiencing declining
incomes, as interest paid
on fixed investments has
dropped substantially in
the past 12 months.

S ———
@ See Your Money:
Page 1

. g
. At present erh pay-
mehit from an arinuity is
subject to STTE. As most
are below R50000 a
year, the recipient is
~subject to, SITE only. In
addition, the SITEis cal-
culated independently on
each payment by the
companies or funds mak-
ing the payment.

Most people tend to
have several annuities
which m
p:yments cans several | \aNDERERs WORK-OUT. |

Average rates of tax Hard at work in the nets i
on these payments tend yesterday the West In-,
{0 be low, but when all dian cricketers tried to§
the payments are lump-
ed together this will

mean a sharp increase.
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Tax increases could be

as high as 390 percent,

)
o

o

This is a double blow
to pensioners already
experiencing declining
incomes, as interest paid
on fixed investments has
dropped substantially in
the past 12 months.

————
® See Your Money:
Page 14°

Al present e3rh pay-
et from an annuity is
subject to STYE. As most
are below R50000 a
year, the recipient is

" ;. ™ subject to SITE only. In

%
i

addition, the SITE is cal-
culated independently on
each payment by the
companies or funds mak-
ing the payment.

Most people tend to -

have several annuities
which means several
payments are recejved,

Average rates of tax
on these payments tend
fo be low, but when all
the payments are lump-
ed together this will
mean a sharp increase.

In terms of an amend-
ment to the Income Tax
Bill, which has gone vir-
tually unnoticed so far,
all RA income will be
subject to PAYE,

SITE (Standard In-
come Tax on Employees)
applies to people earning

less than R50000 a year -

of R30000 a year (any
amount will do for the
purpose of this example
as long as each item is
less than the SITE limit
of R50 000 a year). It can
be assumed most pen-
sioners and people re-
ceiving income from
RAs earn less than these
amounts,

Assuming a pensioner
is married and over 65,
the SITE on a pension of
R40000 would be R3 875;
that on the RA income
R1075 — 3 total of
R4 950.

From March 1, the
taxpayer will be ag-
sessed on his total in-
come of R70000 for the
year. The tax on this will
be RI5775, an increase
in tax of R10825 or
219 percent,

; s
WANDERERS WORK-OUT:
Hard at work in the nets
yesterday the West In-
dian cricketers tried to
iron out the kinks in their
technique which led to
their defeat by South
Africa on Wednesday. For
almost as long as South

Stor1

JACQUES PA

§ ? and, once SITE ha.sl been

Vg applied, no additional | 1N THE face of further
L taxes are levied. denials by Transport
I Minister Piet Welge-
An example moed that there was
‘o i massive corruption in
i tazed nder thd S17 | i deparimen, the so
. system do not have to | Mior official who unco-
I yLel vered irregularities last
i submit returns, ight insisted that the
| Take this case of a :ﬁ sms;slz be a:norse
| pensioner who receives a thans ethocseuioundi in the
pension of R40 000 a year def t

{ ‘and a retirement annuity | [°W-defunct Departmen

of Development Aid,

Former Assistant
Chief Auditor Jaap Ser-
fontein said: “T investi-
gated the department
for three months and
discovered evidence of
massive corruption,
squandering of state
money, bad financial
control and maladminis-
tration.

“I believe the amount
of money involved may
even be more than at the
Department of Develop-
ment Aid.”

The storm broke fol-

Guilty

ALLEGED Norwood rz
Petrus Geldenhuvs (26 ¢




blame)fi?é

for ,4,1}95 0
el eias
loss rléi
ke

GOVERNMENT import taxes
on primary products were’ un-
dermining local businesses and
stimulating unemployment,
Cape Town luggage and bag
manufacturer Vittorio Levy
sald this weekqy o
"Mr Levy said ﬁls fac‘to as
struggling to compete withim-
Eorted products from the East
ecause of the j t. diity of
27 percent on his i
product — nyl ;
:MriLevy-said mary luggage
‘manufacturers in_South Africa
ere; reducing istaff and ‘im-
porting;: cheéaper:. products from
the East and reselling them-on
,thg,log:;l markgt,becaugg of the
08

3 finished ‘products were
cheaper in spite of ithe 40 per-
cent duty and 15 percent’ sur-
charge on them because of low-:
er ((i]uality, cheaper labour. costs ;
and high tax in South ‘Africa. * :

‘I am quite happy to com-’
- pete with the imported prod--
ucts, but we need the duty re-
-moyed on our " primary’
‘material.” R XA .

Mr Levy said he, i
upthe issue with t Depart- ,
ment of Industry:and: Trade?
with little response. - * ; i
" Mr Levf said a removal of
the dutyialso would enable him
and other: manufacturers to-
compete-on thie export market. -

‘taken.




Scheme for eX

get exemp

(;u&&
THE government proposes exempt]
port processing zones (EPZs) from VAT cus-
toms duties and export levies,

(@) By CARAN RYAN €55 )

draft proposal released this week.

EPZ users will be subject to South Afrjcan
laws and all output must be exported from
the South African customs area to qualify for
EPZ benefits, No tax holidays are planned,
as is common in many suecessful EPZs
around the world.

The finance and operation of the EPZs will

be left to the private sector. Al EPZs must ~

be located within 50km of an airport or

‘Iiternational port and approval must be ob-
‘ained from an EPZ Board.

’ Normnl South Af\ﬂcan corporate tax rates

Aapply, drawing iito question the ability of

the proposed EPZs to attract local and, par-
ticalarly, foreign capital in competition with
countries offering generous tax breaks, such
a8 Mauritius, Argentina and Mexico,

"“The compensaﬁon is that EPZ companies
‘qualify for Gemeral Export Incentive

Scheme (Geis) benefits, rang-
ing from 2% to 195% of ex-
port value, the Regional In-
dustrial iir Development
Programme (grants :ﬁ:eal to
10,5% of operational disets in
the first two years and a pro-
fit-based incentive for three
_years) and the Mar-

ZELTE PN ety
Only newy incorporated
- ,compn.nles may ‘establish in
EPZs, eliminating the, possi-

bil:zg of. eﬁmﬁd firms relni

1o take advantage of

the benefits. o

Non-residbnts fmuit invest

: through the financial rand in
compliance with Reserve

Bank regulations, Dividends,
royalties and interest may be

‘remitted in eommerclal

! The ‘obtigation to oy and
sell assets through the finan-
.clalrandisa freqnently cited
reason for SA’s inability to
Aftract forelgn capita]. -

iy s

: Weak -
% Low intérest loans from the
Industrial Development Cor-
;poration and financing from
the Small Business Develop-

ment Corporntion are also
offeredas incenﬁves A

£ The draft proposal on EPZs
is unlikely to attract a stam-
. pede of investors.

With the excepﬂ “of ex-
emption op customs duties on
imports, export levies and
-VAT on imports of plant,
equipment, raw. materials
and components — and the
implied relaxation of restric-
tive regulations where this is
accepted by local aathorities,
business and organised labour
— the proposal has little new
to offer investors and is par-
tleularly weak on incentives,

; Plant and machinery quali-
fy for 20% depreclation over
five years, buildings for 5%,
wear and tear on office equip-
-ment 10% and motor vehicles
20%. Scientific research
qualifies for a 25% deduction,
:{cordlng to the draft propos-

o

—
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Nett How many ?.V sentenced and (b) unsen-
Department/Organizational  |i Y, .@..oa@ (i) z.,::.n' (ii) Coloured, (iii) Black
components Decrease (=) and A.G >m_.u= persons were held in each of
1.1.92 to the prisons in the Port Elizabeth/Uitenhage/
w.o .: % Despatch metropolitan area as at 31 Decem-
-l ber1992? B72E
TEanSPOTt. .o ovvveerrenrennnns +786 The MINISTER OF CORRECTIO SER-
Water Affairs and Forestry ..... +1 255 VICES: &
Provincial Admini: i .
oA Amonoitie |y | @ )0 @ e
Provincial Administration of Port Elizabeth male prison
Natal .....oooovvninnnn... . ;
w—.o‘m%&& Administration of the 2458 White Coloured Black  Asian
OrangeFreeState........... +2 332 Sentenced 6 162 263 1
Provincial Administration of the Unsentenced 6 18 n -
Transvaal................ ..
+1ou Port Elizabeth female prison
TOTAL ................ e -2 946 White Coloured Black Asian
Sentenced 3 13 49 —
Notes: Unsen-
1. Statistics are at tha tenced - 12 5 —

stage

only available for
the period 1 January 1992 to 30 November
1992. The information as indicated, reflects
the nert result of the total posts created or
abolished in civil departments during the
above-mentioned period. Information in re-
spect of services departments is not readily
available.

2. The nett decrease in posts amounts to’
0,53%.

St Albans maximum prison
White Coloured Black Asian

3. In certain cases the d fincrease of
posts reflects the transfer of a function from
one instition to another.

Port Eli; /Uitenhage/D prisoners

35. Mr E W TRENT as Minister of Cor-
rectional Services:

HOUSE OF ASSEMBLY

Sentenced —_ 598 542 2
Unsen-
tenced — - — -
St Albans medium A prison

White Coloured Black Asian
S d 3 56 77 —
Unsen-
tenced 22 199 605 2
St Albans medium B prison

White Coloured Black Asian

Sentenced 29 377 721 —_
Unsen-
tenced — —_ —_

L8 \LongaA_ TUESDAY, 16 FEBRUARY 1993 {32, i 46
HOUSE OF ASSEMBLY What was the (a) number of individual tax-
payers in each income category, (b) tax as-
g sessed in each income category expressed as
QUESTIONS 220 a percentage of total tax assessed, and (c)
fIndicates translated version. total amount of tax assessed in each income
i — 9
For written reply: category, in respect of the 1991-92 tax womw wm
General Affairs:
Income tax: taxpayers/amount
7. Mz K M ANDREW asked the Minister of Fi- 11 MINISTER OF FINANCE:
nance: (a), (b) and (c) See attached schedule.
1991/92
Tax Year
E Number % %
h Taxable of of Tax of
Income Group Individuals Total R'000 Total
Loss 105537 11,44% 16 645 390 0,15%
: 90— 5000 27700 3,00% 1745487 0,02%
5000- 10000 33766 3,66% 7567 831 0,07%
E 10000- 15000 40256 4,36% 18343084 0,16%
15000~ 20000 42455 4,60% 45799 008 0,40%
. 2000~ 25000 41885 4,54% 80061 942 0,70%
25000~ 30000 39323 4,26% 124854 150 1,10%
30000- 35000 36211 3,92% 167725134 1,47%
35000- 40000 35657 3,86% 224 549 290 1,97%
40000~ 45000 37985 4,12% 309330420 2,72%
45000~ 50000 47343 5,13% 477424721 4,20%
50000- 60000 136 670 14,81% 1762 905 596 15,50%
60000 70000 102 669 11,13% 1717 385402 15,10%
70000~ 80000 66323 7,19% 1375696772 12,09%
80000 90000 41314 4,48% 1027 166 269 9,03%
90 000 - 100 000 25486 2,76% 740257 571 6,51%
100000 - 150 000 44518 4,82% 1721717372 15,14%
150 000 - 200 000 9447 1,02% 568111724 4,99%
200 000 - 250 000 3678 0,40% 297 437 380 2,61%
250000 - 300000 1676 0,18% 170 425769 1,50%
300 000 350 000 923 0,10% 111 463 566 0,98%
350 000 ~ 400 000 557 0,06% 79 268 067 0,70%
400000450 000 323 0,04% 52349716 0,46%
450 000 - 500 000 245 0,03% 45599133 0,40%
500000 + 753 0,08% 231284 431 2,03%
Totals 922700 100,00% 11375115225 100,00%

Information in respect of 56,03% of the total registered taxpayers is reflected in this schedul

Statistics with regard to taxpayers who earn less than the applicable standard income tax on em-
ployees (SITE) limit, are not available and are thus not included in the above figures.

HOUSE OF ASSEMBLY




own Correspondents
JOHANNESBURG. -
The Jacobs committee
had dropped the proposal
to tax pension funds,
Finance special adviser
'Ii apie Jacobs said yester-
ay.

He told an AIC/Euro- ——————

money banking industry b
conference in Johannes-

burg the proposal, which

was widely eriticised, had

been a highly emotional i

and sensitive issue and had proved to ance industry and the abolition of the
be extremely difficult to implement. sixth schedule were generally accept-
«Jt may help to put the minds of some ed but banks felt the reduction in the
people at rest if 1 mention that the investment period from 10 to five
proposal that part of “he employee's years was likely to cause greater com
D& employer’s contribution 0.2 pen- petition for them in this area.

sion fund be non-deductible for tax
purposes is dead, if it ever lived.”

Life assurers had expected govern- plemention of the Jacobs .committee
ment to limit tax breaks on pension recommendations and its report
contributions for top income earners should reach government (
in the Budget. However, Jacobs’ state- of March. This would allow approprl-
ment seemed t0 indicate the jdea had ate legislation to be passed during the

been put on the backburner. current parliamentary session.

Life Offices Association spokesman o

Jurie Wessels said it had become S“Pel'VISlon 0f agents

Cclear government could not limit tax <

$reaks on pension contributions with- .J?cobsf also deal(; with .th‘; qupte‘:'-

out_overhauling the entire system. oo of agents and principd s in the

“Nothing can be done before the pub- financial market. He said superwqors
could not protect the public against

lic and private sector’s pensions tax- B
ation have been placed on an equal lc‘;;ieisngg‘:‘slgdo:g the failures of finar-

footing.”

President F W de Klerk ¢aid earlier In the case of an agent, he said, the
this month the status quo on public sk of the investment rested entirely
servants’ taxation would remain in with the investor and not the agent. “It
tace. is up to the investor to ensure that his
Jacobs said the feur-fund approach savings have been invested prudently
for taxation of the long-term insur- and profitably.” :

v S ———
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Plan killed to -
tax pension fund
contributio

By Sven Liinsche

The Jacobs Committee has”

shelved its controversial
proposal to tax a portion of
employer and employee
pension contributions.

Dr Japie Jacobs, chairman of
the committee, told a banking in-
dustry conference yesterday the
tax proposals had met wide-
spread resistance from interest-

ed ,iamw.

“It may help to put the minds
of some people at rest if I men-
tion that the proposal that part
of the employee’s and employ-
er’s contribution to a pension fund

be non-deductible for tax pur-

poses is dead,” he said.

However, the committee’s
other key recommendations —
the creation of one regulatory
body for the financial services
industry and replacing the Sixth
Schedule — could be legalised
before the end of the year.

In terms of the committee’s
pro , employees would have
had to pay tax on one-third of
their pension fund contributions
and employers on 20 percent of
their contribution at the company
tax rate of 48 percent.

The proposals were widely
criticised and were also in ap-
parent contradiction with the key
findings of the Mouton Commit-
tee on the retirement industry,
which called on the state to sup-
port retirement-provision active-
ly through laws and other means.

Commenting on response to the
other issues of his report, Jacobs

1]

Dr Japle Jacobs'. i, pistting peo=)
. ple's minds at xt.

said the Melamet Committee, aj
pointed to investigate the imple-
mentation of the Jacobs propos-
‘als, should reach the Government
by the end of March. &
“This means there is scope for
appropriate legislation to be
passed by Parliament during the
current sesgion” T £ R
Jacobs said a financial regula:
tion policy board could be es-’
tablished soon to co-ordinate the
supervisory functions of the two

supervisory offices for the finan-"

cial services industry — the Fi-
nancial Services Board and the
Registrar of Deposit-Taking Insti
tutions. VRN
While this had met with resis-
tance from some banks, it could

be an interim step to the even-’

tual merger of the two offices.

ﬁ@ﬁ@eﬂtﬂe

The Government was also like-

ns %,
: geg"reiec’t bank pi that

engage in business similar to
that conducted by insurers
through their own divisional
~gtructures rather than subsi-
1“cllm'leﬁ, as suggested by Jacobs,
N - While this i their choice, they
Umiist be aware of the fact that
#different classes of business need
to be registered and supervised in
- terms of different Acts.”
- ‘However, the key proposals, to
level the playing field from a
“tax point of view between banks
and insurers, were generally ac-
.cepted by both industries.
5 These included the “four-front”

"‘"JZC{. ]

of the Income Tax Act.
The lafter, has paved the way
f#for insurers'to issue tax-éxempt
investments with no life cover
and an investment period that
has been brought down from 10

s

by means of takeovers between
" smaller and medium-sized banks
» and internal ining.

1

.come active brokers on the JSE,
‘hile bigger banks looked set to
Yake & gtake i member firms on
“ the stockmarket.




Pensions tax plan

gets the chop

SVEN LUNSCHE
JOHANNESBURG. — The Jacobs
Committee has shelyed its controver-
sial proposal to tax a portion of em-
ployer™ and employee pension
contributions,

Dr Japie Jacobs, chairman of the
committee, told g banking industry
conference yesterday the tax Ppropos-
als had met widespread resistance
from interested parties.

“It may help to put the minds of
some people at rest if I mentign that
the proposal that part of the employ-
ee’s and employer's contribution to a
pension fund be non-deductible for tax

purposes is dead,” he said.

However, the committee’s other
key recommendations the creation
of one regulatory body for the finan.
cial services industry and replacing
the Sixth Schedule — could become
law before the end of the year,

In terms of the committee’s propos-
als, employees would have had to pay
tax on one-third'of their pension fund
contributions and employers on
20 percent of their contribution at the

try — the Financial Services Board
and the Registrar of Deposit-Taking
Institutions.

While this bad met with resistance
from some banks, it could be an inter-
im step to the eventua] merger of the
two offices pp fy- ""IL!“\;{

The government' s als ikely to
reject bank proposals that they en-
gage in business similar to that con-
ducted by insurers through their own
divisional structures rather than sub-
sidiaries, as suggested by Jacobs.

“While this is their choice, they
must be aware of the fact that differ-
ent classes of business need to be reg-
istered and Supervised in terms of dif-
ferent Acts.”

However, the key proposals, to lev-
el the playing field front. tax point
of view between banks an \insurers,
Wwere generally accepted by both
industries,

These included the “four-front” ap-
proach to the tax base of life insurers,
Which will allow them to run four sep-
arate funds for tax purposes, and re-
placing the sixth schedule of the In-

company tax rate of 48 percent. \\come Tax Act.
i ™

The proposals were widely crit
cised and were also in apparent cun-
tradiction with the key findings of the

i Mouton Committee on the retirement
industry, which called on the State to
support retirement provision actively

| through laws and other means.

Commenting on response to the oth-
er issues of his report, Dr Jacobs said
the Melamet Committee, appointed to
investigate the implementation of the
Jacobs proposals, should reach the
government by the end of March,

“This means there js Scope for ap-
propriate legislation to be passed by
parliament during the current
session,”

Dr Jacobs said a financial regula-
tion policy board could be established
soon to co-ordinate the Supervisory
functions of the two supervisory of-
fjces for the financial services indus-

The latter has paved the way for in-
surers to issue tax-exempt invest-
ments with no life cover and ap in-
vestment period that has been
brought down from 10 to five years,

At the same conference, former
deputy chief executive of Absa Piet

iebenberg said he did not expect the
regulatory authorities to allow fur-
ther large scale concentration of the
banking industry.

He expected further rationalisation
within the industry only by means of
takeovers between smaller and medi-
um-sized banks and internal
streamlining,

Mr Liebenberg also predicted that
merchant banks could soon become
active brokers on the JSE, while big-
ger banks looked set to take a stake in

member firms on the stock markg;t.v .



From GRETA STEYN
JOHANNESBURG. -
Finance Minister
Derek Keys yesterday
placed economics on

the political agenda

by calling on constitu-
tional negotiators to
build fiscal responsi-
bility into a new con-
stitution; '

He told the Frankel, .

Pollak, Vinderine in-
vestment conference SA
should inctude a clause
in the constitution pre-
venting the use of bor-
rowings to finance cur-
rent expenditure. There
should be no borrowing
for current expenditure
at a regional level. “It
should be written into
the constitution that re-
gions should be self-fi-
nancing other than on
capital expenditure.”
ANC spokesman Tito
Mboweni rejected the
idea of building finan-

cial limits inte the con-

Ak

JOHANNESBURG.

irvesting in

— SA could
finance its own economic growth by
productive capacity,
rather than relying solely on inter.
national funding, the Finance Minis-

q

y’s pr e ity ha
stagnated and if growth was to be
generated, it was imperative that
structural and not
problems be addressed, he said.

simply eyclical

ter’s special adviser Japie Jacobs
said at the conference.

Jacobs said many contended that
the erosion of capital and ebbing
busi fid were r i
ble for SA’s poor economic perform-
ance.

However, over the past decade the

The sapply side of the economy
needed to be strengthened and hu.
man resources enhanced so as to in-
crease labour productivity.

Jacobs warned that before under-
taking structural adjustment it was
crucial that there was strict fiscal
discipline, a goal already embarked
upon by the authorities,

stitution. “We agree that
there should be formal
limits, but the constitu-
tion should not be used
for that aim.”

Keys said the whole
“government machine”
needed to be redesigned
to free up resources.
“We cannot do what
needs to be done simply
by being frugal.”” A
better designed struec-
ture should come about

as a result
negotiations.

Keys also said the defi-
cit in next month’s Bud-
get would be tackled “in
a responsible manner
and with convietion”,
but not in a way that
slowed down progress
towards an economic en-
vironment that favoured
growth and risk-taking
and provided rewards
for those who did.

of political

corresponding increases speculafive

However, speaking at
the same conference,
Reserve Bank Governor
Chris Stals called for -
“austerity measures” in 6 isa
the Budget to help- b
“bring inflation to its
knees”, .

He called on busi-
nesses to constrain price .
inereages and for laboyt; #4TH ; forand
to support average wage come! Jutredsipgly vola-
and salary rises with tile as.it wis now alse 2
* elirreney,

T
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(1) Whether any land in the De Hoop

nature reserve has been set aside for
military purposes; if so, (a) what is the
total extent of the land involved and (b)

(1) Whether section 8 of the General Law

Amendment Act, 1992 (Act No 139 of
1992), has come into operation; if not,

higher than that of countries at the same
stage of development, and an increased
contribution cannot therefore be jus-
tified, taking into account the manifold

during 1965 a judicial commission of in-
quiry into secret organisations was insti-
tuted. The commission found that none
of the said organisations rendered itself

why not; if so, when;
what will become of g rest of the i claims on the Exchequer. guilty of any form of treason or intrigue
nature reserve; Z (2) whether it has been brought™ ten- I . or of attempts to obtain for itself domi-
tion that South African political organi- (2) Itis still not policy to allow doitations to nation, or of harmful or unlawful
(2) whether any portion~o so set sations that are not registered as political pre-primary or primary schools as 2 tax influencing of the adsmini e _“_ ow us-
aside has been expropriated; if so, (a parties are allegedly collecting money in deductible item. The interdepartmental - Ju
2 , (a) ! ¢ Y 3 tice
for what purposes, (b) at what cost and foreign countries to be used for political committee referred to in my predeces- :
A p A y P
A&_ ih“—u. is the extent of the land in- purposes in South Africa; sor’s reply No 124 of 27 March 1992 was In the light of the fact y knowl-
volved; . i i - d; inf ti ists which -
€) instructed to seek solutions to two prob: edge no information exists ch sug:
. o (3) whether he will make a statement on the lems currently being experienced in the gests the contrary, there was no need for
(3) whether any area in this nature reserve maiter? BSE -+t : i ioation i invol
is being or will be used for military pur- application of section 18A of the Income an t n into the involven of
poses; if so, what are the relevant ds. The MINISTER OF JUSTICE: Tax Act, namely: 220 judges with one of these organisations.
tails? B3E (1) Yes, on 1 January 1993 (a) The system is being on an (2) and (3) fall away.
The MINISTER : 4 . increasing scale, in that certain .
OF DEFENCE: @) Yes. schools are _um_.mv. converting their iMr HD K VAN DER MERWE: Mr Speaker,
(1) Yes. i school fees into tax deductible do- the hon the Minister did not reply to my ques-
X (3) A statement is not necessary. nations. tion, but arising out of his reply I should now
(a) Appr y 18000 h of " like to ask him directly. Would the hon the
the De Hoop Nature Reserve as it is . (b) Under the SITE system, persons Minister ask Mr Justice Goldstone, for ex-
known today o.». .iEnr only i earning less than RS50000 per ample, whether is a member of one or both of
are EM& _Mo—. military purposes. This annum do not render tax returns these organisations?
ground, nowever, was not part of Tax deductions: payments/donations and are thus unable to claim a de-
u..wm WoEmM_ow- Nature mnmﬂ.ﬁ. _= &:Snawn_wﬂmmﬁze duction. {The MINISTER: Mr Speaker, I have put my
ca owned private] s licy viewpoint very clearly. There was an in-
and used mostly as holiday nm::nmvH *6. Mr R M BURROWS asked thi m:um ocEESﬂm cone _mun_mn-.:" hat z.._n mnn v_.%__uY wmm%wwn.owcw:no the _Nmao:._w_. organisations and
none of which were registered as Finance: ems mmunon © satisfactorily resolved. The = the absence of any indication to the contr:
private nature rese Onl committee recommended in principle that jn- 10 y indica trary,
expropriati TVeS. y after (1) Whether, with reference to His 7eply to dividual donations to secondary schools also namely that such organisations are damaging to
mmm«%n o _.._w n _ui nm the properties Question No 124 on 27 March 1992, he should not be tax deductible. I am according-  the judiciary and/or conduct hostilities, I do not
serve € De Hoop Nature Re- or his Department has as yet found a sol- 1y obliged to consider this recc dation deem it Y to put such a question to the
e ution in regard to the deductibility of and possible alternatives. judge.
b) It is ged as a proclaimed moneys paid by individual taxpayers for
nature reserve. educational purposes at school or college iMr H D K VAN DER MERWE: Mr Speaker,
t purp! 8 bl il
(2) Yes. level; if not, why not; if so, what are the Judges: Freemasonry Movement/Afrikaner further arising out of the hon the Minister’s re-
. relevant details; wngnoqgnﬁ ply, 1 should like to ask him whether he is
ﬁ“v Military purposes. (2) what is the current tax policy regarding *8. Mr HD K VAN DER M ked the  2are that a certaln judge resigned from 2 con-
(b) About R10 million. M.M%.“:w_w ﬁ%\ww—.n%%uu“—:wﬂ:ﬂ%r_:m nﬂ. Minister of Justice:} pression we gained—he regarded it as unethi-
(c) 18 000 hectares. pre-primary schools va _WM.VMQOMM_.._QM_W (1) Whether his Department has made a nu_.S be N.Emn_.cnn_. of such an organisation
3) %M.m.um.m:m of the area of 18 000 hectares and (d) secondary schools? B18E w“MMMM _M—‘Mnﬂﬂ_“_MMMMNW_M&"___M:NWEWMM% while also being 2 judge.
which was added to the original natw J - i :
reserve, will be used for a ..-m: mio___»w QH The MINISTER OF FINANCE: masonry Movement and (b) Afrikaner  {The MINISTER: Mr Speaker, if a judge has
velopment which i . " Broederbond; if so, when; resigned, giving certain subjective reasons, I
principles of oﬂ i-M :—Mmﬂmﬂ-w:“ﬂmnuwr 1) ~.~ mm.no. the intention to grant any tax re- (2) whether there are any judges who are cannot pass judgment on whether he shoutd
tion. Inside the original De Hoop Re- MMM:.M&W%MM Mwm__mﬂwo“_ m.oomn.. mou.n .nn:mQ members of these organisations; if so, Mﬂnhﬂ%ﬂ“nﬂnﬁﬁwmmmmﬂo_ﬂ“ &W.:M_nmu to am.
mnaumcu mm.on :m.n.m_.m site is being used as a tax deduction that ioﬂm_m_ wc_m an _%m-“_mm_a. how many, in each case; just as the hon member, Mr H D wmwhﬂ:%nm
a calibr. >
ation point. to wealthy persons but would afford (3) whether he will make a statement on the = Merwe, I gather, resigned from one secret or-
General Law Amendment Act, 1992:.coming little or no benefit to the more needy. matter? B24E mmamwzo_.m and _,.om_..mm another. It mm. done on the
into operation @ M.::__m_.:_o_.o. total Government expen- +The MINISTER OF JUSTICE: same basis. It is a matter of one’s conscience
liture on education, expressed as a per- B and where one stands with respect ot one’s own
*3. v\——. D H M GIBSON asked the ster of centage of both the budget and the gross (1) No. I would like to draw the hon mem-  personal experiences or feelings of guilt, one or
Justice: domestic product, is already markedly ber’s attention to the fact that already  the other. [Interjections.]
HOUSE OF ASSEMBLY HOUSE Omr%wwm_(—wq.v




Plea for VAT -sxemption (32

-Finance Minister Mr Derek Keys to exempt certain’
basic foodstuffs from Value Added Tax (VAT). .
i a.statement yesterday TAU president Mr Driés |
Bruiver said essential foodstuffs, such as meat and.
dairyas well as grain products, should not be subjected
10°VAT. Apart from the fact that VAT placed an:
additional burden on consumers, it also inc
' on the producer t d

diie

ansvaal Agricultural Union (TAU) has asked | - »

i)ging power of consurhers. A \‘z‘lcl 2
2 : \) - .




PRETORIA; — The Transvaal A

Tax. -

He, 'said the request was made

dable prices, — Sapa

the agricultural sector’s financial position.

griculturél Union

has “asked Finance Minister Mr Derek Keys .to
pt - in basic foodstuffs from Value-Added:

{ .. TAU president Mr Dries Bruwer said essential

foodstuffs such as meat and dairy products, as well.as
grain products, should not he subjected to VAT,! .
- Apart from placing an extra burden on consumers,.
VAT increased pressure on the producer as it de::
creased .the buying power of CORSUMmErs. A d

Mr,Bruwer,said this meant the producer indirectly
had to the extra cost, which was impossible owing to

as it ‘was in the
r-

interest of all South Africans to obtain food-at affo

oy
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erek Keys to free certajp
basic foods from VAT,

a statement yester-

day, TAU President Drieg

Tuwer said the TAU’s gep-

eral counci) believed thig

would be ip the interests of

the vast majority of the
Population, éﬂ‘)é
It wag v} t basic

foods be Maintgined ¢ af-
fordable Prices
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Estate

L BI0 182]43.

rise as I'ﬁVGIlll@

THE estate duty rate was expected to
mcrease from 15% to 20% in ‘the Budget
because of the low level of current revenue
collections, tax experts said yesterday.

The move was seen as a step towards
overhauling tax on capital transfers, with
government expected eventually to re-
place estate duties and the donations tax
with a capital transfer tax.

- An-Inland Revenue spokesman said
estate duty revenue had fallen from R185m
in 1985 to about R70m at present. Increas-
ing the exemption limit to Rlm and grant-
ing a repate to the first spouse had had a
“dramatic effect on collections”. Although
the revenue collected from capital trans-
‘| fers was very small in comparison to the
total revenue, “every million helped”.

Government had accepted the Margo
commission’s recommendation that estate
duties arid the donations tax be replaced by
a capital transfer tax. While unlikely this
year, this was government’s ultimate goal,
the spokesman said.

220

falls

KELVIN BROWN

Smce interim measures had been intro-
duced in 1988 government had researched
a capital transfer tax and had submitted
discussion documents to the tax advisory
committee.

Institute of Life and Pension, Advisors
tax spokesman Abri Meiring said it would
make sense to increase the estate duty rate
to 20% as an interim measure. Some form
of wealth tax could be introduced in 1994,
Meiring said. This could be in the form of a
capital gains tax, a capital transfer tax or
a land tax. A capital transfer tax was the
most likely because it would be very easy
to administer.

Anglo American group tax consultant

* and SA fiscal think tank chairmari Mariis

van Blerk said the estate duty and dona-

tions tax needed to be given more teeth:'It

would make sense to increase the rate‘to
20% and to merge the donations tax dnd
estate duties into a single capital transfer
tax.

set to







FINANCIAL SERvICES
Sighs of relje 220

Fv\/} LR .
An accepiance by Japie Jacobs, specia| advis-
er to the Finance Minister, that hig contro-
versial pension tay reforms cannot fly has
been welcomed by the life offices. Yet some
assurers, Old Mutya] among them, while
disliking the Jacobs proposals, agree that
taxation of retiremen; funds could be modi.
fied to accelerate Bovernment cash flow, Qlq
Mutual GM Garth Griffip 45 one who be-
lieves some changes could be justified,

insight into how financia] services overa]]
should be Iegulated,” says Southern Life
assistant GM Tony Davey,

Jacobs tried to develop an “holistic” ap-
proach to regulating aj) financial services.
Some institutions likely to be affected were
called to g meeting in Pretoria Iast week but

no details of the discussion have emerged. M
——




JRASTIC cut in Government expenditure was
ital, Sanlam chief economist Johan Louw
aid in Cape Town yesterday. Writing in San-
lam’s latest economic survey, Louw said: “On
op of that, Finance Minister Derek Keys will have
virtually no option but to increase taxes in his first
Budget,
#“The alternative is an unacceptably large deficit
in Government finances, even after expenditure has
been reduced,” he said.
© At the same:time Keys had to be careful not to
riously‘dampen eneral economic activity, “so the
creases are'expected to be mild”.
Sanlam'expected the following change to taxes to
made:
AT: An increase from the present 10 percent to
13 percent. However, a larger range of basic foods
and services would be exempt from VAT — alternati-
vely, thie rate might be. .
Increased to *12 percent
-, without further:exemp-
. -tions; o ;
" @ Fiiel levy: An increase
“of aboiit 10c-a litre.
- @ Higher excise duties,
@ Corporation tax: No
chatige.

Louw said thése pro-
posals would result in a
revenue increase for the
State. of about 16 per-
cent,;This would mean a
deficit before lending in
the ‘order-of R22 billion,
or 6 percent of GDP,

« The deficit before bor-
“rowing for the 1992/93 fi-
‘nancial year was likely

.. to,be about .R30 billion,
~or 9 percent. of. GDP. A
 deficit of R16 billion was

DEREK KEYS: Must be
careful not to dampen
economic activity,

budgeted, .

_Regarding the economy, Louw expected no note-
- worthyTecovery béfore late in 1993,
| He said favourable developments such as the‘loyver

inflation rate and lower interest rates had been.over-

shadowed by the negative influences.

"These included the continuing violence and unsta-
hlepolitical situation, poor export opportunities.due
to limited foreign growth, the low gold price, lower
. domestic spending due to the impoverishment of con-

stimers, and disappointing fixed investment. :

, The drought also remained a factor and the Budget
was expected 0 have a mildly dampening effect on
general economic activity.

“At this stage a real economic growth rate of
about 0,5 percent is expected for 1993, compared
with an estimated tate of minus 2 percent for 1992,.
minus 0,4 for 1991 and minus 0,5 for 1990, Louw said.
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_m Big Benefits:
-Retirement annuities
«ean be planned in
“various ways in order
4o gain maximum tax
| relief.

n

H',l‘he introduction of retirement

L.annuity funds in 1960 afforded

'self-employed people the op-

. portunity to effect individual

- pension plans while enjoying

. fax relief on their contribu-

- tions.

. Cun'ently the deductibility of

-current contributions to a re-
-tirement annuity fund is limit-

" ed to the greatest of: 15 percent

[ of income derived from non-re-
tirement-funding employment;
"dr B3500 less any deductible
“pension fund contributios; or
R1750.

... Where the taxpayer is a mar-
ried woman the amounts of
R3500 and R1 750 in the formu-
la will be R1750 and R875 re-

“spectively.

" Qualify

" Any contributions which do
not qualify for deduction from
"the taxpayer’s income for that
.year may be carried forward to

eurrent contributions in the
“next year of assessment. This
, applies when a member con-
tinues to contribute more to his
“Fetirement annuity fund than is
deductible, which should be re-
|-eorded and taken into consider-

"PLAN PROPERLY to earn thé most from RA contrlbutlons

save"tax

secure future

ation to increase the tax-free

portion of the lump sum bene-
fits received on death or retire- -

ment. .

A taxpayer may make a sin-
gle premium contribution to a
retirement annuity fund that
could be deductible. He may
also vary his contributions each
year by effecting a series of
single premium retirement an-
nuity funds after having caleu-
lated his mazimum deduction
in respect of each year.

In addition, reinstatement
contributions of up to R1800 to
a retirement annuity fund are
deductible (R900 in the case of
a married woman),

Any portion of a reinstate-
ment contribution which has
been disallowed because it ex-
ceeds the amount of the deduc-
tion allowable in one year may
be carried forward and consid-
ered as a contribution to the
next year.

Retha Roux, manager of the
tax division at Deloitte & Tou-
che, explains this complicated
subject: “Employees who are

lucky enough to be members of
a non-contributory pension
scheme may obtain a tax plan-

" ning advantage by contributing

a full R3500 annually to are
tirement annuity fupd’
“This would be m L
ible for tax: purposes:
way, exeduif‘;(e'g ;

pany could -enjoy efrib
of both a pension fund’and are-*

tirement annuity
full cost of the pension find de-
ducted in the company each of
them would also be permitted
to claim R3500 annually in re-
spect of retirement annulty
fund contributions. - -
“Where a husband remains
taxable on certain types of in-
come derived by his wife, she
has a choice whether to claim
her contributions as a deduc-
tion against her income or to
permit her husband to claim
the deduction. Where the hus-
band claims a deduction, the
limits applicable to him and

.not those applicable to the
~--. ing member as well as a paid-

married woman, will apply.”

ing on or before February 28
- 1981 the Commissioner for In-
land Revenue adopted the prac-
tice of allowing a husband to
deduct contributions made by
' his wife up to the maximum de-
". termined by his taxable income

« if his wife had no taxable in-

.- come or insufficient taxzable in-
; come from which to deduct her
i own contributions. This prac-
tice was discontinued in March
L1991 v e o

“As a reuslt of recent chan-

ges in legislation, a married

" woman who has made contribu-
tions now has the option either
to claim the deduction herself,
or to have the option deemed to
have been made by her husband
for tax purposes.” :

The option is only available
if the wife became a member
of the retirement annuity fund
before March 1992, This conces-
sion will, however, only apply
until February 28 1997. “Unfor-
tunately is not clear whether a
member includes a contribut-

up member,” Roux said.

In years of assessment end-




RETIREMENT
When looking at the retirement = H . = ‘ Fund (f loyers) and the
ezt Taxin %:@m%%: of retirement [ ERIEES

products (for the individual).:
tax from other considerations. - SIL 285[2]q: They not only cater for a major
forward endowment policy. 1y higher than that on othe are exceeded, whilst endow-  medical disaster while still in

Accepting the need for re--  giher products that may be  typesof investment. - - ment policies and the capital  fulltime employment, but alse

tirement provisions as an unas-

: h .. considered range from deferred . - growth on unit trusts are not  after retirement.
, wwm%—w_mh.wmw vmnw_“_%m s0 few .. . compensation schemes and an- ENEBW»NMM mﬂmw.nﬁww._ _MMH s.anwm- taxed in the individual’s hands. In addition to the individual
an retire . . d e T Vi @ fi il adese haci : di-
i n&:m.m toan _.u<mmnm_mmn.__.—« :.En _says: “The re achieved by . - The role of the ad pur cover for such & di

their standard of living, it

visor is therefore to advise the - - saster, a substantial cash value

f;

‘made by the em-
¢ductible, for tax
s:The same applies
'wheré,an individual makes con-
tribiitions to d retirement annu

i Norwich Life on these funds

" have consistently outperformed client on the best mix of m=.,

oy e DO is also accumulated which can
ese products ... ”

be used to pay further premi-

. Wﬂ_ﬁwﬁv&. with a n,w&m rate of  gyer increasing, it is essential ‘' inay be accessed tax free in the
. - - . that retirement planning should. - . event of a medical disaster. *

It should be borne in mind  also involve provision for " People who are concerned

by the investor that the pro- health care after retirement, as ~ about the rising cost of medical

“taxed in the ..., the rate of inflation, providing .} *"with the cost of health care.  ums after retirement or which

ceeds of pension and provident’ - one major operation after re-  expenses as well as employers °

5 funds as well as retirement an- - . tirement -can eifectively ruin  who will qualify for tax deduc-

' 4 \ity fund: This results in the re- . : nuities are subject to tax at the the most carefully made plans. tions on contributions made to
ployer-driven schemes, or a re- “"turn, or investiment yield on ¥’-individual’s average rate, once Norwieh Life has specifically . the benefit- fund will find this
_ tirement annuity or a straight- these sch being marginal- the prescribed tax free limits designed the Nu-Med Benefit  product particularly attractive.




LABOUR BROKPE&SZQ{LM;
Much ado

Much ado .
G2
The public outcry over the new 7 broker

requirements in the Paye system is out of all
proportion t0 the effects of the changes. If a
CC is being run honestly, a taxpayer forced
back into the Paye net will lose no more than
a timing benefit in paying tax on earnings.

The benefit was achieved despite differ-
ences in the top marginal rates of tax for
individuals (43%) and CCs (48%)- This is
because the CC can produce zero profit, by
paying (tax deductible) directors’ fees out of
gross earnings. As directors’ fees paid by
privatc companies and CCs are taxed only on

| benefit is usually substantial.
" The new requirements that Paye be de-
ducted at 48% from the CC'’s earnings have
put an end to this benefit, unless it can getan
exemption certificate from Revenue.
There are two reasons for Revenue’s move.
One is that taxpayers can be tempted t0
spend all their gross (ie pre-tax) income and
may be without funds when the time comes

provisional and not monthly Paye, the timing -

FCONOMY & FINANCE

T2bl2)q 2
to pay provisional tax: ‘problem per-
suaded inland revenue departments world-
wide to adopy Paye systems.

The second reason is that there is another
dimension to the use of-CCs to receive earn-
ings. To reduce the costs of small entrepre-
neurs, CCs need not have auditors. This
concession makes it sy for an unscrupulous
taxpayer, receiving remuneration through a
CC, to channel personal expenditure
through its books and claim deductions. This
is a form of evasion which hard-pressed as-
sessors find hard to police. The practice has
cost Revenue vast sums in recent years.

Worse still, there is a category of artisans
and technicians — mostly temporary resi-
dents doing contract work in SA — who have
managed to avoid tax altogether, by channel-
ling their earnings through 2 CC, drawing
the money out and Jeaving the country with-
out paying provisional tax.

The remaining (honest) taxpayers have to

foot the bill for those who fail to pay—8—"




“Overhau

o

tax system.

p‘?gp()sedlqﬂ‘?

The Congress of South
African Trade Uniois
(Cosaty) has made sever-
al proposals it says will
restore the legitimacy

and credibility o - the
budgeting proces; (3
.Cosatu said in fa |

release yesterday‘_that it
would submit these proz-
 posals for discussion at
the Co-ordinating Com-
mittee on cC

Budget. su mit on Mon-
day. ; -
Jts proposals il ude:

@The appointment of a
tax. commission to re-
view the entire tax, sys-
tem to make it mores|
equitable and efficient,
and. to relieve the tax

g
i % | burdenon the poor."
-1 |“ @ The'appointment of:an
andit- commission tovsu-

pervise .all-government-
spending prografimes;
to investigate misman-
agement, waste and cor-
‘yuption and t0 make rec-
- ommendations on how 10
‘avoid them;in future.

@ VAT hoily seeks swm-’
", -mit'- Page 13

i




VAT body eeks
]fupﬁéb&mgu mit ..

: empi; basic foods”

Consumer Reporter
- -

The Co-ordinating Com-
mittee on VAT (VCC) has
called for an urgent Bud-
get summit between
trade unions, political or-
ganisations, business and
church groups.

The VCC wishes to dis-
cuss the March 17 Bud-
get and the “lack of pro-
gress” in persuading the
Government to zero-rate
basic foods and services.

VCC chairman Bernie
Fanaroff said yesterday
that the summit wouid
look at the “legitimacy
and credibility” of the
Budget in the light of
high food prices, and the
Government’s failure to
improve poverty relief
programmes and to ex-

d
services from VAT. #14
Fanaroff said althoy
" the VCC believed that
-progress towards reach-
ing an agreement with
the Government had
been made last year on
zero-rating basic foods,
nothing had been done
..since then.

Although the VC
would be meeting other
Ministers and relevant
corporations soon to dis-
cuss zero-rating of basic
services, medicines and
medical services, it was
clear this would not be
accommodated in the
Budget. o

Fanaroff said the VCC
would not support an
overall increase.in the
VAT rate. ot
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INLAND REVENUE F&nﬁ;
Transition blues

e
There has been a sharb increa¥e-ifi the num-

ber of Revenue staff opting for early retire-
ment — 126, up from 52 in 1991 and 36 in
1990 — though resignations have diminish-
ed because of poor job prospects in the pri-
vate sector. Inland Revenue chief director
Teubes Prinsloo says the early retirements of
1992 (from a total complement of 8 359 at
the end of last month) were mostly of junior
employees, but included six deputy directors.

The 126 also includes early retirements be- !

cause of ill-health,

Rumour has it in the accounting profes-
sion that many Revenue staffers — certainly
at the Johannesburg office — have been
anxious to take early retirement for fear of
what the future might hold under a new
government which might want to practise
some form of affirmative action. Market
forces are already causing a net influx of
black staff, a healthy and overdue develop-
ment provided it is not based on artificial
preferment.

Commonsense would dictate that the hour
is ripe to implement the idea of an indepen-
dent charter for employment at Inland Rev-
enue (FM January 17 1992). This would
enable Revenue to reconstruct its salary
structure and other conditions of employ-
ment to attract highly qualified professionals
from the private sector — a move which
would pay off in increased levels of tax
collection. .

This argument is proved by the extra col-
lections brought in by the “army worms” —

parties
f——

Fwazife)ay (325)
! \_7—

young accountants workin -
enue in lieu of military se%v?cte.I mlend Rev

The move could also provide for recruit.
ment strictly on the basis of merit and Te-
move thg service from political pressure for
af'flrmatlve action based on ethnic affiliation
without proper regard for merit. Considering
the fie.sperate need of this and any future
admnp@tration for revenue (a priority far
ove.:rrldmg patronage), this proposal should
enjoy the support of al] mainstream political
[ ]
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tax hikes

today to discuss the Budget as disclo-
sures of government corruption fuel
the labour movement’s opposition to
increased VAT, PAYE or petrol tax.

Cosatu is believed to be preparing a,
series of actions at the offices of the
Receiver of Revenue around the country to
highlight its demands to end government>
corruption and for a Budget directed at
creating jobs and providing housing and
education, , . | - L .

A spokesman for Keys was not able to
comment on the meeting, , £

A Cosatu spokesman confirmed Keys
was due to meet union leaders in the
second week of March, but had asked for

. “at this stage” on Cosatu’s planne
around the Budgeti . ..d+ ¥ <.

actions
However, a Cosatu' source. said high-

+“And lunchtime demionstrations, meetings
andrrallies — planned for March 16 — were
being discussed;lg Losatu structures. - -
. .41e said Cosatil wag particularly irked
¥'ihe rolé of thié IMF, which it betleved-was
pressing government not ko zero-rate basic
foodstuffs. “The IMF gives us one impres-
“ sion and then goes to government with
another agenda,” he said, - " ,

the
and secret operations” and wants'to stop
all golden handshakes, he said, .

’

the meeting today. He would not comment .
d

"7 % 7 come from an end to wasteful government

profile Cosatu leaders were planning occt. . , Although the committee would soon be

pations of Receiver’ offices during the '
week before the Budget annoyncement.

by .. It said the key issue at:

Cosatu was opposed to any allocations fo
“bantustans, tricamera] Parliament -

Protests planned against S e
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FINANCE Minister Detek Keys has DIRK HARTFORD & ;a;
called an urgent meeting with Cosatu and LLOYD COUTTS ¥ - 004

Meanwhile, the Co-ordinating Commit-
tee on VAT has called a meeting of a wide ¢
range of organisations to discuss the Bud-
get. It said yesterday Cosatu, the ANC, the |

PAC, small business organisations and oy
churches, among others, would meet in | jor
* Jobanneshurg because of “the continuing | joy
&A

-“cerisis of poverty and the crisis of lesn'tima-
cy and credibility of the Budget”.§
", The meeting would discuss the fack of
progress, in the zero-rating of food and
basic seryices, continuing high food prices f

and government’s failure to improve the
poverty relief programme. . Y
The committee said it had made it clear
to government that it would not support
any overall increase in the VAT rate and
that money to pay for zero-rating should

spending and corruption.

meeting Ministers and relevant corpora-
tions ta, discuss zero-rating of basic ser-
vices, mediciies and medical services, it
was clear that these would not be accom-
modated in the Budget, . o
the.meeting was -
1ikely to be the disclGsures of “Eross mis-
' management, waste and corruption in gov-
ernment spending”. [,

Proposals included the establishment of
atax commission to review the tax system
with 2 view to making it more equitable
and efficient, and an audit commission to
supervise all*government spending
programmes; - LT

—_— b

TTYET® ETROCETE ST T

k)




Interest you
earn 1s tax free

219
A Unit lrustls ;%e a grey area:

WHEN an investor reaps the profits of his sav-

ings in unit trusts, the actual growth of the funds
are not taxable. @
Alldividends andthe firStR2 000 oftheéntire
interest income earned are tax free.
“The increase in value on units in a unit trust

canbe compared to thatonahouse,” says Cilliers

Smith, a senior marketing manager at Sanlam |’

Unit Trusts. -

“When a house is sold and the capital appre- !

ciation is realised, the profit is not taxed.”

Since unit trusts are regarded as medium to|

long term investment mechanisms, they are gen-
erally regarded as tax efficient.

Profits acc;ufng from the sale

According to Smith, the Income Tax Act does |
not make specific provisions. in respect of the |

profit accruing from the sale of units.
He says unit trusts are a grey area as far as tax
is concerned.

He says an investor could be exempted from

paying tax if he can prove to the taxman that his
intentions are of a long-term nature.

.b




By lke Motsapi .~
THE Co-ordinating tice, Ot/
Jalue added tax will told annisgents
meeting today 10 discuss the GOV i
mment’s Budgettobe presented folPars
ljament o0 March
The meeting,
tended by
Congress of South African.Trade'
Uniofis; “National -Cou cil. of Trade
Unions, African National Congress
pan Africanist Qongress, small busi-
ness organisations, - U and

Commitiee, 0

L ) Rcq i
@ Committee .won'-t supgo ,}

17.

which will be at- -
representaﬁves from the -

 tlie co-ordinating comtmittee; said the

nesburg.

Key speakers will be MrJay
Naidoo, general secretary of thé Con-
gress of SA Trade Unions, and Mrs
Tna Periman, executive director of
Operation Hunger. I
. Dr Bennie Fanaroff, chai

e pecause the
committée wasconcerned aboutcon”
Linuing poverty and the Yalue, Added
Tax on food and basic § i

meeting was necessary




s Sacob

Public has lost faith in taxes; says

WIDESPREAD corruption uncovered in™\

government departments had \mderm'ned.“\\m GAV'" Du, VENAGE

the sense of “value for money” the public JT0ANY of the recommendations submitted

expected for their tax contributions, Sacobin 2 joint Sacob/Afrikaanse Handelsinsti-

president Spencer Sterling said yesterday. tut report three_years ago had been
He said strong action had to be taken 10 ignored.

restore the public’s faith in the worth o Copies of ther aifstitutional bud-

their tax contributions, and called fo% getry procedure had been handed to rele-

stricter control measures and prosecutiokvant government departments, but many

of those, suspected of fraud. of the recommendations had never been
Sacob was ‘“deeply concerned” that ~ put into use, Sterling said.
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Tax increases

ST 219 %

HE Budget next month will hold

important signals for business on’

the direction of inflation, says

Econometrix director Dr Azar
Jammine, To deal with the huge deficit,
Finance Minister Derek Keys’s plan
would probably be made up of a mix of
borrowing more money, cutting Govern-
ment expenditure and increasing taxes,
Jammine told businessmen in Johannes-
burg this week.

He said VAT would probably go up '
to 12 percent and personal taxes would
also be raised, particularly on the top
earners, as a quid pro quo to persuade
organised labour of the need to increase
VAT. It was important to raise taxes to
fight inflation in the long term. If Keys
were to borrow more money to finance
the deficit, expected to be R30 billion,
without raising taxes, the country risked
falling into a debt trap.. . _aiiddr, Ja b

As debt continued to mouwdt, it rwould

eventually reach a stage where the Gov- -

ernment could not raise taxes fast

o g -

predicted:

FINANCE STAFF

Jo vs
Y '

snough to pay the interest on the de t.,In
an attempt to get out of this fix,
money would have to be printed, leading
to soaring inflation. However, Jammme
expected that inflation would remain'at
its current levels of around 10 percent for
the next two years because monetag
supply had stabilised.

Businesses should build their financial
strategy with a keen eye on inflation rate
moverments, he cautioned, If inflation was
going to rise, businesses should then in-
vest in equities and build up stock levels
to become non-liquid. .«

If inflation were to drop further, man- »-
agers should invest in gilts and property
and avoid building up stock. Because of
the expected lacklustre economic perfor-
mance, Jammine advised business man-

.agers to keep stock levels low and be

wary of investing in equities because re-
turns were unlikely to be sparkling. .~

[




By Themba Molefe
Political Reporter

THE Pan Africanist Congress and the
Government meet in Gaborone today

ilast

s
n fIc

Govt to meet

ot (372
Ga?b?@rohe toda

8 Crucial issue of Apla high on agenda:

People’s Orf
week.

This follows the Afncan National
Congress's unsuccessful atiempt at
shuttle diplomacy which tried to get a
commi from both Azapo and

in a face-to-face which in-
cludes the Azanian People’s Libera-
tion Amy (Apla) high command and
South Africa’s securocrats.

The PAC’s armed struggle will be
at the top of the agenda, both sides
have confirmed, with the Government
describing Apla’s insurgence as “ter-
rorist”.

The one-day meeting precedes a
multiparty planning conference in Jo-
hannesburg on Friday which already
hangs in the balance after attempts to
woo both the PAC and the Azanian

the PAC.

Azapo has indicated it would not
beat Friday’s talks which it sees as an
attempttorevive Codesa. The organi-
sation wants a united front of the

- ANC, PAC and itself before facing

the Government.

The Government's team at today’s
meeting with the PAC will be led by
Law and Order Minister Mr Hernus
Kriel, whose delegation will com-
prise Deputy Minister of Justice and
of Defence Mr Danie Schuite and

Deputy Mi of Consti ] De-
velopment Mr Fanus Schoeman.

The SAP, SADF and National Intel-
ligence Service will be represented by
their most senior generals while Apla
chief commander Mr Sabelo Phama
and Apla political commissar Mr
Romero Daniels will lead their delega-
tion from Tanzania.

PAC secretary-general Mr Benny
Alexander will be joined by foreign
affairs secretary Mr Gora Ebrahim,
political affairs secretary Mr Jaki
Seroke, legal affairs secretary Mr
Willie Seriti and national organiser Mr
Maxwell Nemadzivhanani.

The reason for the talks being held
outside South Africa was to [acilitate
the attendance of Apla chiefs.

Z
B Committee won't supplort 2réase in VAT:

By ke Motsapi

et alarm

20

many other bodies, will stai amat
‘the Joh burger Hotel in Johan-

THE Co-ordinating Committee on
value added tax will hold an urgent
meeting today to discuss the Govern-
ment’s Budget to be presented to Par-
liament on March 17.

The meeting, which will be at-
tended by representatives {rom the
Congress of South African Trade
Uninns, National Council of Trade
Unions, African National Congress,
Pan Africanist Congress, small busi-
ness organisations, churches and

nesburg.

Key speakers will be Mr Jay
Naidoo, general secretary of the Con-
gress of SA Trade Unions, and Mrs
Ina Perlman, executive director of
Operation Hunger.

Dr Bennie Fanaroff, chairman of
the co-ordinating committee, said the
meeling was necessary because the
commiltce was concerned about con-
tinuing poverty and the Value Added
Tax on fuod and basic services.

C TV, VIEWERS ARéJ
STARY ING EOR MOR)
SOCCER - i

Girlfriend gang-raped
FOUR men — two of them armed
with knives and one with a firearm —
tied up a man and raped his 29-year-
old girllriend when they parked at
The Wiids near Hillbrow, Johannes-
burg, at the weekend. .

Police spokesman Wuminl Oﬂ'cer
Andy Picke said Hillhrow police were
investigating. He appealed to couples

RNews in brief

il g‘he Mmglryof])c cnc| ggm

not to park in deserted places and to
lock their car doors if they did.

Mercenary soldie %
REPORTS from both factio

volved in the civil war in Angola are
that former SA Defence Force mem-
hers have turncd mercenary and are

fighting for Unita and thal country’s
government forces — at a pric

edly released the nawes of at least |/
four soldiers of fortune who have

left the country to fightin Apgola’s .
renewed civil warsfes 1
That countiy Was fed~mto {2

civil war again after Unitaleader Dr
Jonas Savimbi refuscd to accept the ¢
outcome of elections in Angola last 7
QOclober. o "y
Defence Minister Mr Gene Louw
warned that any members of South
Africa’s permancnt or citizen force |
who hecame mercenarics were vio- b7
laling the country’s laws.
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VAT commifee will tell

Keys to prob%p”&fﬁ’fﬁi
|

“THE Co-ordinating Committee on VAT will go
into talks with Finance Minister Derek Keys on
March 9 demanding inquiries into taxation and
corruption, an emergeney relief scheme and a
fund to implement a public works programrme,

Cosatu proposals aimed at addressing pover-
ty, waste and corruption were backed by a wide
range of organisations at a summit in Johan-
nesburg yesterday, called in anticipation of

Keys’s Budget speech on March 17.

" Yesterday’s meeting agreed to call for zero-
rating basic foodstufis, lisk t of an

tign
320 ~
iLovD coutts—— |

and buy-backs on state pensions were accepted.
Committee spokesman Bernie Fanaroff said
the ANC delegation to the summit had regis-
tered its opposition to increases in VAT or
taxes as a means to make up a budget deficit.
Fanaroff said 3-3,52% of the 10% VAT levy
was going to fund corruption, if estimates of
R5bn lost through corruption were correct.
The summit was attended by government

emergency feeding scheme, implementation of
public works programmes and equalisation of
pensions. .

It also agreed to call for an independent
audit commission. to investigate mismanage-
ment and corruption by government, and an
independent tax commission aimed at achiev-
ing an equitable, effective and efficient distri-
bution of tax.

The Cosatu proposals called for commissions
to report to the transitional executive council
by September 1993.

Cosatu proposals for the stabilisation of
basie food prices, transparency on how petrol
tax is-used and an end to “golden handshakes”

ic adviser Japie Jacobs who had em-
phasised government’s need to address the
question of growth and deficit. .

“The only way we can interpret that is to
me;m we're going to be paying more; Fanaroff
said. . R ng e
The committee will meet Health Minister
Rina Venter on March 4, Eskom on March9.and
the Food Logistics Forum on March' o

Sapa reports the committee has also Fegom-
mended that government should™ ist small
business “in réspect of the effects of VAT and
that there should be parity in state pensions.

Fanaroff said VAT had not decreased retail
prices nor increased capital investment as the
government had promised.




FORMER Allied MD Kevin de Villi

'OR} e Villi

;ll‘le(li 11111 the Rand Supreme Court yes?gg:;'
at he had signed a R4,5m sponsorship

ta:'zr lIl:veneﬁt.s it was not entitled to.

e agreement, arising out of Allied’

sponsorship of SA yachtsnglan Joll)m llx\lllalllret?ns

was concluded by De Villiers and market-

1Sng company Tytherley Investments in
eptember 1990, before the merger that

i formed Absa the following year.

! ngtherley Investments, represented by

I Peter Mancer, is suing Absa for R1,5m
— part payment of the R4,5m contr:rxct.

contract so the banking group could obtain

Court told of ‘R4,5m deal for tax break’

Iﬁ SUSAN RUSSELL 4‘

Absa is defending the action, claiming the

.agreement was never, nt jnd
ing contract. { ﬁ C_%,:i::b;?ﬂ ’
The banking group al leges ract
was a device created to enable Allied
111::2:)::}%&% c{aignhldeductions under the
ct, which allowed

added tax benefits on marketinge:lxme‘tﬁir's
ture abroad. LDIM 2{2 ‘5 % )
o lt): Villiers said he had not beLn !nvolved
e first leg of the John Martin sponsor-

C1To Page 2

e

Tax breaké”ylis. §20) DFvom Pass 3

ship. His involvement began with the [ wasn't a tax expett, but to my mind
second stage in early 1990 when he had the rules weren't always very clear and
concluded tw0 contracts with Mancer and lot depended on how the Receiver inter-

his company. Mancer had then approached preted them. If he was well disposed he

him and offered the Allied exclusive Euro- couldn’t brea;k the rules, but he could inter-

i
pean television rights to the 1991 BOC pret

themn favourably. My feeling was that
yacht race for R4,5m. the Recelver was Wel disposed.”

De Villiers said he had told Mancer that  The Recelver had subsequently cop-
if the bank took up the R4,5m offer, thetwo firmed that the acquisition of Buropean TV
existing contrats, worth R2,1, hadtobe rights would quelify fora deduction. Under
done for free. cross-examination it was put to De Villiers

He said he had also negoﬁated with py Absa counsel M Tglentls, SC, that by
Maneer a protracted period for payment of gequiring the tWO earlier contracts worth
the R4,5m. R2,\m for free, Allied had in fact bought

He had been aware the company could the TV rights for R24m. . Lt

quatify for tax deductions on marketing

that for every RIm spent, the Allied would
effectively pay R25!

meeting.

L.

expenditure abroad and had understood re:{;::“ one Interpretation,” De Villier3
¢ R250 000, U1t is not an interpretation, Mr de vil-
DéVl\liershadnotbel\evedhe would get  ers” Tslentis gaid, “it's a commercial
the agreement past the ‘Allled board with- reality. |
out clearance from the Recelver of Rev- De Villlers repeated that this was an
enue that the deal would qualify for a interpretation and as far a8 he was con-
deduction. cerned he had entered into a R45m con-
He and Mancer had attended what pe tractand obtained the other two contracts
villiers described as & «peconnaissance” . forE fr . o
vide

énce continues today. N




u Corruption irespo

VCC spokesman Di Beg
mismanagerent and COITUD

ievean

VCC people

hle for pne\t'hird

estimatéd one third of the' 10 pefeciit Valué AddedTa
Thé VCC also adopted a proposal for the establishment |
< <sion “toach " d

{ 3«:‘:

ofatax

efficient distiibition oftax” :
The commission should aim to relieve the unequal
burden of tax presently placed on the poor, saidFan_naro_ff.

Both commissions were propose
SA Trade Unions. — Sapa.. -+~ -

ble, effective

4 by the Congress of

e
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By Zingisa Mkhuma
Consumer Reporter
—_—

The Government
should apologise to
the public for turning
value added tax into
a revenue-collecting
machine, VAT Co-or-
dinating Committee
(VCC) spokesman Dr
Bernie Fanaroff saiq
yesterday.

Fanaroff, who was
speaking at a Budget
summit jn Johannesburg,
said the main purpose of
VAT was to bring down
produetion costs and in-
crease capital invest-

ment, but the Govern-
ment had turned it into a
revenue-collecting ma-
chine.

The summit was held
to discuss the March 17
Budget and the “Jack of
progress” in persuading
the Government to zero.
rate basic foods and
Some services,
Fanaroff, however,
said an agreement on
zero-rating could still he
reacked with the Gov-

ernment after further

He added that The cost
of Government corrup-
tion and mismanage-
ment was equivalent to
3 percentage points of
the 10 percent of VAT,

The summit was at.
tended by delegates from
the ANC, PAC, Cosatu,
Nactu, church groups
and small-business or-
ganisations, .

VCC and Cosatu dele-
gates will meet Finance
Minister Derek Keys on-
March 9. Cosatu’s pro-
posals, which were
adopted at the summit,
will then be tabled.

The proposals include
the zero-rating of basic
foods, electricity, water,
medicine and medical
services; assistance for
small business in respect
of the effects of VAT; the
urgent establishment of
an emergency feeding -
scheme; and the immedi-
ate equalisation of pen-
sions,

Other proposals are

‘the disclosure of how tax

on petrol is used, the sta-
bilisation of basic food
prices, and that expendi-
ture on areas of corrup-
tion and waste be cut.
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| JOHANNESBURG; "~

{ day called for an-inde-
| pendent audit -commis-

“The VAT Co-ordinating
Committée (VCC) yester-

-8ion toiinvestigate
-government mismanage-
‘ment and corruption.
" VCC. spokesman Dr
Bernie .Fannaroff*.said
government mismanage-
nent, and -corruption
were:responsible;for. an
:ﬁtil{)&}e(‘i, Aone-‘tlg,‘d‘ oé
e :10% th! ¢
The :VCC also gp '1-
posed the estahlishment
of a tax comnigsion “to
achieve an éq itable, ef-
fective and, efficient dis-

tribution of tax”, — Sapa
T ST T EPA




'..jfw% },31179POPU1

arns Jaco

"Hints of tax increases -

LINDA ENSOR '

E TOWN — This Budget could
well go down as the most unpopular in
living memory, Finance special advis-
er Japie Jacobs said yesterday.
Hinting strongly «of the inevitability of
tax increases, he said the effect of the
Budget would be deflationary. Unemploy-
ment levels were expected to rise.
 He told Sanlam financial advisers it was
- a pity the first Budget presented by
Finance Minister Derek Keys would be in
such difficult circumstances. “We are
very, very reluctant in a period of reces-
sion . .. even stagnation, to increase taxes
but we cannot finance services at prevail-
,..ing standards. We will have to adjust and
‘reduce government consumption expendi-
ture gradually in order to make more re-
sources available for productive invest-
ment, Our long-term goal is to bring
“individual. and corporate tax rates down
but conditions are not right to do this now.”

structural economic problems. The most

important of these weré the Budget deficit

_ of about 9% of GDP and government dis-

h.saving (currently.7%;of GDP)..

“The impact of the Budgef cannot bé
stimulatory. It will reduce dissaving but

‘its overall impact on, the,economy will be
somewhat deflationary.”

". The effect of economic\ restructuring
would inevitably be that the economy

Jacobs stressed the Budget would tackle -

. would go down for two years and unem-

ployment would probably inecres;
compensate, government would cobsider -
public works and job-creating pro-
grammes in circumstances where an early
economic turnaround was not likely: -

Jacobs said he had held discussions with
World Bank economists this weekand
they felt confident about the economy as
long as fundamental problems were ‘ad-
dressed correctly. Referring to the new US
economic package, he said increasing tax- -
es was unpopular but necessary to put the
Budget on the proper basis. .

Jacobs said pension fund taxation would
not be touched on in the Budget, but he
would not comment on speculation regard-
ing a tax on dividends, on state pension
funds or on a further decrease in market-
able securities tax. - :

He said the long-term economic model
assumed an average annual -egonomic:
. growth rate of 3,6% over the nextfi
", years, reaching 4,5% by 1997. It w:

by 1997 to absorb the annual increas

“.labour force of about 400 000.

. General savings woiild have to incred
from the 17% of GDP to 26% — implying
-growth of nine percentage points'in GDP,
equal to about R25bn. A further aim was to
increase fixed investment to 22% of GDP
(7% state and 15% private' sector).

@ See Pagos 3'and 10

™




Sacob cautions

on tax 1ncr,

CAPE %WN &‘ax mcreases in

the Budget should be avoided or
kept to a minimum in the light of
the precarious state of the eco-
nomy, Sacob director-general
Raymond Parsons said at a news
briefing yesterday.

He noted in order to place the eco-
nomy on a more productive basis, the
tax burden should not increase and
urged government to accept that the
best way to address the Budget defi-
cit was through economic growth.

Parsons argued that an increase in
the VAT rate and in other direct and
indirect taxes at a time when the
economy was contracting was likely
to heighten the severity of the reces-
sion. Sacob believed a VAT increase
would place more pressure on dispos-

able and have inflati Y

consequences.

While Sacob estimated an increase
in VAT rate to 13% would raise an
additional R3,5bn and increases in
fuel and other indirect taxes could
add about Ribn, increased taxes
would reduce collections in other
areas.

Parsons said one of the major tasks
of the upcoming Budget was to guard
against “overkill” as wrong decisions
could easily push the precarious eco-
nomy further into recession.

Finance Minister Derek Keys was -

faced with a difficult balancing act.

“On the one hand he needs to give
attention to the structural issues, and
on the other he is faced with demands
for additional government consump-
tion expenditure set against a narrow
tax base that has little, if anything, to

e ——

ive.”
g Parsons believed government had
little option but to try and reduce its
spending in real terms further, and
might have to accept a deficit higher
than 6% if it was unable to do so.
To achieve a deficit before borrow-
ing of 6% of GDP — assuming there
were no tax increases, GDP grew 1%,
an average inflation rate of 9,5% and
about R8bn in additional tax revenue
— government expenditure would
have to be cut by 9,4% in real terms.
This appeared unlikely.

The two other alternatives pro-
posed were for no tax increases and a
3% real cut in government spending
which would bring the deficit down to
7,8% of GDP or for R5bn in additional
tax and a 3% cut in real spending in
which case the deficit would fall to
6,5% of GDP.

The worst combination would be
higher direct and indirect taxes anda |
cut in government spending.

Parsons said the business com-
munity would judge the Budget on
the basis of two criteria, namely the
extent to which it helped rebuild busi-
ness and consumer confidence and
the extent to which it recognised pre- |-
sent realities but also provided a
clear indication of the direction to be
pursued in future.

Parsons stressed of equal impor-
tance to the Budget were political
developments and he urged that
when multiparty political negotia-
tions resumed, they should include an




Ackerman in ‘last-gasp’
plea on VA%ee foods

GERA L
PRETORIA — Food Logistics ForifiT joint chairman

Raymond Ackerman yesterday made a “last gasp” plea
to Finance Minister Derek Keys on behalf of the forum to
free more basic food items from VAT.

Ackerman said the forum had repeatedly stressed to
government the crucial need for unloading the tax from
essential foods.

Obviously if this were agreed to some other source
would have to be bled to compensate for lost revenue.
“But so be it. Unemployment and poverty and resulting
hunger are spreading in this country and the least a
compassionate government can do is to cheapen basic
foods,” Ackerman said.

Economists said yesterday government was likely to
give way for two sound reasons — humanitarian and
political. [7 ‘j

Ackerman stressed to scrap VAT on basic foods would
be a goodwill gesture which would greatly improve the
environment for negotiations. .

Earlier in the week the Co-ordinating Committee on
VAT called for a zero rating of basic foods and the
establishment of an emergency feeding scheme,

Econometrix director Azar Jammine said the likeli-
hood of a variable VAT system being imposed was
strong.

This would allow a freeing of a range of basic foods
from VAT but would necessitate an increase of as much
as 15% in items not classified as luxuries,




zmim _um>._,.c_~m %accﬁw drawn to fight Q@S&gm affter revelations of wasting money

VAT Budget blues -

78

4

may turn to blows

Suede 33

By Mzimkulu Malunga

ENSION 15 MOUNTING as Fi-
nance Minister Derek Keys
prepares for his Budget on
March 17.
During a budget summit
held in Jobannesburg this
week, political organisations ranging from
the ANC, PAC, small business groups, the
trade union movement as well as a ::Bao_,

13

B UNPCPULAR TAX Finance Minister is in

a tight corner over tax:

(Ey3:0)

the VCC reiterated its opposition to any
formoftax hikes. “We madeitclearto Keys
that any tax increases would be unaccept-
able,” says Coleman.

The G i d:

gramme, which-woutd not only focus on
relief projects but on job creation as well.

“We do not believe the current Govern-
ment has the political will to implement

have not only sparked anger among those

this but we say it has the
v_._c__n s money, therefore they have to

of non-Gover or

unanimously decided to reject the forth-
coming Budget.

The centre of the dispute is the Govern-
ment’s attempt to mobilise public opinion
to raise taxes particularly the unpopuiar
Value-Added Tax.

Widening the gap between the view-
pointof the Governmentand organisations
like the VAT Co-ordinating Committee
(VCC), is the massive mi! of

who ded the Budget surnmit Y
but the business community as well.

Last week the influential South African
Chamber of Busi (Sacob) its

such a fund,” he says.
The administration of such a fund
er:E be jointly handled by broadbased

concern about the revelations and cailed for
vigorous action to restore public confi-

-dence in the Government and how their

money is spent.

such as the National Eco-
nomic Forum, the Drought Relief Forum
and the National Housing Forum.

of St: mustalso

be placed high on the agenda.

Of its business confidence index for
January, Sacob voiced its anguish over the

public funds by the Pretoria administra-
tion. -
Rumour denied

There is 2 ramour that a number of cnmu_:.
sations, including the VCC, which

ing Government debt, which is
expected to increase to around R30 billion
during the 1993 Budget.
There are internat consultations of the
VCC on the types of action to be taken
“around w__n_mna day™.

The ion says basic as

the implementation of <>.—. in Gor had

the G to

increase VAT to about 13 vnﬂn.: during
the current Budget.

But in the light of revelations of wide-

mu_.mun Government corruption, where

well as water, electricity, medicine and
medical services have to be exempted from
VAT ESmnEmn

Smallb 1d by 4 |
to cope with the onaoﬁ VAT has on their
m:ﬁ_.unmmm‘ argues the VCC.

t&: d millions from
money to stay in their homes, these groups
felt there was no justification for tax hikes.
Cosatu's representative, Neil Coleman,
told Sowetan that at no point had the VCC
agreed to an increase in the rate at which
VAT is levied.

with Keys,

of a gvﬂ@ structured
poverty relief programme in the form of
feeding schemes is needed as a matter of
urgency. The VCC will meet Health Minis-
ter Rina Venter on March 29 to discuss the
issue.

The VCC says there is aneed to: nm.h_u__mr
a fund for a major pro-
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By Ismail Lagardien B MoLoToy COCKTAIL Higher taxe
Political Oo.._.mmuo:amR — -
in “the dasges OO s With oyt cuts in Spending wil] pe €xplosive:
in “the danger zope™ and the

country could land j “adeath .
trap” if the next Budget dig reducing its own Spending and increagse ally monaﬁSEn—oﬁTli—.m: the Budget
the deficit coylq bere- s tabled in Parliament op March 17,

1 not addresg rampant State  growth 50 that
t{ Spending, Sacoh said yesterday, duced. Unmavmﬂw a potential catastrophe,
A It is estimated thae South Africa’s Parsons sajq the €conomy needed “cor-

SA Chamber of Business executive
director Mr Raymond Parsong said in  deficit wint be at least nine percent —
three time higher than the :.ESMEE.,

: Cape Town the Qc<m9=_m=~m_5=_n start
i . ____---.,. I_ _-__‘

hig] irect tax and VAT and no re-

-ductionin State spending it would e ag

“economic molotov cocktaii”,

T :noxv_wmznn_5m~mmooenm=5m_u=<

tax increases including VAT __
should be avoided or, if at aj; Possible,
be kept to the absolute minimum,




OTHING focuses the mind

so much as the knowledge

that you’ll be hanged in the

morning. With that com-
ment, Finance Minister Derek
Keys has made it clear the Bud-
get will draw criticism from all
quarters. But Keys might escape
a lynching if he manages to
structure tax increases imagina-
tively.

It takes a brave man to announce
tax increases to a hostile public. A
seemingly interminable tale of cor-
ruption and an already high level of
taxes have caused business and la-
bour to unite in strong opposition to
plans to raise more revenue.

The main focus of criticism from
business quarters has been the fear
that higher taxes will knock econom-
ic growth. But growth is not the only
objective Keys has to bear in mind;
the labour movement keeps remind-
ing him of the importance of an equi-
table distribution of the tax burden.
There is often a trade-off between
equity and efficiency, between eco-
nomic justice and long-term growth.
A tax structure which promotes an
efficient allocation of resources is
not necessarily just. And in the SA
context the often conflicting aims of
equity and efficiency need to be
weighed carefully.

@nﬁsnow economic wisdom holds
that indirect taxes are more effi-
cient. However, an indirect tax such
as VAT hits lower income groups
hardest and favours efficiency at the
expense of equity. In SA, with its
skewed income distribution, such an
imbalance is potentially explosive.

There is little doubt that the VAT
rate will increase in the Budget, but
what is not yet clear is the rate and
structure of the tax. An IMF mission
to SA put pressure on Keys to keep
the tax “pure” because it fits in with
the fund’s concept of economic effi-
ciency. The fund’s argument is that
the poverty safety net should be im-
proved to respond to poverty with
direet assistance, rather than
tamper with the VAT system. How-
ever, even government acknowl-
edges that the poverty safety net has
been an utter failure.

v

A taxing question
— how can Keys
avoild a lynching?

807 3/2)13.

GRETA STEYN (320)

If government is to soften the blow
of an increase in a regressive tax
such as VAT it will at least have to
zero-rate basic foodstuffs. There is
still a strong possibility that the rate
will be raised to 13% with zero-rat-
ing of foodstuffs, in spite of signs that
12% without zero-rating was more
likely. Hopefully, Keys will be strong
enough to withstand pressure from
the IMF, whose insistence on ignor-
ing political conflict and treating
economics as a “pure science” has
led to trouble in many parts of the
developing world.

Higher customs and excise duties
are also expected in the Budget;
these will also hit poorer sections of
the community harder. Keys will be
able to sell an increase in the VAT
rate and in “sin” taxes far more easi-
ly if he can demonstrate that the rich
will earry a substantial part of the
burden of increased taxes.

There is intense speculation that
top income earners face a higher
marginal tax rate — an increase
from 43% to 44%. While this would
fly in the face of promises made by
Keys’s predecessor Barend du Ples-
sis, Keys has emphasised that he has
no obligation to deliver on Du Ples-
sis’ promises. Relief from fiscal drag
for low income earnmers is a strong
possibility too. This is also the group
that will complain the most about a

higher VAT rate.

Government is expected to raise
estate duties and close loopholes as a
precursor to introducing a capital
transfer tax. Although little revenue
would be raised, the move is a sym-
bolic step towards an equitable dis-
tribution of the tax burden.

There has also been speculation
that top income earners might be
taxed on a portion of their current
pension contributions. Talk is that it
would be a symbolic move rather
than a revenue-raising exercise. Fol-
lowing the furore caused by the Ja-
cobs committee’s proposal on that
score, government has already indi-
cated no major changes are in the
offing for pensions taxation.

ﬂ.&w in the pensions industry is
that any pensions tax changes have
been put on hold because of the un-
equal tax treatment of public and
private sector pensions. Equal treat-
ment is widely seen as a prerequisite
to any changes and the present battle
between the Public Servants’ Associ-
ation and the state has seen govern-
ment promise to stick to the status
quo for the time being. .

But pensions industry sources say
an overhaul of lump sum taxation,
including equalising public and pri-

. Y. C B NP ¥V

vate sector pensions, could yield up
to R300m in revenue.

The figure would be more than
enough to allow government to abol-
ish the Marketable Securities Tax
(MST), regularly cited as a reason
for the low volumes on the JSE.
Would abolishing a tax on trade in

* equities be politicaily acceptable?

Only if Keys managed to convince
his audience that scrapping MST is
intended to facilitate unbundling of
big conglomerates, reducing the con-
centration of economic power. He
might also halance the move with a
tax on dividends. While that would be
a strange move for a former busi-
nessman, it might be motivated by
the need to show that those who have
the ability to pay are being taxed.

Many orthodox economists would
argue that raising the tax rates of
top income earners would be a dis-
incentive to the people most needed
in the economy. Former British
Ch llor of the Exch Nigel

PRt rN

‘serviette in a Los Angeles restaizes ==

ant. The Laffer curve showed that, 417>~

already high rates of taxzation, a fur~:.;
ther increase in tax rates would lepd- -
to a fall in revenue. L
But the bulging US deficit has alfs
but consigned the Laffer curve to the
rubbish bin, along with leftoversmf «
other 1980s excesses. The failure«gf'.’
the “supply-side” economics Laffeys.
underpinned has forced US Presiei~
dent Bill Clinton to announce ta%':
increases that would hit the richewenu
No doubt the Clinton tax increases. >’
have come at a convenient time for=p-
Keys, who will need every bit .6f.~.
ammunition he can get. But the dewin
bate in Britain seerns to be going the.
other way and there are many wip™*
would see similarities between Brit-, ~»
ain and SA. ’ e
Qne of seven “wise men” who nf’ v
ported to the UK Treasury on the'™™
issue, Cambridge professor Wyntié!':o
Godley, said it would be perverse’m’
the extreme to respond to exceptioh-"""
ally low private spending by fiscal”=?
restriction. Financial Times writér™ ™%
Samuel Brittan commented: “Simpig~* "
horror at the size of prospective UK ™
budget deficits is not a sufficient reg-% *

deficit was potentially explosive and "
had to be curbed soon would be i
reasonable — if the economy wese ‘-
operating at the normal rate of cafia:'+*
city utilisation, and growing at its
trend rate. i

duwm SA economy is operating be-y~s
low capacity and has not grown far -
some years, while inflation is on‘a, -
downward trend. There are definite’ <
similarities with the British sitna< _:

- tion. However, there are also majos -

differences between SA and Britain- |

that make simple comparisons s ..
ible. SA inflation could turm °

Lawson in 1988 explained his deci-
sion to drop the top marginal tax
rate as follows: “Excessive rates of
income tax destroy enterprise, en-
courage avoidance and drive talent
to more rom%_:»gm shores. Far from
raising additional revenue, over
time they actually raise less.”

The argument brings to mind the
famous diagram first.drawn on a

around again quite easily, a scarcify’ .*
of capital means the public sector “{
“crowds out” the private sector and-: =
spending demands are enormous’

Nevertheless, there is strong resis
tance to tax increases at a time whken - "+
there is little sign yet that the edp-=<"




By Sven Liinsche -

The SA Chamber of Com-
merce (Sacob) has come out
strongly against a rise in the
VAT rate in the forthcomin,
Budget. ]

In a briefing to parliamenta-
ry correspondents in Cape
Town yesterday Sacob Direc-
tor-General Raymond Parsons
said: “It would be unwise to in-
crease VAT at this time and we
urge that any increase that may
have to be introduced is kept as
low as possible.”

However, Parson admitted
that some tax increases could
be unavoidable given the pre-
carious state of the fiscal defi-
cit. -
Sacob was particularly con-
cerned at the timing of a VAT
rate hike. -

“Imposing a higher VAT rate
on a contracting economy is
likely to increase the severity of
the recession and could result in
only a minimal increase in col-
lections and reduced collections
from other taxes.

“It could also re-politicise
VAT just when the system had
been accepted by both consum-
ers and businesses,” Parsons
added.

Target

In nominal terms he estimat-
ed that lifting VAT from 10 to
13 percent (assuming that fur-
ther exemptions are limited)
could raise R3,5billion with a
further R1billion coming from
other tax adjustments.

Against a backdrop of declin-
ing disposable incomes, in-
creased taxes would undoubted-
1y reduce collections below the

ax

Investories T e
Exports (%)
Imports (%) R
GROSS DOMESTIC PRODUCT (%)
Inflation (% at Year-end) ',

Prime Overdraft Rate {Year-end)

- SACOB FORECASTS FOR 1993

Private Consumption Expenditure (%)
Govt Consumption Expenditure (%)
Gross Domestic Fixed Investment (%)

s g e

GROSS DOMESTIC EXPENDITURE (%)

targeted R45 billion,

Sacob admitted, however,
that in the absence of tax in.
creases a meaningful reduction
in the government’s deficit be-
fore borrowings was virtually
impossible, e

Without tax increases, Par-
sons estimated that — assuming

GDP growth of one percent and -

average inflation of 9,5 percent
— the state will raise an addi-
tional R8 billion in fiscal 1993/3
from existing taxes, - P
“To achieve a deficit before
borrowing of not more than six
percent of GDP, this implies
that government would have to
contain spending to around
R105 billion — a reduetion of
9,4 percent in real terms.” .
Given that even Finance Min-
ister Derek Keys' commitment
to a real spending cut of three
percent has drawn widespread
scepticism, Parsons admitted
't::;ikt this was an impossible

“Some increases in taxes
might therefore be contemplat-
ed,” he said,

Preferably though Keys
should try and reduce spending
still further and may have to

el L 199 1992 1993
0,2 -3,5 -0,5
--87 - 20 .30
-84 -120 2,5
T +
0,4 2,8 0,3
1,2 2,0 1,8
ibin: 9,8 10 05
.06 21 05
163 T 96 990
Tt20,25 1725 15,25
accept a deficit higher than six
percent.,: ... -
“The deficit s also a structur-
al problem that has developed
" over a number of years,
r spron gy " ’
v vn.Time frame

. “It ig therefore inappropriate

to try to correct this problem in
a single Budget and we recom-
mend that a broad commitment
is made to reduce the deficit to

internationally acceptable level

over three years,” Parsons said,
.- He also warned that the Bud-
get generally had to guard
.against “overkill” given the pre-
~carious nature of the economy.

“The Budget should aim at
rebuilding consumer and busi-
ness confidence, recognise pres-
ent economie realities and pro-
-vide a clear indication of the
direction to be pursued in the
future.”

» Sacob also used the opportu-
nity to revise some of its eco-
nomic forecasts for 1993.

The Chamber now expects
GDP to increase by a mere

. 0,5 percent, gross domestic ex-

penditure to fall by 0,3 percent
and inflation to reach nine per-
cent by year-end (see table).




.
i




‘

327 ﬁnc)wﬂ A

WEDNESDAY, 3 MARCH 1993

Yena . 8

AK 47 rifles seized
*10. Mr A J LEON asked the Minister of Law
and Order:

(a) How many AK 47 rifles have been (i)
seized in the course of police action and (i)
voluntarily surrendered to the South African
Police for reward since 1 January 1992 and
(b) in respect of what date is_this information
furnished? B253E

The MINISTER OF ORDER:

(a) (i) 505
(ii) None.
(b) 1 January 1992 until 31 December 1992.

W Al

Pickarad C i pr ions instii

*11. Mr P G SOAL asked the Minister of Re-
gional and Land Affairs:

(1) Whether any prosecutions have been in-
stituted as a result of the findings of the
Commission of Inquiry into the Depart-
ment of Development Aid and the South
African Development Trust Corpor-
ation, Limited (Pickard Commission); if
not, why not; if so, (a) how many and
(b) with what results;

whether he will make a statement on the

-

@

matter? ’ B254E
The MINISTER OF IONAL AND
LAND AFFAIRS:
(1) Yes
(a) Two;and

(b) prosecutions not yet finalised.

Yes. Five dossiers have in the meantime
been handed to the Attorneys-General,
who decided to prosecute two former
employees of the Department of Devel-
opment Aid, who are implicated in all

@

-

SADF: generals

*12. Lt-Gen R H D ROGERS asked_the Minis-
ter of Law and Order:

(a) How many generals, 3@5@3 in

the South African Police and (b) in respect of
what date is this information furnished?

B25SE
The MINISTER OF LAW AND ORDER:

(@) General ......................... 1
Lieutenant-General . .. Lo 10
Major-General ....... ... 36

(b) 23 February 1993.

Bramley: post office
*13. Mr P G SOAL asked the Minister of Posts
and Telecommunications:

Whether, with reference to the reply to
Question No 6 on 18 March 1992, any pro-
gress has been made in regard to the con-
struction of the post office and postmen’s
depot in Bramley, Johannesburg; if not, why
not; if so, what progress? B256E

The MINISTER OF POSTS AND TELE-
COMMUNICATIONS:

(i} No. Additional adjacent hired accommo-
dation has been obtained and the exist-
ing post office and postmen’s depot has
been expanded. As the enlarged accom-
modation will meet our needs for many
years the erection of a company building
has not been necessary. Against the
background of the existing strategic plan
the total service point infrastructure is at
present being investigated in order to
ensure the orderly economic placing of
post office service points.

(i) The more spacious accommodation
which was occupied on 15 December
1992 allowed us to provide 350 ad-
ditional private post boxes and four
additional counter service points.

Tax of interest i

the dossiers. Depending on the
of these prosecutions, further prosecu-
tions of the other persons also men-
tioned in the dossiers will result, At this
stage these persons cannot all be pros-
ecuted simultaneously as this would
amount to a misjoinder.

HOUSE OF ASSEMBLY
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inister of

older than 65 years

*14. Mr K M ANDREW asked the
Finance:

What amount of tax revenue was forfeited in
the tax years 1990-91 and 1991-92, respective-

WEDNESDAY,
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ly, as a result of the tax exemption of interest
income in respect of individug taxpayers
over the age of 657

The MINISTER OF FINANC] @

Tax loss due to interest exemption granted to
persons above the age of 65;

Tax year Tax loss
Rm

1990-91 62,61

1991-92 50,96

Data in respect of the 1990-91 tax year rep-
resents 85,27% of all registered taxpayers.

Data in respect of the 1991-92 tax year rep-
resents 57,83% of all registered taxpayers.

the Minister of Manpower. The
Board of Directors of this institution
was also requested in writing by the
Workmen’s Compensation Commis-
sioner on 22 January 1993 to investi-
gate the allegations of
regularities.

(ii) The National Ocd
Association,

(2) If necessary.

Claremont police stafion: s ent

*16. Mr R V CARLISLE asked the Minister of
Law and Order:

(1) Whether he will furnish information on
the staff establishment of the Claremont
police station; if mot, why not; if so,
what is the (a) approved and (b) present
staff establishment of this police station;

(2) whether he will make a statement on the

O safety organization: alleged
malpractices
*15. Mr R V CARLISLE aske inister of
Manpower:

(1) Whether he will appoint a committee of
inquiry iato the affairs of a certain occu-
pational safety organization, the name of
which has been furnished to the Mini-
ster’s Department for the purpose of his
reply, with particular regard to alleged
(a) instances of unauthorized overseas
travel and purchases of computer soft-
ware not tendered for and (b) conflicting
interest of senior management members;

policing of this police station area?
B259E
The MINISTER OF LAW AND ORDER:

(1) No, it is not in the interest of the mem-
bers at the relevant police station, and
policing in general, to furnish informa-
tion of this nature. I am, however, pre-
pared to inform the honourable member
personally and confidentially in this
regard.

(a) and (b) Fall away.

(2) No.

*17. Mr M J Ellis—National Health. —[With-

if not, why not; if so, (i) when and (i)

drawn.]

what is the name of this organization;

(2) whether he will make a statement on the
matter? B258E
The MINISTER OF MANPOWER:

(1) @) (2)and (b)

No. This is a private company regis-

tered as an association not for gain

in terms of section 21 of the Com-

panies Act, 1973 over which the

Minister of Manpower has no juris-

diction and therefore the matter has

already been referred to the

Medical aid schemes: false claims

*18. Mr M J ELLIS asked the Mipister of Nat-
ional Health:

(1} Whether information been made
available to her in respect of fraudulent
or false claims submitted to medical aid
schemes; if so, what are the relevant
details;

(2) whether she intends submitting such
fraudulent or false claims to the appro-
priate statutory bodies for review and
possible disciplinary action; if not, why

Ombudsman on 11 January 1993 by

not; if so, when; b -
HOUSE OF ASSEMBLY




By AUDREY D’ANGELO
Business Editor

ALTHOUGH Finance Min-
ister Derek Keys will have
no choice but to raise faxes
in the budget the increases
will not be as “staggering”
as some people fear, Rand
Merchant Bank director
and chief economist Rudolf
Gouws said in Cape Town
yesterday.

He pointed out, at a seminar
organised by the Association of
Corporate Tréasurers of SA,
that this tountry is already
“way out ofline” in the severity
of personal and company tax-
ation, -

Although the nominal mar-
ginal tax rate for individuals, at
43%, is slightly lower than the
international average of 44% it
takes effect at a far lower level
than in other countries.

Gouws said only Germany
and Japan: had higher nominal
company tax rates than SA.
And the loss of allowances had
meant a steep rige in effective
rates of company taxation.
“We are way out of line in

effective rates of company tax
and therefore the incentive for
foreign companies to invest in
SA is very poor.”

Pointing out that SA was now
entering a fifth year of reces-
sion, Gouws said that normally
“raising taxes and cutting
{government) expenditure is
the last thingyoushoulddoina
recession.”;

But the size of the govern-
ment’s deficit before borrow-
ing meant that Keys would have
no alternative.

“ think he’s going to finesse
it~ something in the middle,”
Gouws forecast. “That is the
best thing he can do.

“Y dow’t think we are going to
get quite the staggering tax in-
creases some people are ex-
pecting. Nevertheless a tax in-
crease is something we can’t
avoid.”

Gouws said Keys would also
be unable to take drastic action
to restructyre the economy be-
fore the transition period to a
government of national unity
was over.

At this stige “his hands are
tied.” This was one of the rea-
sons it wasicrucial for the po-

R R S P e

litical proceis to bé s;ftjdel
u)

p.

But both Gouws and Willie
Breytenbach, professor of po-
litical science at the University
of Stellenboseh, said that they
were more hopeful of the
future, because the major play-

And the total number of
white, coloured and Asian vot-
ers in SA would be higher than
their percentage of the popula-
tion suggested, because a
higher percentage of the black
‘population was under 18.

De Klerk had the support oé

ers to ber eon-
census.

However, Breytenbach
warned that expectations were
higher than the economy could
afford and this meant a real

of pop
policies leading to high infia-
tion.

He said fears that the ANC
would nationalise property
were unfounded. And the ANC
accepted federalism except
that they refused to use the
word — they called it “region-
alism”, o

The Western Cape was Presi-
dent FW De Klerk’s power
base and demographic factors
meant the National Party
would continue to control it at
least until the year 2000.
Whites and coloured people
were in the majority in the pro-
vince.

the bouy an
the bureaucrats. The bureau-
crats did not like what he was
doing but they knew he was the
only one who would look affer
their interests.

The fact that the Western
Cape would remain “white-
friendly” was the reason prop-
erty values had held up so well
- partieularly in the Stellen-
bosch area, where houses had
been priced out of the reach of
young academics,

Breytenbach forecast that
the ANC would split into the
‘haves’, including the union
members, and the ‘have nots.”

It was increasingly being per-
ceived as a Xhosa-speaking
black African party, . .

1t had the majority of black
suppert — although Natal
would be dominated by In-
katha. But it was losing support
to the PAC, which was growing.
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R520m Post Offi

BUSINESS Day incorrectly re-
ported yesterday the Post Office
suffered a loss of R30m more than
budgeted for. In fact, the utility
incurred a loss of R520m, com-
pared to an expected RS70m loss.
Business Day regrets the error.

THE: Great Wall
company founded

R9m office block
start its business

at a function this
Japan steel exports up

JAPAN's steel exports in January
rose 3.9% from the same month a
year ago to 1,24-million tons,
marking the ninth consecutive
month of year-on-year gain, the
Japan Iron and Steel Federation
reported in Tokyo yesterday. A
spokesman said sharp increases in
exports to China helped offset
plunging exports to the US in the
wake of anti-dumping duties on
carbon steel imports.

trading links last

burg in April with

REPORTS: Saps, Business Day Reporters. AP-D. display a variety
textile,
“Tax hike will sl
Tax hike will slow €¢
By 413193 .
PRETORIA — The tax hike to pe

imposed in the March 17 Budget will
slow down an almost static economy
further and stagnation will continue
into 1994, economists say.

Stellenbosch Bureau for Economic
Research economist Nils de Jager
said yesterday consumer confidence
was at a low ebb anyway and would
be depressed further as disposable
incomes shrank.

Sales would decline further, spare
industrial capacity, now at about
90%, was likely to increase, as would
unemployment and crime.

The conventional Keynesian medi-
cine for a rundown economy, De
Jager said, was to increase state
spending directed at creating’ jobs
and to reduce tazation. However, in
government's present Catch 22 situa-
tion, this was impossible.

1t could be said taxation was being
raised to pay interest on govern-
ment’s massive debt which had
reached 9% or nearly R30bn.

Interest on the debt was the largest

De Jager said

taxation was the

“We are caught
with company pro
incomes threatene
sumer demand
employment.” he

quence would be

;snr.ldn'xc‘hqlvafybur as technically possi-

China spends R9n‘£100n oft;ice block

Chinese government,

The office will be opened officially

g
China’s trade with SA previously
was conducted discreetly through
Hong Kong until political changes in
SA prompted it 10 introduce direct

Exhibitions are now planned in
both countries, starting in Johannes-

nised by the China Council for the
Promotion of International Trade.
The Great Wall Group will be in-
volved in an exhibition in SA in Sep-
tember, when 100 corporations will

industrial, chemical and

single Budget item, even exceeding
the education vote.

had been aggravated by government
writing off R3.6bn in i
the coming financial year instead of
over three years as

But, De Jager added, perhaps the
most worrying consequence of higher

give to greater unemployment.
‘Absa senior econornist
cobs said tax hikes would contract
the economy further and could result
in government’s tax take from com-
panies and individuals actually de-
creasing in spite of the hikes.

Jacobs said another serious conse-
a further shrinking
of personal savings.

tion.

Group. a trading
by the mainland
has bought a
in Bedfordview to
yenture in SA.

TRACY SCHNEIDER

hardware products. SA businessmen
will be invited to exhibit in Beijing in
March 1994.

“We came here the express
purpose of facilitating trade and eco-
nomic co-operation with SA,” said the
group's business manager Qingguo
Jiang, “Apart from the Bedfordview
offices, we have R2m in other assets
and are looking into other real estate
opportunities and joint investments
with local businessmen. We also are
hoping to invest in factory and manu-
facturing plants.”

And China and SA Trading GM
Chenxiong Liu said: “Ahout 200 Chi-
nese businessmen will come to SA to
meet their counterparts and discuss
business.”

evening..

year.

a trade expo orga-

of goods including

CAPE TOWN —GoY wa
uffered by SA com-

liable for losses S
pany Swissborough Diamond Mines,

President F W de Klerk saig in Par-
liament yesterday.
Replyingtoa question by Bwellyn

Landers (LP Durban Suburbs), he
said government had told Swissbor-
ough director Josias van Zy! there
were no acceptable grounds for the
appointment of an independent inqui-
ry into the alleged confiscation of the
company’s interests when the
Lesotho government revoked its
mining leases as part of ! 0
highlands water scheme.

Van Zy! had been told to Qirect any
claims to the Lesotho authorities. The
Swisshorough issue is pending before
the Lesotho high court.

The question had been why govern-
ment had not intervened after SA
nationals had suffered a Ribn loss.
De Klerk said ithad to establish if the
loss had been suffered, and then if
intervention was required. — Sapa.

the debt problem
drought aid in

first intended.

impetus it would

Adam Ja-

in a vicious circle
fits and taxpayers’
d by declining con-
and growing un-
said.
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Chamber call for wage restraints

MARIANNE MERTEN
THE Northern Transvaal Chamber of Industr had
urged that wage restraints be included in Financé Minis-
ter Derek Keys’ model for ecogo\%lc restructurifg, it said
in a statement yesterday. L 2 .

The Keys model, due to be plmhéj % :’ w%ek, is
thought to address economic restructuring to promote
the productivity of resources.

Wages had risen over the past three years despite
negative growth to such an extent that it had increased
the unit cost of production, a chamber spokesman said.

Wage increases had created a structural ecomomic
problem which could not be addressed by only looking at
wage restraints, but other factors such as export incen-
tives and government control needed to be examined.
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Unless the life assurance industry comes
up with a practical alternative, retire-
ment annuities are to be taxed onthe
Paye basis and not on Site, from the start
of this month.

In 1988, in its continuing search for
ways to reduce its administrative burden,
Revenue placed annuities, receivable
from RA policies, into the Site net. Under
this system, the life company from which
the retiree bought an annuity, made a
final tax deduction according to a sliding
scale (sce table). This relieved the tax-
payer of the obligation to submit a tax
return and automatically routed the
amount owing to Revenue. o

However, the system gave taxpayers
the opportunity to reduce tax, by pur-
chasing several annuities from differentT)
life offices, thereby splitting their income~_

- Revenue became concerned about the&)

loss, actual and potential. v
So it amended the Income Tax Act (in
the 1992 Amendment Act) to place annu-
ity income derived from RAs on to the§
Paye basis. 2\
0Old Mutual’s Abri Meiring, chairman
of the LOA taxation committee, says the
life industry has been told that if it can
devise and manage an administrative
structure to detect splitting of annuity
income, Revenue would be willing to con-
tinue with the Site system.
Proposals along these lines are soon to
be considered by LOA member offices.

Jevel of benefits he can attain for his

s20)

Gavin Came, of consultancy services at
Liberty Life, says the problem of revenue
losses through annuity splitting must be
seen in perspective. Firstly, he believes
annuity splitting never occurred on 2
large scale.

He says an individual shopping around
for an annuity will generally be much
more concerned with achieving the best

personal needs than with minimising his
tax rate. So he will select a single annuity,
instead of splitting his retirement credit
to minimise tax. :

Secondly, and more important, most
RA policies are purchased by people who
have shown good sense in retirement
planning, notably professi Is. By and
large, these taxpayers also enjoy substan-
tial incomes. So, when they take an annu-
ity, they will usually have accumulated
other income-earning assets.

They will, therefore, have to aggregate
their income from all sources, some of
which may have been taxed on a Paye
basis, and file a tax return reflecting total
income, regardless of what they do with
their annuities. (The Site deductions of
tax on the annuities would, of course,
comprise a tax credit.)

Martin Kourie, of Momentum Life,
concedes the difficulty of policing the Site
system to prevent splitting. But he feels
the switch to Paye will prejudice taxpay-
ers who also receive pension or employ-

ment income,

4 Pension .cenieen SN 40 000
Retirement annuity | .. 30 000
Retirement annuity 1l .. 25 000

| Interest . 2000

‘| The example involves no RA splitting.

ﬁ AN ADDED BURDEN

Income sources R Yax us SIFE- Tux poyable X O
only payer  under PAYE RA - income.. This

4978 26425 ing guilty  of 'in-

which would have
been taxed on 2
Site-only basis but -
“for the existence of

3875 class of taxpayer
1078 26425 |- witl incur. 4:large

additional " tax- li--
—— | ability without be-

come-splitting..

3 it allows for the loss of duplicated rebates on the SITE basis.

The. example re-

The calculation is for a married taxpayer over 65. flects an additional
Source: Momentum Life | . ¢5x Tiability of i

R21000, -l
—d

————




* |~ notably repairs, legal

" LOOPHOLES in the Income Tax Act

that could have cost the fiscus -

hundreds of millions of rand would be
closed during the current session of

‘Income tax loopP

_ €
]- 93,
! " dRETA STEYN |

“aiid housing. When this first came to

light, the Income Tax Act was

Parli t, Inland spokes-
man Trevor van Heerden said yester-
..day.

One loophole meant

* could claim double deductions for
certain’ expenditures or allowances

} d to prevent these claims with
effect from 1 January last year.

However, Van Heerden said cer-
tain tax consultants were advising

clients to claim a double deduction of.

expendltures for the years before the

entertainment, and employee contri-

' butions to pension, provident funds

effective. Inland
Revenue had been inundated with de-
mands to reopen assessments to

claim refimds.

Van Heerden said an orted
case which found in favour of double
deduction was used as a precedent to
make a case for reopening assess-
ments. It was therefore decided to
make the amendment retroactive,
thereby ruling out any possibility of
double deduction.

The tax changewould final
assessments (older than t years)
would not be reopened to disallow
double deductions where they had al-
ready taken place.
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COSATU wants an independent L
commission established — including. . M& - E "
“civil society” representatives — to jr-ating on hifd year’s Budget with gov-
draw up a more effective and equita-Anernment, But it welcomed Finance
ble tax system for the “transitional\, Minister-'Derek Keys’s “open
executive council” by September. |\ approach”,” ‘VAT, which had done

It expects the commission recom-~ nothing to ‘stimulate the economy,
mendations to be included in the 1 was merely a revenue instrument for
Budget. Cosatu’s proposals for a tax{/)a goverpment guilty of the most mon-.
commission are supported by the DP,.. strous gorruption and waste.
and the VAT Co-ordinating Commit~ ""jt, was “fompletely nnacceptable
tee. General-secretary Jay Naf for goveriment to increase VAT —
said Cosatu also supported a pro hitting poor pedple hardest — while
of the business delegation to fheqy corruption, golden handshakes and
national economic forum foran inde~3 perks among civil servants contin-
pendent and comprehensive audit okyued. He warned of Budget demon-
all government departments, " ... strations, but daubted there would be

‘Naidoo said Cosatu was not negotl-",“industrial action, ' -

\
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Mg DEREK KEYS, @

MINISTER OF FINANCE AND OF
TRADE AND INDUSTRY

ON INTEREST EARNED IN SOUTH AFRICA BY
NON-RESIDENTS

On 3 June 1992, | announced an amendment to the
Income Tax Act, 1962, to exempt from tax the
interest receipts and accruals of individuals who
are not ordinarily resident in the Republic of South
Africa and companies which are managed and
controlled outside the country. Emigrants also
qualify provided they do not carry on a business in
South Africa. The exemption was granted with
effect from 3 June 1992.

Before this announcement, the taxation of non-resi-
dents’ interest income received widespread cover-
age in the media. It was argued, on the basis of an
impression created by an announcement in 1988
about the withdrawal of non-residents’ tax on
interest, that non-residents were not subject to
South African taxation. A number of non-residents
had stopped declaring their interest after the 1988
announcement and were not taxed on this income.

Since the announcement of 3 June 1992, non-resi-
dents have expressed concern about the fact that
the Commissioner for Inland Revenue maintains
the authority to act on untaxed interest received or
accrued before 3 June 1992,

292617—A

deur
MNR. DEREK KEYS,

MINISTER VAN FINANSIES EN VAN
HANDEL EN NYWERHEID

MET BETREKKING TOT RENTE WAT DEUR BUITE-
LANDERS IN SUID-AFRIKA VERDIEN WORD

Op 3 Junie 1992 het ek 'n wysiging aan die
Inkomstebelastingwet, 1962, aangekondig ten
einde vrystelling van belasting te verleen ten
opsigte van die rente-ontvangstes en- toevallings
van individue wat nie gewoonlik in die Republiek
van Suid-Afrika woonagtig is nie, asook maatskap-
pye wat buite die land bestuur en beheer word.
Emigrante kwalifiseer ook mits hulle nie 'n besig-
heid in Suid-Afrika bedryf nie. Die vrystelling was
met ingang van 3 Junie 1992 verleen.

Voor hierdie aankondiging het die belasting van
buitelanders se rente-inkomste wye dekking in die
media geniet. Op grond van 'n indruk geskep deur
'n aankondiging in 1988 ten opsigte van die
afskaffing van Rentebelasting op Buitelanders, is
daar geargumenteer dat buitelanders nie aan
Suid-Afrikaanse belasting onderhewig is nie. Na
hierdie aankondiging in 1988 het 'n aantal buite-
landers nagelaat om hul rente te verklaar en is
gevolglik nie daarop belas nie.

Sedert die aankondiging van 3 Junie 1992, het buite-
landers hul besorgdheid uitgespreek oor die feit
dat die Kommissaris van Binnelandse Inkomste
steeds die bevoegdheid het om opvolgstappe te
neem ten opsigte van onbelaste rente ontvang of

toegeval voor 3 Junie 1992,

14601 —1
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As a result of problems experienced in obtaining
income tax returns and collecting tax from non-
residents and concern that non-residents may
decide to withdraw their investments from South
Africa, | have decided to recommend to Parlia-
ment this year that section 10 of the Hitome Tax
Act, 1992, be amended as follows: ’bw

Section 10 of the Income Tax Act, 1992 (Act No. 141
of 1992), is hereby amended by the addition to
paragraph (c) of subsection (2) of the following
proviso:

“Provided that any interest received or accrued
before that date shail be exempt from tax,
unless an assessment was raised with a date
of assessment before that date and such inter-
est was assessed to tax under such assess-
ment.”.

The proposed amendment means that no further as-
sessments will be issued on or after 3 June 1992
in respect of interest received by or accrued to
non-residents before 3 June 1992. Where assess-
ments in terms of which non-residents’ interest
earnings have been taxed, have been issued on or
after 3 June 1992, tax refunds will be made by the
Commissioner for Inland Revenue upon written
application by the taxpayer or his authorised
representative.

Issued by: The Finance Ministry, Cape Town.
Contact: MrJ. J. Louw. Tel. (012) 315-5388, Pretoria.

GOEWERMENTSKENNISGEWINGS

ADMINISTRATION:
HOUSE OF ASSEMBLY

DEPARTMENT OF LOCAL GOVERNMENT,
HOUSING AND WORKS

5 March 1993
RENT CONTROL ACT, 1976

EXEMPTION OF CERTAIN DWELLINGS, GARAGES,
PARKING SPACES AND SERVANTS' ROOMS
FROM RENT CONTROL

l, Jacobus Theron Albertyn, Ministerial Representa-
tive for South-Western Cape, Administration: House of
Assembly, in accordance with the powers granted to
me by Govemnment Notice No. 1469 of 8 December
1989, hereby declare under section 51 (g) of the Rent
Control Act, 1976 (Act No. 80 of 1976), that—

(a) the dwellings mentioned in the Schedule hereto,
are, as from the date on which the occupation of
an existing lessee of such a dwelling is lawfully
terminated or the date on which the monthly
income of such lessee, as defined in Proclama-

No. 324

As gevolg van probleme ondervind met die verkry-
ging van inkomstebelastingopgawes en die invor-
dering van belasting vanaf buitelanders asook
kommer dat buitelanders moontlik hul beleggings
uit Suid-Afrika mag onttrek, het ek besluit om van-
jaar by die Parlement aan te beveel dat artikel 10
van die Inkomstebelastingwet, 1992, soos volg
gewysig word:

Artikel 10 van die Inkomstebelastingwet, 1992 (Wet
No. 141 van 1992), word hierby gewysig deur die
volgende voorbehoudsbepaling by paragraaf (c)
van subartikel (2) te voeg:

“Met dien verstande dat enige rente ontvang of
toegeval voor daardie datum van belasting
vrygestel is, tensy ‘n aanslag met ’n datum van
aanslag voor daardie datum gedoen is en
bedoelde rente onder daardie aanslag vir
belasting aangeslaanis.”.

Die voorgestelde wysiging beteken dat geen verdere
aanslae op of na 3 Junie 1992 uitgereik sal word
nie ten opsigte van rente wat voor 3 Junie 1992
deur buitelanders ontvang is of aan hulle toegeval
het. Waar aanslae ingevolge waarvan buitelan-
ders se renteverdienste belas is, op of na 3 Junie
1992 uitgereik is, sal terugbetalings van belasting
deur die Kommissaris van Binnelandse Inkomste
op skriftelike aansoek deur die belastingpligtige of
sy gemagtigde verteenwoordiger, gedoen word.

Uitgereik  deur: Die  Ministerie van
Kaapstad.

Finansies,

Kontakpersoon: Mor.  J. J. Louw. Tel. (012)

315-5388, Pretoria.
GOVERNMENT NOTICES
ADMINISTRASIE:
VOLKSRAAD
DEPARTEMENT VAN PLAASLIKE BESTUUR,
BEHUISING EN WERKE
No. 324 5 Maart 1993

WET OP HUURBEHEER, 1976

VRYSTELLING VAN SEKERE WONINGS, MOTOR-
HUISE, MOTORSTAANPLEKKE EN BEDIENDE-
KAMERS VAN HUURBEHEER

Ek, Jacobus Theron Albertyn, Ministeriéle Verteen-
woordiger vir Suidwes-Kaapland, Administrasie: Volks-
raad, handelende kragtens die bevoegdheid my ver-
leen by Goewermentskennisgewing No. 1469 van 8
Desember 1989, verklaar hierby kragtens artikel 51 (g)
van die Wet op Huurbeheer, 1976 (Wet No. 80 van
1976), dat—

(a) die wonings genoem in die Bylae hiertoe, met
ingang van die datum waarop ’'n bestaande
huurder van so 'n woning se okkupasie wettiglik
beéindig word of die datum waarop sodanige
huurder se maandelikse inkomste soos omskryf
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DEPARTMENT OF STATE DEPARTEMENT VAN
EXP ITU STAATSBESTEDING
No. 349 220 5 March 1993 | No. 349 5 Maart 1993
Statement of Revenue collécted during the period Staat van Inkomste ingevorder gedurende die tyd-
1 April 1992 to 31 January 1993. perk 1 April 1992 tot 31 Januarie 1993.
Treasury, Pretoria. Tesourie, Pretoria.
" Month of January Tolal 1 Aprilto 31 January
Head of Revenue Inkomstehoof BEgé':g‘al:‘eg Maand Januarie Totaal 1 April tot 31 Januaris
1992-93 1993 1992 1993 1992
R R R R R
State Revenue Account Staatsinkomsterekaning -
Inland revenue: Binnelandse inkomste:
Tax on income Belasti inkomst 50 484 300 000 | 4480314899 | 4291099 731 | 36 539 453 081 | 35 157 524 631
“hoan Levy 1989-94. L ing 1989-94 - (6 562) - 173 464 2032358
Sales ta; i 21 019 700 000 7074745 48 846 000 69 847 704 | 10 552 912 482
Valueaddedlav Belasting op d - 1625309072 { 1983964793 | 14269636956 | 5167848128
Othertaxes: Ander betastings:

Non-resident shareholders’ tax.... Belastmg op buitelandse aandeel

320 000 000 40697 663 38265369 242892842 295 336 225

Non-residents’ tax on interest...... Han(ebelasllng op buitelande: - 19062 - 13233 37 826
L il i - — 501 89742 365617
Donati 8 000 000 7199 561 978101 16 062 582 4764 872
Estate d 75 000 000 6707 106 7850718 72072931 69857 426

rade securities 221 000 000 12 007 598 10 633 52‘ 140 143 662 169 474 083
Stamp duties and fees ..... . Seélregte en geldo... . 830 000 000 69754132 640744 434 597 485722

Tansfer Hereregte 1110000 000 149953 197 92 950 956 1068 852784 749 588 827

T g 295000 000 625432 | (300Bess)| 156773703 | 219209634
nle e Rel dit 59 450 000 2172179 2819884 40 731 087 53 236 897
19000000 | 1400919 788415 | 20439030 | 13751791

Reoovenes of loans and advances..

g lenings en
voorskotte ....

1910 569 1878527 63 877 391 31 671 446
activities. 826309897 198508922 { 1220991704 986 224 920
cwm Revenue - - p p
R |75648000000 | 6487770569 | 6726192235 | 54 571 796 339 |54 071 322885
Less: Paymems to  self-governing Min.- Be«alings aan  selfregerende
taritori . 110854 000 148435917 1 1127435000 | 1068494917
Payrnems to TBVC Countries .. Belallngs aan TBVC Lande .. 55 992027 - 584 409 868 -
Total: Inland revenue Totaal: Bi R |73526000000 | 6320924542 | 6577 755318 | 52859 951 471 |53 002827 968
Customs and excise duties: Doeane-en aksynsregte:
Customs duty Doeanereg. 3124 000 000 189686 120 191174760 | 2509128127 | 2311357626
Excise duty. Ak 4754 000 000 478889 140 233475985 | 3591902359 | 2592908 80t
i 1670 000 000 100 486 542 101813710 | 1272627981 | 1216394734
Diverse 17000 000 25459070 161623018 528 532 766
Fuel tevy 6634 000 000 539143131 480600994 { 5670312945 | 4254896498
Ordlnary levy. G heffi 84 000 000 4395813 5056 976 58 336 545 50 956 922
R |16263000000 | 1338059818 | 1173545443 | 13208 878 901 |10 955 047 347
Less: Min:
Payments in terms of Customs Union Betalings ingevolge Doeane-unie-
R | 5040000000 | 1321087250 B73728750 | 5068559500 | 4499 022 000
Total: Customs and excise diti Totaal: D4 R 11223000000 16972566 289816693 [ 8140319401 | 6456 025347

R 84749000000 | 6337897108 | 6877572011 | 61000270 872 |59 458 853 315

South African Development Trust Funy Suid-Afrikaanse i - — 15023 182 - 57 435 883
R - - 15023 182 - 57 485 883
A - 8337897 108 | 6892 595 193 | 61000 270872 |59 516 349 198
Revenue Accaunt: Houss of. ly
Intand revenue i - 12224 644 1834619 201 414 600 154 200 180
Revenue Account: House of Inkomsterekening: Raad van
Representatives Verteenwoordigers
- 3997310 1798845 49915308 27 401 995
Revenue Account: House of Inkomsterekening: Raad van
Delegates Alfgevaardigdes
Intand revenue i ink - (4 619 467) 62 13207 794 6206 725
R - 11 602 487 3433526 264 537 702 187 808 800
R - 6349499555 | 6896028 719 | 61264 BB 574 |59 704 158 098
Reconciliation with statement published by | Rekonsiliasie met opgaaf gepubliseer by
jotice 198 in isgewi in
Gazette of 12 February 1993: Slaatskoerantvan 12 Februarie 199!
In Transit 31 March 1992.. InTransito, 31 Maart 1992.... - - - 480 288 319 -
In Transi/Overremitted, 31 December in_Tr ansno/'re veel norgsdra 3
1992 Desember 19 - 74 898 817 - - -
Callections as above - 6 349 499 595 - 61264 808 574 —
R - 6424 398 412 - 61745 096 893 -
In TransitOverremitted, 31 January 1993 ...
- 33008103 - 33008 103 -
In Transit Revenue Account: Administra-
fions stra - {21 639 833) - {262 935 215), -

Received into Account Ir i i g R - 6435 766 682 - 61525 169 781 -
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Bursaries: children
employees est

AX exemptions for bursaries and scl.lol'arslﬁpsap- .

plying to children of employees are still 3
and should be reconsidered in the light of the educa-
tion crisis, says Dave Dickens of International Com-
pensation. “Although the Department of Inland Revenue has
relented on certain aspects of the taxation of -scholarships
and bursaries, chﬂdreni ! are still hit hardest,”

he says, :
According to the dr. practice nbtes circulated by the

* department, only employees earning less than R36000 a

year are entitled to a tax-free bursary to the value of
R1200 per dependent. “Our special survey on company-
p d educationa) assist; led that this area of
corporate social responsibility was directed specificaily at
low-income ‘employees for tertiary education purposes,”
says Dickens. “The present ceiling of R1200 for bursaries is
absurd, because tertiary education fees alone can amount to
more than R6 000 per annum.”

Dickens states that the most-important criterion for the
awarding of company bursaries was financial need, and in
many cases, multinationals in South Africa were compelled
to offer this form of educational support in terms of the
now defunct Sullivan Code. “Where the bursaries are most
needed, the most restrictions apply,” he points out. “We are
currently motivating very strongly to the Department of
Inland Revenue to reconsider this aspect of the Act.”
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Business Times, March 7, 1993 .3

CIB's R50.millio,

Mo Buss) 7

b | )
ank guaranteed)

RESERVE Bank Governor Chris Stals Says guarantees to
Cape Investment Bank depositors could amount to about
R50-million — more than half of which could be recovered
when CIB's fina) liquidation comes through,
The Reserve Bank a reed to compensate CIB de; itors
to the tune of Rs-millgion each when CIB was plggseld in
Tovisional liquidation, “This is part of our function as
ender of last resort, Every bank runs into liquidity prob-
lems at some point.”

teserves faf]
by R490m

GOLD and forex reserves fell f
R490-milljon or 5,6% in Feb-

programme to help .
Tuary after dropping R3gp. Qgrease productivity in the

million in January. epressed building and eon.
is dashes hopes of ap. °struction industries,
other cut in the hank rate as The council says that for
it gives the Reserve Bank \every 1% increase in pro-
little room to relay its mone- ) ductlvity in the R8,2-billion
policy, says Nedcor }industry, savings of
chief economist Edwarg 0s-XOR300 000" can be achieved
born, ch day..
The Reserve Bank sold § A new. range of electro-
10% of its gold holdings in nic information tools has
January, which Mr Osborn Fheen develo for the
saiv)s is probably to finance ~smallest to Jargest com-
debt re]lyayments, part of [ panjes, Quantity surveyors,
Which fell due in February, architects, engineers, ‘con-
The balance js to be paid in tractors, manufacturers
August and December this and suppliers of equipment
ear, will now have ¢o-ordmated

E—

'.,V‘l

4 -
\7/
ue etsys wins
gE v dcolreclt:ﬁd for ttllxe " d
Xchequer during the firt 19 l
mont:g of the 1592/3 finan- alor ea
cial year reflects anincrease fp 'RETORIA-based commu-
of 32% compared with the nications specialists Netsys
corresponding 10 months of International hag won a
the previous financial year, contract against five large
e CSS reports that” this international companies,
amounts to only 74,39 of the including conglomerates
13,2‘77 Increase budgeted for. from France and the US, to
2T, supply a R3-million SA-de-
o enana signed and built computer

- éx/J! tools for inereasing roduc-
0 or &7 tivity and cost ¢ ective-
v,
< T l«lﬁg‘ ‘(:‘ ’\? ness,
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THE budget Finance
Minister Derek Keys pre-
sents next Wednesday
will hit the pocket of
every single South Afri-
can. .

Taxes will go up while
steps will probably be an-
nounced that will lead to
even higher unemploy-
ment.

The reality the budget
will bring home is that the
SA economy is in a criti-
cal state.

It is simpl¥ not produc-
ing sufficient revenue to
finance state expenditure.

»There are’ many rea-
sons for this state of af-
fairs, not the least being a
bloated and greedy state
bureaucracy.

The other is the years

L]
M MONEY TALK

of recession caused main-
ly by our volatile and un-
stable political situation.

Business confidence is
at a very low level and too
much money is leaving
the country.

Up till now the short-
fall in revenue has been
made good by massive
borrowings by the state.
But this cannot continue
indefinitely and that is
the key reason why Keys
will have to increase
taxes.

The main source of new
income is likely te be a

boost in the VAT rate to
at least 12 percent.

Our personal and com-
pany tax rates are already
among the highest in the
world. Any further in-
creases may well be com-
pletely counterproductive
as the average taxpayer
can only be milked uptoa
point before he stops in-
creasing his income gen-
eration or even tries to
hide as much of his in-
come as possible. This
leaves Keys with very lit-
tle room to manoeuvre.

Yet it is essential that
we tackle certain struc-
tural problems in the bud-
get. The most important
is without doubt the enor-
mous budget deficit, cur-
rently equal to about nine

percent of our— Gross
National Product (GNP).

An alternative to tax
increases to finance the
deficit is, of course, that
state expenditure be cut
by a similar percentage.

This is always easier
said than done and will
depend on the negotiated
political dispensation SA
is heading towards. Yet
no matter  who controls
the state and its civil ser-
vice, if we wish to resume
economic growth it is es-
sential that the state’s
share of the economic
cake be reduced,

What we will probably
see is a combination of
the above: higher taxes on
the one hand and a cut in
the growth of government

expenditure on the other.

Hopefully Keys will be
able. to bring down the
deficit to more manage-.;
able proportions, This is
going to be a complicated’
balancing act and he will
probably end up being un--
popular with all parties!

Long term the solution.
lies in economic growth.
People who have work
and companies which
show good profits can pay
taxes to fill the state cof-
fers.

But, as our politicians
and othér leaders are dis-
covering, '.economic
growth canndt be attained
in a climaté of uncertain-
ty. "
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POLITICA

_ing non-payment of taxes, business and
management consultant Mashudu Ramano
sayst e

Ré}nand,--ﬁead of Ramane and Associ-
| *atés;said at the weekend that although the
dutery against SITE overpayments and

it was important not to undermine the
ability of government to raise taxes.

Unionists and politicians should educate
people to adopt a responsible attitude to-
_wards tax. It was a vital vehicle, even for
' future governments, to run SA on an eco-
: nomically sound footing, A cuiture of non-
x payment in respect of taxes would be dan-
| gerous for a future SA, he said.

Y
. There was an uproar last year on politi-
cal and labour fronts over tax overpay-
ment, with employers being cited as the
| thain. -culprits for excessive deductions
ffofnsworkers’ pay packets-and the Receiv-
er 6f*‘Revenue being accused of “fieecing
lowpiaid workers” of millions.

" Ramano also took a swipe at tax accoun-
tants who advocated tax avoidance
schemes. “The practice of forever trying to
find ways not to pay creates a conflictual
relationship between tax accountants and
government, This can'be unhealthy for not

Creation-of anti=tax ..
EeTOWD

exercise extreme caution when threaten-' ~
only the present government, but also the

|1¢alls for PAYE boycotts might be justified, -

"THEG RAWANA"

future one.

“The authorities must have revenue to
provide for and run the country, and this
will be extremely difficult if the people
have taken up a culture of non-payment,”.
said Ramano. .

Ramano said his company had devel-.
oped, in conjunction with tax expert Mat-
sheru Matsheru, a tax education pro- ...
gramme covering PAYE, SITE and other
tax matters. . .

The course is to be launched next month
and was conceived in 1991. ’ L

“We have consulted widely with labour,”
political and business leaders and it should
help people to adopt a healthier attitude - -}
towards tax and enable present and future .. |
government o run an economically sound -
SA,” Ramano said.. . i

He called on government to set aside
funds for tax education programmes since.
most people in SA knew little or nothing- ;
about tax. !

“Employers, too, should see to it that not . .; ‘&
only their salary department staff are edu-- -
cated in tax, but their entire staff, It is as_ -
much the responsibility of government as
it is of the private sector to have a healthy :,
economy,” he added.- - :

Cdvnl




BUSINESS DAY, Monday, March 8 1993

{ Protest against high tax on matried women

X%
‘COSATU is to stage a Iunch-time picket ERICA JANKOWITZ l
' today outside the Receiver of Revenu L

Foffices in Johannesburg to protest against  mittees, It also covers domestic and sexual
* high tax rates for married women. . violence, sexual harassment at work, edu-
%4+ This is one of the Cosatu events to mark\ cation and training aﬂdmﬂmem

§f+; International Women’s Day today. Q~of child care centres.
bl Cosatu  gender co-ordinator Dorothy Mokgalo said the 1a§ ild care
: Okgalo said a charter of women’s rights\facilities at union meetings and congresses
4(ﬁgould also be launched. % prevented women workers from partici-
£ ‘? ¥ The charter contains demands onmater-  pating fully in these events. Cosaty js tack-
5 “,hity rights including 12 months’ fully paid §Nj g this problem as well as rescheduling
3 'gﬁnaternity leave, job security, an end meetings-to accommodate women,
M. ivictimisation for preguancy, removal of @ A march on John Vorster Square will be
i fﬂ?’%ex, race and age discrimination and wom-~held this afternoon to deliver,a-memorap-
% ¢4 ‘en's representation on employment com-Qdum on women and ﬁo@
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BUSINESS DAY, Monday, March 8 1993 ﬂ

Protest against high tax on married women

COSATU is to stage a lunch-time picket _
today outside the Receiver of R

ERICA JANKOWITZ |

mittees. It also covers domestic and sexual
.violence, sexual harassment at work, edu-

high tax rates for married women.

This is one of the Cosatu events to mark™\cation and training and the estahlishment
International Women’s Day today. Q~of child care centres. 20
Cosatu gender co-ordinator Uono"zﬂ Mokgalo said the lac] ild care

! ‘s yMokgalo said a charter of women's rights~\ facilities at union meetings and congresses
% "{ would also be launched.

&Emﬁmimn women workers from partici-
.- The charter contains demands on mater- _ pating fully in these events. Cosatu is tack-
»nity rights including 12 months’ fully paid ing this problem as well as rescheduling
‘maternity leave, job security, an end t meetings to accommodate women.
yvictimisation for pregnancy, removal of QY A march on John Vorster Square will be
wmmf race and age discrimination and wom-_"~held this afternoon to deliver,a memo:
en’s representation on employment noE.6 dum on women and ESQnmﬂ@ N

‘Critical:days’ ahead for
labour in era of change

Glomy g m

THIS will be a “make or break”
year for labour, says SA Labour
Bulletin editor Karl von Holdt.  monetary and fiscal policy is difficult

Following a dismal 1992, unions to sell to constituents.
will have te reassess their willing- : Asaresult, the easier options of job
ness to strike for “insignificant extra w.nommo_r VAT, food prices and social
gains”, says Von Holdt. 7 *wige issues were likely to remain in

Wage restraint might be offered in  focus.

ERICA JANKOWITZ

W B HOLDINGS LIMITED

(Incorporated in the Republic of South Africa) (Registration number 88/00570/06)
Directors: Robert Silverman (Chairman), A Silverman (Managing Director), B Peck, Theo B Rood, B Sacks,
L Wiick, B G Ricketts.

PRELIMINARY PROFIT ANNOUNCEMENT 1992 !
AND DECLARATION OF DIVIDEND

GROUP FINANCIAL STATEMENTS

for training facilities, in- On the workplace reform front,

r a gency shop arrange-
ments to solve the “free rider” prob-
lem will also be considered.

As negotiations between major
political groupings are back on track,
Cosatu is likely to play a lesser role
on this front.

It will, however, be involved in
mobilising for elections and the es-

creased “social wages” and negotiat-  von Holdt suggests both

ed industry restructuring. Job secur- and labour are moving closer to es-

ity and retraining of retrenched tablishing a “global approach to

workers would appear to be overtak-  shopfloor change”.

ing wage bargaining as the core of This will consist of training and

union activity. skills development linked to produc-
Writing in the latest issue of the bi- ‘tivity, increased worker autonomy

bl t of a reconstruction pact
with the ANC aimed at ensuring
labour rights in a future constitution
and resting on “four pillars”: job
creation; development of social ser-
vices and the social wage; human
resource development, and expan-

monthly journal, Von Holdt says five _and participation in decision-making
key influences will drive industria} * -Joechanisms. Productivity gains will

relations in the year ahead: wages;. hajgto be shared with workers in the
macro-economic policy and industry * forfn of, ;production bonuses, profit
restructuring; workplace reform; sharing or even share options.
organisational reform; and less He says organisational renewal
political activity. will probably take most of Cosatu’s
It is on the issue of macro-econom-  time and energy as a drop of more
ic policy that Cosatu stands to gain  than 75 000 mermbers since 1991 has
substantially if it can avoid the pitfall had a major effect. ’
of being co-opted by government and Recruitment in new areas and see-
business into accepting their tors, redefinition of bargaining units
proposals, he says. to incorporate higher grade workers
It is also in this arena that union and strengthening of shopfloor struc-
leadership and membership are ap- .tures are the likely basis of this drive.
parently growing further apart, as ¢ Mergers of unions within the same

o

sion of citi: p rights.

On industrial action, von Holdt sug-
gests there will be fewer days lost to
strike activity in 1993 as unions have
realised this is an expensive and of-
ten fruitless form of forcing employ-
ers’ hands. He says a stayaway is
unlikely to be called, for the first
time since 1984.

Other significant collective bar-
gaining issues are the restructured
NMC; a further push for centralised
bargaining; a major recruitment
drive in the public sector; gender
issues; and extension of legislation to
cover farm workers.

INCOME STATEMENT Yoar endod Year ended
31 December 31 December

1992 1991

(Unaudited) {Audited)

R000 R'000

Tumover 12830 15 364
Operating income 4402 5953
Interest paid 97 21
Net Income before Taxation .. 4305 6832
Taxation 484 487
Net Income 3821 5445
Divi 1598 2350
Retained income for the year .. 2223 3095
Retained income brought forward 10240 7145
g 12463 10240
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Tax breaks for

small business?
" Own Correspondent @

JOHANNESBURG. — Bad news in the budget was
expected to be tempered by tax- breaks for smail
business and public investment spending aimed at
Job creation, sources said Iast week, :

The inoves are understood to be part of Finance
Minister Derek Keys's long-term restruetnring plan,
due for release this week. It is expected that small
businesses with a turnover of below Rlm will pay a
few percentage points less income tax than other
businesses, while there may also be personal income

tax relief for I_ndividu?ls employed by these enter--

prises. i @0 e

Public sector investment projects are expected to
be undertaken in a labour-intensive way to maximise
Job creation. Sources said it was not yet clear wheth-
er. specific amounts would be set aside for job cre-
ation, or whether the issue would be tackled by
maximising the labour content on public ing‘ex;ment
projects, - - Svimg s REE .

The National Economic Forum'’s shon-term?work—
ing group is studying job creation proposals, with
small business and public works key features of the
snggesti?ps received. , - wiralan 0 P
* While gnly minor ‘aspects of the Keys plah are
expected to be translated into action this fiscal year,

Keys will show how the budget fits in with thgylong- i

term strategy. . .

e s
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CAPE TOWN — A”plan 743 edéée the
nominal rate of company tax from 48% to
40% by 1997 formed a vital part of Finance
Minister Derek Keys's economic model
due for release today. :

This was said yesterday by tax advisory
committee member and Wits University
Centre for Applied Legal Studies director
Prof Dennis Davis at a Cape Town Cham-
ber of Industries/Deloitte & Touche semi-
nar on taxes in a new SA.

He added that the model included a plan
to narrow the wide gap between the nomi-
nal and effective rates by cutting down on
tax allowances and incentives.

Davis said he had read through the

Apany tax ‘cru

Keys’s plan

‘The model also recommended a shift in

model’s proposals for a fundamental re-
structure of SA’s tax system. This would
involve government becoming more ag-
gressive in its treatment of corporate tax

. allowances and tax planning schemes in

order to fuse the nominal and effective tax
rates. He estimated that in 1992 the fiscus
“gave away” over Rlbn in allowances,
Davis said there was greater likelihood
of SA attracting foreign investment if its
nominal tax rate was 40% rather than 48%.
There was a marked disparity between the
nominal rate and the effective rate which
often fluctuated between 20% and 30%.

phasis towards indirect taxes so that by
1997 they represented 55% of total tax
revenue. This would be achieved by in-
creasing VAT and excise duties. :

Keys's model proposed that the tax bur-
den on individual taxpayers be reduced,
with the maximum rate falling from 43%
to 40%. Fiscal drag would be dealt with by
reducing tax brackets.

The model assumed that GDP growth
would reach 4,5% by 1997 and that the
percentage of tax revenue of GDP would
fall from its high of 30% to24,4% by 1997

O To Page 2

———— T

Company tax 577, (@ C™) Grvom page 1
bri

, while government dissaving would be
eliminated. Davis said the tax to GDP ratio

kets bearing too great a tax burden,
Davis said that in the 1989/90 fiscal year,

&

! in SA was far higher than should be the
; case for a developing country.

He felt a key omission from the model
was proposed ways of decreasing the wast-
age in government expenditure and jn-
creasing its efficiency.

Davis said the model’s proposals were
not very different from ANC thinking on
taxes. He said the ANC accepted it could
not increase the percentage of tax revenue
to GDP but would focus on restructuring
the tax system using a multiple-rated VAT
system as a key tool.

There was concern within the ANC over

| income earners in the middle to lower

79% of all direct income tax was levied on
persons’ earning between R20000 and
R80000 a year. About 45% of personal
income tax was collected in that year from
those earning R20 000-R40 000,

‘There was also consensus on simplifying
the tax system, getting rid of allowances,
and on the need to reduce the gap between
the nominal and effective tax rates.

Keys has said previously that the model
provided for an increase in government
and parastatal investment from 49 of
GDP to 7%, while private sector fixed
investment would rise from 12% to 15%.

@ See Page 3

r
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New tax on dividends

1S unhkel

CAPE TOWN — The rein-
troduction of a tax on divi-
dends was highly unlikely
in the forthcommg Budget
as’ it would require an in-
depth examination of alter-
native systems beforehand,
Tax Advisory Committee
mernber and Wits Univers-
| ity-‘Centre for Applied Le-
gal Studies director Prof
Denis Davis said yesterday.
Speaking at a Cape Town
Chamber of Industries/
Deloitte & Touche seminar
on taxes in the new SA, Da-
vis said there was consen-
sus by the Tax Advisory
Committee that it would
not be possible to simply
reintroduce the old “chaot-
ic” dividend tax.
Any-dividend tax would
have to examine the use
made:of pension funds for
tax, planning ‘purposes.
Altethative systems of
dividéiid taxation such as
" advarice corporation tax in
the UK and the franked sys-

tem of dividends in Austra- -

lia would have to be investi-

gated befor¢’ the tax was

introduced again in SA.
However, Davxs said

there could, be'no'doubt-a .-

dividend tax"could .be ex-

LIN DA ENSOR

pected m future as 1t was
to

@2 o
= expert

ly to gain a tax b -
The tax leakage:-and tre- -
mendous abuse regarding

allow redlstnbutwn to
wealthy shareholders at the
expense of lower and mid-
dle income groups.

He believed a govern-
ment of national unity
would not drastically
change the tax system as
its policy would probably
be a compromise. In any
event the ANC’s tax policy
did not differ dramatically
from what existed,

The ANC and govern-
‘ment shared the view that
there was little room to im-
pose further taxes on lower
and middle income earners,

Within these constraints
a new, government would-

funds would "have
to be eliminated.
Furthermore, the open-
ended nature of contnbu-
tion deductibility- arid-’tax
concessions ‘regardmg
benefits were unhecessary
concessions to the well off.
Major increases in cap-
ital transfer tax could be
expected and it was:likely
that the tax exemption-on
interest earned by non-
South Africans — estimat-
ed to be about R200m annu-
ally — would be abolished.

Davis could not see any
‘senise in a land tax being
introduced. Assuming- a
;rate of between 1% and 2%,

have 8 focus oii enhancing* Jonly about R250m would be

the efficiency of the system

iraised,

and closing loophol

Davis. expected .the tax
avoidance section:of the In-
come Tax Act:(Section 103)

40 . be fundamentally.|

changed as it was too vague
at present.

Changes would probably
put the onus on the taxpay-

erto:prove he did not strue- |

ture'his tax planning mere-
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‘Stop Taxing the voteless’
Vs About 100! women stagéd & picket outside thig I
+‘Receiver; of Revenue offices in -Johannesburg,
yestérday to mark International Women's Day
and delivered a meriioraridum addressed to ¥i
« nance Minister Derek Keys.which ca ed for_gn, |
. end to the taxation of voteless,people, 39_0) g
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Bad news for ta:gf)ayéf% =

likely in

BRUCE CAMERON -,
Business Statt - - & #

A TOUGH Budget is certain
next week as the government
takes its first tentative steps to
implement an economic glue-

rint to pull the economy out
of its longest recession since
the great depression of the ear-

* 1y 1930s. :
‘Finance
Keys yesterday unveiled the
model which aims to resolve
the country’s economic Woes
within five years. v
But in his first Bu&get his
options are limited by-condi:
tions he has inherited # and
taxpayers can expect bad
news. -, e
i Promises of major tax re-
" ductions in the model cannot
" be met in this Budget but a
swing away from direct to in-
direct taxation will be initiated
witli7an increase of two to
three percent in VAT and a
higher petrol levy. '

- But, in,a move to protect the
poor, Keys is expected to
abolish VAT on a range of ba-
sic food next Wednesday.

Key elements of the model
are:

Budget

Minister Mr Derek

. @ To switch the negative
current growth rate to a posi-
tive 4,5 percent by 1997,

@ To tailor government
spending to meet its revenue;

@ To cut tax rates, articu-
larly company rates, from 48
to 40 percent over the next five
years; .
® To reduce inflation to five
percent by 1997; '

@ A substantial increase in
capital investment by the pri-
vate and publi¢-sectors, adding
a further R51billion at 1985
.constants; :

next w

ki

- @ The creation of an extra
1,3 million jobs;

@ The removal of barriers
and protective tariffs to help
push exports with export-driv-
en growth seen as the starting
point for revival of the econo-
my; a

‘® The reduction of govern-
ment interference and artici-

ation in commerce an indus-

Ty, ;

® Getting rid of expensive
apartheid structures, particu-
larly in areas such as educa-

—

tion; and g See page 15.
. 1
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NEWS Dispute rages over Codesa name ® Cosatu determined to help poor

Ex-radio
man dies

® Masumbuka’s funeral on
Saturday at noon:

FORMER South African Broadcasting
Corporation radio announcer and sports
commentator Mr Elijah Thetha
Masumbuka (52) died at his home in
Kwa-Mhlanga, KwaNdcbele this week.

Masumbuka, of 1037 A Kwa-
Mhlanga, died of heart failure at his
home on Sunday night. Atthe time of his
death he was employed by the
KwaNdehele government as senior
chicf administrator. ’

He is survived by his wife Manana

‘and two children. He will be buried at

the Kwa-Mhlanga Cemetery on Satur-
day at noon. The funeral service will be
held at the local community hall from 9
am.

Cosatu warns of ‘a
very bleak future’ = e

By lke Motsapi and
Mzimasi Nzudle

THE Congress of South African Trade
Unions yesterday warned of “a very
bleak future” if the Government in-
creased taxes in the coming Budget.
And, lunch-hour factory demonstra-
tions have been planned countrywide on
March 16, a day before the Budget is
d before Parli
In a memorandum presented yester-
day to Finance Minister Mr Derek Keys
by a delegation headed by the federa-
tion's assistant general secretary, Mr
Sam Shilowa, Cosatn said it had made
its position clear on several occasions.

P

M Union is planning to stymie any move to increase taxes:

The last time the federation had ex-
plained its position was on March 1
during a summit convened by the Value
Added Tax Co-Ordinating Committee.

“We emphasise our vehement oppo-
sition to any increase in VAT or to any
increasesin othertaxes which willadd to
the burden of the poor,” the memoran-
dum said.

Keys said he would consult his prin-
cipals and promised to report back.

Cosatu said the essence of its views
revolves around the following:

® Zerorating of basic foods, electric-

ity and water, medicines and medical
services;

@ Assistance for small business in
respect of the effects of VAT;

® The urgent establishment of an

emergency feeding scherie. The scheme
and its implementation to be negotiated
as a matter of urgency;

@ A fund to support the public works
programme of the Drought Forum and
the National Economic Forum.

“Unless a joint approach can be em-
ployed to tackle these problems, the way
forward remains bleak for all.”

d.l\l.sl\.ll; \l.slh >l\':d _

L)



Litt

By Sven Liinsche

receive widgSpread approval is
nent to reducing the
total tax burden over five years.

Yet, looking ahead to next
week’s Budget, lower tax rates
are unlikely to be introduced be-
fore the 1994-95 fiscal year.

Instead, taxpayers should ex-
pect a number of hikes, mainly
in the form of indirect taxation.

These include:
® An increase in VAT to 12
13 percent, accompanied by a
small extension to the number
of foodstutfs that are zero-rated.

@ A rise in the petrol levy, prob-
ably of about 10c a litre, increas-
ing the total petrol price by 15¢ to
20c a litre.

0 An increase in some customs
and excise duties, with tobacco
and beer especially strong can-
didates.

There is also likely to be an
increase in real income tax paid

‘by individuals, through fiscal
drag, as inflation-adjusted wage
increases push taxpayers into
higher tax bands.

These measures seem to run
counter to the economic model’s
commitment to lower tax rates.

But economists say that, given
the vast fiscal deficit — expected
to reach R30 billion, or nine per-
cent of gross domestic product
(GDP), for 199293 — large tax
reductions are simply impossible.

“They will be possible only once

le likelih

93

d of tax.

ent i

E

S
cut
O )

?
Keys's tax proposals 92
Lower direct corporate taxation rates 48 40 -
Lower ceiling of individuals’ marginal rate 43 40
Change in the fax structure (% direct) 55 50"
Reduce the “balanced budget” tax burden .
(tax/GDP) 30,7 244
inance Minister Derek Keys has Reducing the lower ceiling of

chieved substantial expenditure
cuts. N7

In his model he aims at ba-
lancing current expenditure and
revenue by the énd .of the pro-
gramme’s term in 1997 and ef-
fectively limiting state borrow-
ing for capital expenditure only.

Judging by his record so far
— most state départments are
well on the way to implement-
ing Keys's three percent real ex-
penditure cuts through staff re-
trenchments and low wage in-
creases — this is the one area
where lie is most likely to suc-
ceed.

For the rest, he must be hop-
ing the spending cuts will allow
sufficient leeway to introduce the
desired tax cuts over the remain-
ing four years until 1997.

The most ambitious target,
when viewed against the likeli-
hood of an ANC-dominated gov-
iernment in the not-too-distant fu-
ture, is a decline in the corpo-
rate tax rate from 48 to 40 per-
cent. [

individuals’ marginal rate from
43 to 40 percent will prove mean-
ingful only if it is accompanied
by efforts to eliminate the .ef-
fects of fiscal drag, to which the
model is committed. T

The easiest of the model’s tax
targets is shifting the share of
direct tax in total tax revenue
from its present level of 55 {0
50 percent by 1997, The expect-
ed increase in VAT next week
will go a long way to achieving
this aim,

Overall, however, economists
believe that Keys is sincere in
his attempt to reduce the over-
all tax burden. ;

The report concedes that: ";‘The
tax-paying public in general; and
its entrepreneurs in particular,
perceive the current levéls of
personal and company taxes. as

too high, compared with the Pub- ‘

lic benefits they perceive to-flow
from government éxpenditires,
and to the levels of such taxes in
other middle-income countries.”




da unvexled a five-year
planito raise: -South-Afri-
¢a’s; growth:rate to 4,5%
by 199'7 through’ cuttmg
taxes, slashmg govern-
ment spendmg and,

ing fixed investment: ."
" The strategy also.en-
isaged an inflation rate

of 5% by 1987, with em-,
ployment gruwth and in-
‘come redistribution. 1f:
the ' aims- are reached

. Aftér the: announce-
ment’ yesterday, Cosatu
officials: et Mi* Keys'
land' presented ‘to-him
proposals: for the’ihde:
pendent tax- and ‘audit
commissions;:;it ~envis-
ages: for ‘the: monitoring
of ‘state expenditure:

: The delegatlon also
outlmed Cosatu’s; de-
oncerning; the

uff:
trieity’ ‘and; medical ser-|
vices and 1ts opposmon
to any increase’in either
direct: or’indirect tax.
/ ‘statement 1ssued by

gthe entire a3
by September

Byst
'199310 enable its; recom-
mendatlons t0; b




Statt Reporter 7
COSATU today weleomed' the litting
of VAT from basic foods and appealed
to Finance Minister Mr Derek Keys
not to increase the VAT rate.

The organisation, representing mil-
lions ‘of workers, said the government
should-concentrate on controlling cor-
ruption, wastage and duplicated ex-
penditure before considering increas-
ing the tax burden.

The basic foodstuffs zero-rated for
VAT purposes are: rice, fresh fruit
and:vegetables, fresh milk and certain

cultived milk, brown wheaten meal,

crease VAT,
(3]

eggs, and legumes 3 ulses (peas
and beans).
Cosatu question€d wiy fish and

white breag were not being exempted
and criticised Mr Keys for refusing to
zero-rate medicines, medical services,
electricity and water.

The zero-rating of basic foods
should not be seen as a trade-off for
an increase in the general VAT rate,
Cosatu said.

The organisation remained “impla- ,

cably opposed to any increase in the
VAT rate, or other taxes affecting the
poor and working people.”

—

—_

urges Cosatu

“Leaks to the media have attempt-
ed to prepare people for an increase
in VAT to between 12 and 14 percent.
We want to warn the government our
people are not prepared to aceept it.”

Mrs Ina Perlman, executive direc-
tor of Operation Hunger — South Af-
rica’s largest food aid charity — said
the decision to zero-rate more basic
foods could “only be applauded”.

Mrs Perlman said a “huge concern”
was the increasing numbers who did

- not qualify for relief and could no

longer afford to feed families.”
© See page 4




£3By CHRIS WHITRELD
qu.»_u_nm MINISTER Mr
Derek {Keys last night an-
nced new Value Added
?d.nms..ﬂm:um on a
f€ range of foodstuffs = 3
s predecessor Mr Rar-,

u :Plesss refuse

SN E

zunwmk. eys’ deci: oliowed 'a meet™
R.MM the VAT Qo‘annmnmnhm Com-

yatcom) — embracing a wide

), organisations that strongly

opposéd the introduction of the tax —
which he sajd had “reached a success.
‘ful conclusion”, N .
. 'New zero-ratings will apply from

April 7°to rice, vegetables (in their

LRI " e .
medicines and for favourable VAT
treatment for small businesses.

However, he felt that on these “a
‘change of rating for VAT purposes
would be a’ wasteful, expensive and
inappropriate remedy, and that direct
»dnemwn action by the responsible a;

und it “anomalous that Mr Keys is

%Euw.,nﬂwﬂhﬁnum .Bm& ines, -de-

,m»@.lw. . ;,
uﬂann,ﬂnﬁﬁv%i bﬁhh
of medicines”, 1
T mgmmmnmnng%w the past pre:
. ferred to givedireeted aid to the poor,
winstead of doing it through zero-rating,
Which distorts relative prices,
“However, Mr Keys said “we can ac-
cept these disadvantages in the par- |
ticular context of these agreed
h which ing of

natural $tate), fruit, oil for
use in cooking, milk, cultured ‘milk,

a
the minds of two parties formerly at

brown wh meal, eggs, I
and pulsges. e

‘At .present brown v—.Mwn. mealie |

meal, mealie rice, samp, dried mea-
lies, dried beans, lentils, tinned pil-
chards, milk powder and dairy pow-
der blends are zero-rated,

Mr Keys also revealed that Vatcom
had called for the 2ero-rating of elec-
tricity, water, medical services and

. loggerheads”. . . .
He and Vatcom sppealed to fhe
Food Logistics Forum, other consum-
* er bodies and consumers themselves
. to “ensure that the prices of the pro-
-, ducts reflect their ch;
VAT status ?ﬁE April 7*.
@ Keys’ plan: Cautious ANC nod —
Page 5 . ; .
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“Consumers must

s

Yok y/ 3/73.
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| FINANCE Minister: Derek Keys last
night announced.the zero rating of
VAT on certain basic foodstuffs from -

* next month — a move that will mean
an immediate 10% reduction in some
food prices. - . .

The decision, aimed at helpihg the poor-
est sections of the community, came after
months of difficult' negotiations with the
Cosatu-led VAT Co-ordinating Committee
(VCC). Keys described the deal with the
VCC as “a meeting of the minds of two -
parties formerly atloggerheads”. The VCC

. said the zero rating was “the best that -
could be achieved at the present time”.

Keys's decision flies in the face of IMF

advice to keep the system pure.but goesa -\

long way towards lessening the threat of: -

mass action after the Budget. '
The following foods:-would be zero rated.

from April 7: rice, fresh vegetables (dehy-

- drated, canned and bottled vegetables are
excluded), fresh fruit, vegetable oil used
for cooking (excluding olive, soya-béan and
cotton_ seed - oil), .milk ‘(excluding - ‘con-
densed, flavoured, sweetened, evaporated
and concentrated but including ultra-high
temperature treated milk), cultured milk;
‘brown wheaten meal; raw eggs and bean
family vegetables, ) :

/The VCC regretted the decision not to'
zero rate red and white meat, white bread’

rand:fishs ;. R
An issue of-major-coficern to. Keys and-
the VCC was whether the price reductions
would be passed on to.consumers. Keys
said the Food Logistics Forum had made a
valuable contribution to bringing the “un-
bridled” rises in food prices during 1992
under control. “We appeal;to.them to play:

5 e
¢
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receive benefits’ -

* rum plans for block tariffs which provided

.«.the government our pgople-;a;eﬂﬁok;‘p;gv

1
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an equally valuable role now in ensuring
that the prices of the{products coneérned -
reflect their changed; VAT status.” i
The VCC said it would approach the food
‘industry and retailers to ensure the price
decreases were passéd on o consumers.
/The VCC had also tried to secure Zero
rating of electricity, water, medical ‘ser-
vices and medicines as well as to extend
the tax breaks to small businesses. Keys
said, however, that it would be a “wasteful,
expensive and inappropriate remedy” and’ !
that direct attention by the different au-.
thorities would be-the correct approach. '
Thé Finance Department:had facilitated
the committee’s access to these authori-
ties, but would not be: further involved.
The. VCC said' it had -discussed with
Eskom ways of providing.cheaper electri-
city to:poor communities, Eskom would
propose to the National Electrification Fo-

a cheap liféline supply of electricity to
- households which consume little power.

- Cosatu issued;a statement last night

warning that the zero rating of foodstuffs
‘should in no way be seen-as a trade-off for

an increase in-the,general VAT rate. Not-

ing that the raté-was expected to rise to

12%-14%, Cosatu said; “We want to 'warn

- pared for-this; ‘and are: hot ‘prepared
accept it.” It also regretted the decision
‘not to zero rate medicines. - .,

Keys said there were problems associat-
ed with the zero rating of products — it
weakened the efficiency of the VAT system

i and distorted relative prices:

T
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By Mnmkulu Malunga S

HE GOVERNMENT yeslerday announced
tax exemptions on a number of basi¢
foodstuffs, including eggs, fresh
milk, brown wheatmeal, rice, fresh
fruit and vegetables, legumes and
pulse. - '

Theanove follows negotiations earlier with
the Vat Co-ordinating Committee, which in-
cluded Cosatu.

The country’s largest labour federation wel-
comed Keys’ decision to zero-rate basic food-
stuffs but was concerned at the Finance Minis-
ter’s reluctance to do the same for the other
items.

{ “We find it anomalous that he is resisting
zero-rating medicines, despite the fact that the
relevant Minister, Rina Venter, supports zero-
rating of medicines,” Cosatu said.

Cosatu met with Kcys on Tuesday to express
its opposition to any increase in Vat and stressed
the need for additional zero Vat-rating on basic
foodstuffs, water and electricity tariffs, medi-

cines and medical services.

Howéver, in a surprise statement a week be-
fore lhe Budget, Keys said: “On all of these
issues (elecmcuy, waler, medical services and
medicines) the Department of Finance main-
tains itsiview that a change in the rating for Vat
purposes would be a wasteful, expensive and
inappropriate remedy.”

Barliér the head of the' ANC’s economics
department, Trevor Manuel, said if the Govern-
ment wanlted to increase mdlrect tax it should
exempt basic foodstuffs from Va, :

He was reacting to the Governinent's pro-
posed economic model for South Africa in the
next five years, tabled by the Finance Minister
on Tuesday.

Mr Mahiomola Skhosana, assistant general -
secretary of the National Council of Trade Un-
ions, said his organisation had not yet received
the full report and would comment at a later
stage. *

The document received a cautious welcome
from a number of other’ organisations as a valid
contribution to the ongoing economic debates.




An'ANGiéd: govérnment ‘woiild
- béunilikely to raise the overall

tax burden from its present )

level, says Professor. Denni
Davies of the Wits Legal Re:
sources Centre and an ANC tax

advisér.
. U,w«.mm,, suggested, however,

that’the organisation wold aim
to.achieve more equitable reve-
-‘nuejincome by taking- cogni-
zance of vast wealth gaps.now

. by-accountants D
_che, Davies lj
‘changes’ inder di
TANC, - cw n T

He stressed .thére. was_ very: .

evail mg
es:in:the ‘new: SA; organised

limited scope for:i creasing the:
tax burdén .on persons.earning
R20000 to R80000-a year be-,
cause- they already. accounted!
for almost 80 percent of all in-
come tax payments. . . ;

“We-are moving in the wrong:

Addressing-a -seminar ‘on -

eloitte & :Tou-

f - 0ost - invest-
ment spending' we cannot ‘raise
taxes any further,” Davies said.

" ;Nevertheless, within these
confines, a fiumber of tax chan-
ges could be introduced by a fu-
ture- government; which would
ease the efphasis on the lower-
and ‘middle-income ‘groups -to
provide ‘the bulk: of, tax @meNM.

- 7 o

. Davies said these inclided:
® A multiple VAT system with

N acceptable, given ?.Eum politi-

: 48 percent and the-effective

Talaz

dhigh Hasié VAT rate, a'lesser  cent.
rate for essential goods and ser- ® Reintroduction of a dividend

-vices and zero-rating f a; tax, which brought in R408 mil-
foodstuffs. L lion in 1990,
- While such a systém w. Davies said, however, tax on

dividends should only be intro-
duced after a careful considera-
tion of alternative systems to
avoid the abuse presently ‘exist-
ing insofar as tax planning and
pension funds were. concerned.

® A land tax, which would be
costly to implement, biit'would
allow a future government to

more complex, it would be

cal realities.

® Plugging- certain ‘tax

holes, which’®have resulted in a
‘marked disparity- betweén the
nominal rate of company tax at

rate of between 20t 30 per- -

___8_% nm‘,,._.-.m.-mw ol

address tenure patterns wf. its
effort 1o deal with the legiti-
mate claims of 3,5 milli

® Lifting estate duty from its®
current level of 15 percerit to

ahouf 35 percent,

OHMBEQEN immigrants from

exemption for tax on interest

Mwﬁ.mm by zwm.wo__% Africans,

ralch eould rajs

R200 million. © about

_Davies said ‘the ANC was un-

likely to introduce a wealth tax

to raise additional revenue.
— - cudn
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ibly be the foundation for future
Joint Committees at the regional
level.

The invol of the provincial
Directors-General in this matter
stems primarily from an adminis-
trative arrangement between them-
selves and the Auditor-General.
Whilst they cannot be held directly
accountable for the affairs of local
authorities, they should still—in
terms of their regulatory and facili-
tating functions in respect of the
financial administration of local
authorities—render support to the
Auditor-General and Joint Com-
mittee on Public Accounts to en-
sure that local authorities comply
with prescribed audit require-
ments.

Should the Auditor-General need
to report to the Joint Committee
on all local authorities individually
and the committee has to call them
all to account, the workload would
be insurmountable. It is therefore
proposed that only the more
serious  misdemeanours—which

HOUSE OF ASSEMBLY

could include continuous “adminis-
trative” irregularities such as the
failure to produce financial state-
ments timeously—be reported to
the Joint Committee by means of
separate special reports and which
could result in the relevant Town
Clerks and/or mayors being called
to appear before the Committee,
whilst less serious and general is-
sues still be dealt with in a general
report. All reports should be pro-
vided to the Director-Generals of
the Provincial Administrations for
their information and further ac-
tion where applicable. However,
even if only some of the worst
“culprits” are called to account di-
rectly to the Joint Committee, it
will serve as an example to others.

The empowerment of regional gov-

ernments and local electorates to

exact effective accountability at the

local authority level should receive

proper attention in any negotia-

tions about a future constitution

for the RSA, in order to avoid a

repetition of the current unsatisfac-
tory situation.
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HOUSE OF DELEGATES

QUESTIONS

+Indicates translated version.
For written reply:

General Affairs:

‘Tax concessions for shows featuring overseas
artists

7. Mr M RAJAB to ask the Minister of Fi-
nance:

(1) (a) How many promoters of shows fea-
turing overseas artists (i) applied and (i)
qualified for tax concessions for such
shows in 1992, (b) what was the total
amount involved in the granting of such
concessions and (c) what criteria are
applied in ion with the gr
of concessions of this nature:

(2) whether he will disclose the of
the individual i g d in
1992; if not, why not; if so, what are
they? D38E

The MINISTER OF FINANCE:

(1) (a) (i) None.

(ii) None.
(b) Nil.

() The sponsorship allowance which
was provided for in the Income Tax
Act was withdrawn last year and
only shows which have been
approved on or before 14 February
1992 by the Minister of Finance on

320

2

the dation of the Mini

of National Education, as an inter-
national event could have been
taken into consideration for such
allowance. No applications were re-
ceived during the period 1 January
1992 to 14 February 1992.

The following criteria was applic-
able up to 14 February 1992 when
granting concessions of this nature:

The expenditure which served as a
basis for the determination of the
concession must have in the first in-
stance, complied with the general
deduction formula contained in sec-
tion 11(a) or (b) of the Income Tax
Act, before it could have been con-
sidered for the sponsorship allow-
ance. Furthermore, the Minister of
Finance in consultation with the
Minister of National Education,
mist have been satisfied that the
cultural event which was sponsored,
was of an international nature. The
guidelines which the Act prescribed
in this regard were the following:—

(1) it must have been an event
which is commonly um_,:m_bwnoa
in on an international basis;

(2) asnbstantial number of :..m par-
ticipants or the key participants
must have been non-residents
of the Republic; and

the holding of the event must
have been of material advan-
tage to cultural activities in the
Republic.

&)

=

(2) Not applicable.

HOUSE OF DELEGATES
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exemption

food

from VAT

welcomed

The Argus Correspondent
JOHANNESBURG. — The gov-
ernment has powed to pressure
from consumer groups and trade
unions_by exem;{tl:'mg a range of
pbasic food from AT.

But in exchange it is probable that
an increase in T on all other goo!
and services from 10 percent to be-
tween 12 and 14 percent will be an-
nounced in the budget on Wednesday.
Finance Minister Derek Keys said
in a statement that rice, yegetables,
fruit, vegetable oils, milk, cultured
milk, eggs and brown bread would
zero-rated with effect from April 1.

Mr Keys said the deal was struck
after successful negotiations between
the Department of Finance and ine
VAT Co-ordinating Committee (Vee),
an umbrella body of various interes
groups led by Cosatu.

Reponding t0 the announcexent,
the VCC’s Mr Bernie Fanaroff said
the committee had accepted the zero-
rating on basic ood “as the best that
could he achieved at the present
time”.

Economists said yesterday that Mr
Keys, in exchange for agreeing t0 the
zero-rating, would raise VAT by be-
tween two and four percent when he
presented his budget next week.

In a statement separate from the
vce announcement, Cosatu said its
acceptance-of the zero-rating of basic
food should in no way be seen as a
trade-off for an increase in VAT.

The trade union federation warned
that an increase in VAT “would not be
accepted by our people”.

«1t is Cosatu’s view, which we €x-
ressed t0 Minister Keys on Tuesday,
that the billions extra they want 10
raise via VAT and increased personal
taxes should rather be recovered via
control of corruption, wastage and du-
plicated expendlture,” Cosatu said.

In its statement the VCC also re-

etted the government’s decision not
fo exempt other food, such_as meat,
white bread and fish, as well as medi-
cines, medical services, water and
electricity.

But the VCC disclosed that Eskom
would soon be proposing & cheap sup-
ly of electricity to households which
consume less electricity as part of the
block tariff system.

Defending the decision not to ex-
tend the zero-rating to other goods
and services, Keys said it would
weaken the efficiency of the VAT sys-
tem and distort relative prices.

«A change in the VAT rating for ba-
sic services is wasteful, expensive an
an inappropriate remedy. Direct fo-
cused action by the responsible au-
thorities is the prefer d alternative,”
the Minister said s

Mr Keys' and :the

would ap%roach d; Logistics
Forum, ¥ ich repr fits arge chain
groups, to’ ensur the zero-ratings

were passed on to;¢onsumers through

an immediate 10 percent cut in prices.
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By Sven Liinsche

The Government yester-
day bowed to pressure
from consumer groups
and trade unions by an-
nouncing the zero-rating
of value added tax on a
range of basic foodstuffs,

It is probable, however,
that an increase in the VAT
rate on all other goods and
services from 10 percent to
between 12 and 14 percent
will be announced in next
week’s Budget.

Finance™Minister Derek
Keys said in a statement
that rice, fresh vegetables,
fruit, vegetable oils, milk,
cultured milk, eggs, beans
and brown wheaten meal

ANC on'taxes
—Page19

would be “zero-rated with
effect from April 7 for the
purposes of VAT”,

This is in addition to
hrown bread, maize meal,
{>rmp, mealie rice, dried

»j mealies and powdered milk,

which were zero-rated when
VAT was introduced in Octo-
ber 1991.

Keys said he agreed to the
zero-rating after successful
negotiations between the De-
partment of Finance and the
VAT Co-ordinating Commit-
tee (VCC), an umbrella body
of various interest groups
led by Cosatu.

The VCC’s Bernie Fan-
aroff said the committee had
accepted the zero-rating on
basic foodstuffs “as the best
© that could be achieved at the
present time”.

Cean o siay

Tax dropped on basic foods, but likely to rise on other goods

g™ [tl=2]az

wﬂc@i gives in on VAT

n mid-air yesterday.

" Horror crash . . . police and rescue work i the wrect of a plane which disintegrated i
. Picture: Sean Woods

Three die as plane falls apart
Rl fmsginsomis dich Gembon =

Eddle Edward, Of Water- was driving home when he
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{2wmp, mealie rice, dried

mealies and powdered milk,
which were zero-rated when:
VAT was introduced in Octo-
ber 1991.

Keys said he agreed to the
zero-rating after successful
negotiations between the De-
partment of Finance and the
VAT Co-ordinating Commit-

tee (VCC), an umbrella body {,

of various interest groups,
led by Cosatu. y

The VCC’s Bernie Fan- '
aroff said the committee had
accepted the zero-rating on
basic foodstuffs “as the best
that could be achieved at the
present time”,

Economists said yesterday
that Keys, in exchange for
agreeing to. the zero-rating,
would raise VAT by between
two and four percentage
points when he presented his
Budget to Parliament next
week,

In a statement separate
from the VCC announce-
ment, Cosatu said its accep-
tance of the zero-rating of
basic foodstuffs should in no
way be seen as a trade-off
for an increase in the gener-
al VAT rate. The trade union
federation warned the Gov-
ernment that an increase in
VAT “would not be accepted
by our people”,

“It is Cosatu’s view, which
we expressed to Minister
Keys on Tuesday, that the
billions extra they want to
raise via VAT and increased
personal taxes should rather
be recovered via control of
corruption, wastage, dupli-
cated expenditure, etc,” Co-
satu said, >

The VCC, in its statement,
said it regretted the Govern-
ment’s decision not to ex-
empt other foodstuffs, such
as meat, white bread and
fish, as well as medicines,
medical services, water and
electricity. The VCC dis-

closed, however, that Eskom |

would soon be proposing a
cheap supply of electricity to
households which consumed
less electricity as part of the
block tariff system,

Defending the decision not
to extend the zero-rating to
other goods and services,
Keys said it would weaken
the efficiency of the VAT
system and distort relative
prices: “A change in the VAT
rating for basic services is
wasteful, expensive and an.
inappropriate remedy. Di-
rect, focused action by the
responsible authorities is the
preferred alternative.”

Keys and the VCC said
they would approach the
Food Logistics Forum,
which represents large chain
groups, to ensure the zero-
ratings were passed on to
consumers through an im-
mediate 10 percent cut in
prices.
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DEPARTMENT OF FINANCE DEPARTEMENT VAN FINANSIES

PRESS STATEMENT
by the 2720

COMMISSIONER F
INLAND REVENUE

CONCERNING THE DOUBLE DEDUCTION
OF EXPENDITURE

Section 23B was introduced into the Income Tax Act
to prohibit the allowance of any double deduction
of expenditure or allowances except in instances
where the Act expressly allows it. Taxpayers had,
for example, claimed expenditure under the
general deduction formula of section 11 (a), read
with section 23 (g), and again under a specific
section of section 11. This was clearly not what the
legislature had intended nor was it the official prac-
tice of Inland Revenue to allow it. Section 23B was
introduced with effect from the commencement of
years of assessment ending on or after 1 January
1992. ~

=3

has come to my attention that certair’ tax con-
sultants are advising their clients to claim a double
deduction of certain expenditure for years of
assessment prior to the year in which the amend-
ment took effect. This would give these taxpayers
an unintended and unwarranted benefit which is to
the detriment of the fisc and ultimately to other
taxpayers who cannot or do not claim a double
deduction of expenditure.

93728 —A

PERSVERKLARING
deur die

KOMMISSARIS VAN
BINNELANDSE INKOMSTE

RAKENDE DIE DUBBELE AFTREKKING
VAN ONKOSTE

Artikel 23B is in die Inkomstebelastingwet ingevoeg
om die toelating van 'n dubbele aftrekking van
onkoste of toelaes te verbied, behalwe in gevalle
waar die Wet dit uitdruklik toelaat. Belastingplig-
tiges het byvoorbeeld onkoste geéis ingevolge die
algemene aftrekkingsformule van artikel 11 (a),
saamgelees met artikel 23 (g), en weer ingevolge
'n spesificke bepaling van artikel 11. Dit was dui-
delik nie wat die wetgewer bedoe! het nie en was
dit ook nie die praktyk van Binnelandse Inkomste
om dit toe te laat nie. Artikel 23B is ingevoeg met
ingang van die begin van jare van aanslag wat op
of na 1 Januarie 1992 eindig.

Dit het onder my aandag gekom dat sekere belas-
tingkonsultante hul kliénte aanraai om 'n dubbele
aftrekking van sekere onkoste te eis vir jare van
aanslag voor die jaar waarin die wysiging in
werking getree het. Dit sal aan hierdie belasting-
pligtiges ’'n onbedoelde en ongecorloofde voor-
deel verleen wat tot nadeel is van die skatkis en
uiteindelik van ander belastingpligtiges wat nie 'n
dubbele aftrekking eis of kan eis nie.

14641 —1
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It is my intention to recommend to the Minister of

Finance and of Trade and Industry that the Income. |-

Tax Act be amended with retrospective effect to
make the provisions of section 23B effective from
the date the Income Tax Act, No. 58 of 1962,
came into operation. The effect of the proposed
amendment will be: 220

(1) Assessments which are final, i.e. older than
three years, may not be reopened to disallow
the double deduction.

(2) Assessments may not be reopened to allow a
double deduction or make a refund.

(3) Where assessments have, for whatever
reason, not been raised, a double deduction
will not be allowed.

Issued by: The Commissioner for Inland Revenue,
Pretoria.

Enquiries: MrT. F. van Heerden.
Tel. (012) 315-5304.

PROCLAMATION
by the
State President
of the Republic of South Africa

No. 13, 1993

ESTABLISHMENT OF A SPECIAL COURT IN TERMS
OF THE MAINTENANCE AND PROMOTION OF
COMPETITION ACT, 1979 (ACT No. 96 of 1979)

By virtue of the powers vested in me by section 15
(2) of the Maintenance and Promotion of Competition
Act, 1979 (Act No. 96 of 1979) (the Act), 1 hereby
establish a special court for the hearing of an appeal by
Richards Bay Bulk Storage (Pty) Ltd against Notice No.
1011 published in Gazette No. 14367 of 6 November
1992 by the Minister for Public Enterprises in terms of
section 14 (1) (c) of the Act, and for the hearing of such
other appeals that may in future be lodged from time to
time in terms of the Act.

Given under my Hand and the Seal of the Republic
of South Africa at Cape Town this Twenty-second day
of February, One thousand Nine hundred and Ninety-
three.

F. W.DE KLERK,
State President.

By Order of the State President-in-Cabinet:

D. J. DE VILLIERS,
Minister of the Cabinet.

Dit is my bedoeling om by die Minister van Finansies
en van Handel en Nywerheid aan te beveel dat die
Inkomstebelastingwet met terugwerkende krag
gewysig word om die bepalings van artikel 23B
van toepassing te maak vanaf die datum waarop
die Inkomstebelastingwet, No. 58 van 1962, in
werking getree het. Die uitwerking van die voor-
gestelde wysiging sal s00s volg wees:

(1) Aanslae wat finaal is, d.w.s wat ouer as drie
jaar is, sal nie heropen kan word om die
dubbele aftrekking terug te tel nie.

(2) Aanslae sal nie heropen kan word om 'n
dubbele aftrekking toe te laat of om ’'n terug-
betaling te maak nie.

(3) Waar aansiae vir watter rede ook al nog nie
gehef is nie, sal 'n dubbele aftrekking nie
toegelaat word nie.

Uitgereik deur; Die Kommissaris van Binnelandse
Inkomste, Pretoria. R

Navrae: Mnr. T. F. van Heerden.
Tel. (012) 315-5304.

PROKLAMASIE
van. die
étaatspresident
van die R'epubliek van Suid-Afrika

No. 13, 1993

INSTELLING VAN 'N SPESIALE HOF KRAGTENS
DIE WET OP DIE HANDHAWING EN BEVORDE-
RING VAN MEDEDINGING, 1979 (WET No. 96 VAN
1979)

Kragtens die bevoegdheid my verleen by artikel 15
(2) van die Wet op die Handhawing en Bevordering van
Mededinging, 1979 (Wet No. 96 van 1979) (die Wet),
stel ek hiermee 'n spesiale hof in vir die verhoor van 'n
appé! deur Richards Bay Bulk Storage (Edms.) Bpk.
teen Kennisgewing No. 1011 gepubliseer in Staatskoe-
rant No. 14367 van 6 November 1992 deur die Minister
vir Openbare Ondernemings kragtens artikel 14 (1) (c)
van die Wet, en vir die verhoor van sodanige ander
appeélle wat in die toekoms van tyd tot tyd kragtens die
Wet aangeteken mag word.

Gegee onder my Hand en die Seél van die Repu-
bliek van Suid-Afrika te Kaapstad, op hede die Twee-
en-twintigste dag van Februarie Eenduisend Negehon-
derd Drie-en-negentig.

F. W. DE KLERK,
Staatspresident.
Op las van die Staatspresident-in-Kabinet:

D. J. DE VILLIERS,
Minister van die Kabinet.
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DEPARTMENT OF FINANCE DEPARTEMENT VAN FINANSIES
No. 394 12 March 1993 | No. 394 12 Maart 1993
REPUBLICOFSOUTH AFRICA REPUBLIEK VAN SUID-AFRIKA
DEPARTMENT OF FINANCE: DEPARTEMENT VAN FINANSIES:
INLAND REVENUE BINNELANDSE INKOMSTE
OFFICE OF THE COMMISSIONER FOR KANTOOR VAN DIE KOMMISSARIS VAN
INLAND REVENUE BINNELANDSE INKOMSTE

PRACTICE NOTE: No. 16
Date: 12 March 1993

PRAKTYKNOTA: No. 16
Datum: 12 Maart 1993

INCOME TAX:

DEDUCTION IN TERMS OF SECTION 12C OF
THE INCOME TAX ACT (THE ACT) IN RESPECT
OF CERTAIN FOUNDATIONS OR SUPPORTING
STRUCTURES

1. Section 11 (e) of the Act contains {in paragraph
(iiA) of the proviso] a provision allowing a deduc-
tion to be granted under that section in respect of
certain foundations or supporting structures
which have beer designed to support specific
pieces of machinery, etc. Because there is no
corresponding provision in section 12C of the
Act, the argument has been put forward that such
foundations or structures cannot qualify for the
deduction under that section.

2. The reason for the above-mentioned provision in
section 11 (e) is to be found in paragraph (ii) of
the proviso, which places a general prohibition on
the granting of a deduction in respect of struc-
tures or works of a permanent nature. Section
12C, however, contains no such prohibition on a
deduction in respect of such structures or works
of a permanent nature. On the contrary, it is
settled law that the expression “plant”, as used
in section 12C, can include permanent struc-
tures. See, for example, Blue Circle Cement Ltd v
CIR, 1984(2) SA 764(A) (46 SATC 21), in which
the following dictum of Lindley, L. J., in the
English case of Yarmouth v France (1887) 19
QBD 647 is cited with approval:

“There is no definition of plant in the Act: but,
in its ordinary sense, it includes whatever
apparatus is used by a business man for
carrying on his business, not his stock-in-
trade which he buys or makes for sale; but
all goods and chattles, fixed or movable, live
or dead, which he keeps for permanent
employment in his business.”.

3. Having, therefore, established that foundations
can constitute plant, the main test to be met
under section 12C is thus whether it is used
directly in the manner envisaged in this section.
As a general rule, where the machinery mounted
on the foundation qualifies for the deduction, so
too wilt the foundation.

ISSUED BY THE COMMISSIONER FOR INLAND
REVENUE, PRETORIA.

INKOMSTEBELASTING:

AFTREKKING INGEVOLGE ARTIKEL 12C VAN
DIE INKOMSTEBELASTINGWET (DIE WET)
TEN OPSIGTE VAN SEKERE FONDAMENTE
OF STEUNENDE BOUWERK

1. Artikel 11 (€) van die Wet [in paragraaf (iiA) van
die voorbehoudsbepaling] bevat 'n bepaling dat
'n aftrekking ingevolge dié artikel toegelaat mag
word ten opsigte van sekere fondamente of
steunende bouwerk wat ontwerp is om onder-
steuning te gee aan 'n spesifieke deel van masji-
nerie, ensovoorts. Aangesien daar geen
ooreenstemmende voorbehoudsbepaling by arti-
kel 12C van die Wet is nie, word die argument
geopper dat sodanige fondasies of bouwerke nie
vir 'n aftrekking kragtens dié artikel kan kwali-
fiseer nie.

2. Die rede vir bogenoemde bepaling in artikel 11
(e) word gevind in paragraaf (i} van die
voorbehoudsbepaling wat 'n algemene beperking
plaas op die toestaan van 'n aftrekking ten
opsigte van strukture of werke van 'n permanente
aard. Artikel 12C bevat egter nie so 'n beperking
ten opsigte van 'n aftrekking op sodanige struk-
ture of werke van 'n permanente aard nie. Inteen-
deel, dit is gevestigde reg dat die uitdrukking
“installasie”, soos in artikel 12C gebesig,
permanente bouwerke kan insluit. Vergelyk,
byvoorbeeld, Blue Circle Cement Ltd v CIR,
1984(2) SA 764(A) (46 SATC 21), waarin die vol-
gende uitspraak van Lindley, L. J., in die Engelse
saak van Yarmouth v France (1887) 19 QBD 647
met goedkeuring aangehaal is:

“There is no definition of plant in the Act: but,
in its ordinary sense, it includes whatever
apparatus is used by a business man for
carrying on his business, not his stock-in-
trade which he buys or makes for sale; but
all goods and chattles, fixed or movable, live
or dead, which he keeps for permanent
employment in his business.”.

3. Aangesien daar dus vasgestel is dat fondamente
installasies kan uitmaak, is die algemene toets
om aan die vereistes van artikel 12C te voldoen
die feit of dit regstreeks gebruik word op die wyse
s00s beoog in genoemde artikel. As 'n algemene
reél sal 'n fondament vir die aftrekking kwalifiseer
indien dié masjien wat op die fondament gemon-
teer is, vir die aftrekking kwalifiseer.

UITGEREIK DEUR DIE KOMMISSARIS VAN BINNE-
LANDSE INKOMSTE, PRETORIA.

T —.



' Stop ad oc tax

| THE zero rating of VAT on certain
basic foodstuffs will cost the cash-
. strapped government R850m in rev-
. enue —.almost twice the size of the
i poverty safety net originally designed
to counteract VAT’s effect on the poor.
Sacob said yesterday ‘this week’s mea-
i sures would cost the state R850m and
" meant government would have to raise the
VAT rate by one percentage point merely
to maintain present revenues. Economists
said a VAT rate of at least 13% would be
necessary to raise the revenue that 12%
without zero rating ‘would have achieved.
“Given the present high fiscal deficit, the
zero rating will remove the scope of the
Minister to progress with the planned low-
ering of direct tax rates, or even to com-
.pensate individuals for the effects of
bracket creep,” Sacob said,

The move to zero rate basic foodstuffs
camein response to the VAT, Co-ordinating
Committee’s argument that VAT placed an
inbearable burden on the poor, However,

* theIMF argued that diréct assistance to
:. therneedy.was the correct response to the
; problem. Economists ‘said the R850m loss
ailed to.translaté into an equal
injéction’-into-the pockets. of "the most
" needy. They said fargeted ¢ assistance
would be more effective. .
Governinent’s opposition to demands for
. zero rating was weakened by the failure of
. its aid programme, which received R440m
" in last year’s Budget. Sources in non-gov-

-proved if malloyved thié, organisations to

play a greatercrole in the scheme.

. rating would have had more’

ernment organisations said the state’s, de—, .
livery -of - ald,rcould be substantially’im-"

i mzl%T

GRETA STEYN

Sacobsaid zero rating offere
to those without incomes and its impact on
people’in rural areas was hkely to be

. Timited:Sacob called for a detailéd investi-

gation to determine the full extent of the
poverty problem, and the best, ways. to
address it, so that “ad hoc and ili-con-

-ceived” changes to the tax system could be

avoided in future.

Economists speculated Finance Minis-
ter Derek Keys's confidence that infla-
tion’s fall to single digits was not a flash in
the pan indicated he would not raise the
VAT rate to more than 13%. They said the
food zerd rating would lead to a 0,4 per-
centage point reduction in the inflation
rate. However, this would be more than
counteracted by a hikein the overall VAT
rate. A VAT rate of 13% with food zero
rating is estimated to add 15 percentage
points to the rate of increase in the con-
sumer price index. Without food’zerg rat-
ing, a 13% VAT rate would have translated
info an inflation rise of-about two percent-
age points. A 12% VAT rate withouf zero

same effect of inflation'as
with zero rating. ’

Increase's,j‘n fuel prices‘and customs and
excise duties in the Budget'are expected to
bring the total Budget-related rise m the
CPI rate of increase to: almost two’] per—

‘centage poitits. This would tdke the raté up

16" more than 11%, but a renewed down-
trefd from that level was possible.
@ See Pages'3 and_10




ECONOMY & FINANCE

INCOME TAX (£ 12{3(q2
. N 2 )
Directors’ woes 290

The introduction of the pt “labour
broker” to the Income Tax Act has implica-
tions for public company directors paid
through wholly owned private subsidiaries.

Paye is deducted at source if directors’
fees are paid by the public companies. But, in
the past, when payment was routed through
the service company, the directors were
taxed provisionally, which gave them an im-
portant timing benefit.

The private company made good the
amount by charging the public company a
service fee adjusted to make up the tax-
deductible directors’ fees plus incidental
overheads. Thus it made neither profit nor

loss and paid no tax. ¥ conk —p
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The amendment will oblige public com-
panips to deduct Paye from payments to the
service company, at the company tax rate of
48%, unless the service company can obtain
from Revenue exemption from the labour
broker requirements.

All public company directors will have to
accept payment from the public companies.

The implications are that they will now have
Paye deducted at source, instead of paying
tax in arrears, and these who have used tax
shelters will not be able to shop around for
appropriate schemes towards the end of the
tax year.

Though most shelters have been knocked
down by amendments to the Act and Income

Tax Special Court judgments, advisers can
come up with new ones.

Another problem frequently overlooked is
the Vat-liability of fees paid to the private
service company by the public company. A
few group service companies are probably in
default — with grave consequences in penal-
ties looming. n




ANC TAX POLICY

A tenuous grasp of reality

Hopes that the ANC is coming to terms with economic
reality are repeatedly dashed by public pronouncements
from people who really should know better. The logical case
for not taxing individuals’ dividend income — which has
already been taxed at underlying corporate level — ig
impeccable and abolition of this tax has been one of the few
positive tax reforms of recent years.

Yet this weck, legal professor and ANC adviser Dennis
Davis said that the tax will have to be re-introduced because
“it is unacceptable to allow redistribution to wealthy share-
holders at the expense of lower and middle income groups.”

Since when is rewarding the providers of risk capital
“redistribution”? Only those who do not understand the
nature of profits could make such an absurd assertion.

Making matters worse, Davis continued that the “tax
leakage and tremendous abuse” regarding pension funds will
have to be climinated. Given existing laws, most private-
sector FM readers would be only too happy to find out how to
“abuse” the pension fund system,

Or is the mere desire to provide adequate retirement
income by one’s own savings, rather than rely on the hand-
outs of a benevolent socialist state, in itself an abuse?

Finally, Davis warned that it will probably be necessary to

place the onus on taxpayers to prove that ‘they have not
structured their arrangements merely to gain a tax benefit.
Apart from the intrinsic difficulty of proving a negative, the
authorities already have quite enough discretion in this
direction — as their arbitrary and inconsistent treatment of
film and other tax shelters has made clear,

Clearly, there are still elements within the ANC who
consider a punitive tax policy an acceptable method of
redistribution of wealth. At the same time, others are calling
on the business sector to invest and create jobs. Can they not
see that these attitudes are incompatible?

It is no coincidence that SA’s transition from a low- to a
high-tax society has been accompanied by a deterioration in
relations between the taxman and his clients (the fact that
much of the tax revenue so painfully collected has been
stolen or wasted by the Kleptocracy only makes matters
worse). The higher taxes are, the more it makes sense to
minimise one’s liability — and it is no man’s patriotic duty to
pay a cent more in tax than he has to.

In the circumstances, Davis’s attempted reassurance that
there will be no drastic changes in the tax system in the new
SA “because the ANC’s tax policy does not differ dramati-
cally from what exists” could be counterproductive. M

FINANCIAL MAIL « MARCH « 12+ 1993 » 21



4 No. 14641 GOVERNMENT GAZETTE, 12 MARCH 1993
No. 395 12 March 1993 | No. 395 12 Maart 1993
REPUBLIC OF SOUTH AFRICA REPUBLIEK VAN SUID-AFRIKA
DEPARTMENT OF FINANCE: DEPARTEMENT VAN FINANSIES:
INLAND REVENUE BINNELANDSE INKOMSTE .
FF N ! KANTOOR VAN DIE KOMMISSARIS VAN
OFFICE o&{ﬂﬁggﬂygﬁ:g ER 6 % BINNELANDSE INKOMSTE

PRACTICE NOTE: No. 17
Date: 12 March 1993

INCOME TAX:

TAXATION IMPLICATIONS OF BURSARIES
AND SCHOLARSHIPS (APPLIES FROM COM-
MENCEMENT OF YEARS OF ASSESSMENT
ENDED OR ENDING ON OR AFTER 1 JANUARY
1992 UNLESS OTHERWISE INDICATED)

1. STATUTORY PROVISIONS

1.1 Section 10 (1) (q), which was added to the
Income Tax Act, 1962 (the Act), by section 10
(1) (p) of the Income Tax Act, 1992, provides for
the exemption from income tax of any bona fide
scholarship or bursary granted to enable or
assist any person to study at a recognised edu-
cational or research institution subject to the fol-
lowing conditions:

If such scholarship or bursary has been
granted by an employer or an associated insti-
tution (as defined in paragraph 1 of the Seventh
Schedule to the Act) to an employee (as defined
in the said paragraph) or to a relative of such
employee in circumstances indicating that the

scholarship or bursary would not have been’

granted had that employee not been an
employee of that employer, the exemption shall
not apply—

(i) if any remuneration to which the employee
was entitled or might in the future have
become entitied wasin any manner whatso-
ever reduced or forfeited as a result of the
grant of such scholarship or bursary, i.e. a
salary sacrifice,
in the case of a scholarship or bursary
granted to enable or assist any such refa-
tive of any employee so to study, if the
renumeration derived by the employee
during the year of assessment exceeds
R36 000; and

to so much of any scholarship or bursary
contemplated in paragraph (i) as in the
case of such relative exceeds R1 200 dur-
ing the year of assessment.

1.2 Where a scholarship or bursary is granted
subject to a salary sacrifice [paragraph 1.1 (i)],
section 23 (j) [which was inserted in the Act at
the same time as section 10 (1) (q)] provides
that where a taxpayer is an “‘employer” or
“associated institution” (as respectively defined
in the Seventh Schedule to the Act) no deduc-
tion will be made in respect of the cost to the
taxpayer of providing such scholarship or bur-
sary. (See also paragraph 4.2.)

(i)

(iii

=

PRAKTYKNOTA: No. 17
Datum: 12 Maart 1993

INKOMSTEBELASTING:

BELASTINGIMPLIKASIES VAN  STUDIE-
BEURSE (VAN TOEPASSING VANAF DIE
BEGIN VAN JARE VAN AANSLAG WAT OP OF
NA 1 JANUARIE 1992 GEEINDIG HET OF
EINDIG TENSY ANDERSINS AANGEDUI)

1. STATUTERE BEPALINGS

1.1 Artikel 10 (1) (q) wat by the Inkomstebelasting-
wet, 1962 (die Wet), ingevoeg is deur artike! 10
(1) (p) van die Inkomstebelastingwet, 1992,
maak voorsiening vir die vrysteling van
inkomstebelasting van enige bona fide-studie-
beurs wat toegeken is ten einde 'n persoon in
staat te stel of aan hom huip te verleen om by 'n
erkende opvoedkundige -of navorsingsinrigting
te studeer, onderhewig aan die volgende voor-
waardes:

Indien sodanige studiebeurs toegeken is deur
n werkgewer of 'n verwante inrigting (scos
omskryf in paragraaf 1 van die Sewende Bylae
by die Wet) aan 'n werknemer (s00s omskryf in
genoemde paragraaf) of aan 'n familielid van
sodanige werknemer in omstandighede wat
daarop dui dat die betrokke studiebeurs nie toe-
geken sou gewees het nie indien daardie werk-
nemer nie 'n werknemer van daardie werkgewer
was nie, is die viystelling nie van toepassing
nie—

(i) indien enige besoldiging, waarop die werk-
nemer geregtig was of in die toekoms op
geregtig sou geword het as gevolg van die
toekenning van daardie studiebeurs, op
enige wyse hoegenaamd verminder of
verbeur is, dit wil sé 'n salarisopoffering;

in die geval van 'n studiebeurs toegeken
om so 'n familielid van 'n werknemer in
staat te stel of aan hom hulp te verleen om
aldus te studeer, indien die besoldiging
verkry deur die werknemer gedurende die
jaar van aanslag R36 000 te bowe gaan;
en

op soveel van 'n studiebeurs so0s bedoel
in paragraaf (ii) as wat in die geval van so
'n familielid die bedrag van R1200 in die
jaar van aanslag te bowe gaan.

1.2 Waar 'n studiebeurs toegeken word onderhewig
aan 'n salarisopoffering [paragraaf 1.1 (i),
bepaal artikel 23 (j) [wat terselfdertyd as artikel
10 (1) {g) by die Wet ingevoeg is} dat waar 'n
belastingpligtige 'n *‘werkgewer” of “verwante
inrigting’” is (soos onderskeidelik omskiyt in die
Sewende Bylae by die Wet), geen aftrekking
van die koste deur die belastingpligtige aange-
gaan ten opsigte van die verskaffing van so n
studiebeurs toegestaan sal word nie. (Kyk ook
paragraaf 4.2.)

(ii)

(i

=
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2. INTERPRETATION OF WORDS AND PHRASES

2.1

2.

N

23

“Bona fide scholarship or bursary” refers to
financial or other assistance granted to a person
to enable him to study at a recognised educa-
tionat or research institution. It would include a
grant which is in terms of a written agreement
conditional on the fulflment of stipulated
requirements; for example, the grantee is
required 1o obtain a qualification or take up
employment with the grantor on completion of
the course of study.

2.1.1 The grant must be made to enable the
grantee to pursue a course of study for
the purpose of gaining or expanding his
knowledge, intellect or skills.

A reward or reimbursement of study
expenses (borne by a person) after com-
pletion of his studies does not constitute
a scholarship or bursary as the grant
must have been made to enable or
assist the grantee to study.

2.1.3

The tax position relative to scholarships,
bursaries and study loans is dealt with in
paragraph 4 of this Practice Note.

2.1.4 A direct payment of fees, for example to
a university, for the purpose of an
employee’s studies is regarded as falling
within the ambit of a scholarship, bursary

orgrant.

“A recognised educational or research insti-
tution” comprehends a “college’” or “univer-
sity”” as defined in section 18A of the Act, or a
school or any other educational or research
institution wheresoever situated which is of a
permanent nature, open to the public generally
and offering a range of practical and academic
courses.

“To study” relates to the formal process
whereby the person to whom the scholarship or
bursary has been granted gains or enhances his
knowiedge, intellect or expertise. It is not a
requirement that a degree, diploma or certificate
be awarded on completion of the course of
study.

2.3.1 Where research is undertaken by a per-
son for the benefit of another person, for
example, an employer, a business or
sponsor, the relevant expenditure
incurred by the employer, business or
sponsor for the purposes of such
research will not constitute a bona fide
scholarship or bursary granted to enable
or assist the researcher to study. See
paragraph 4.2.3 for the tax implications.

2. VERTOLKING VAN WOORDE EN UITDRUK-
KINGS

2.1

“Bona fide-studiebeurs” verwys na die finan-
siéle of ander bystand wat verleen word aan 'n
persoon om hom in staat te stel om by 'n
erkende opvoedkundige of navorsingsinrigting
te studeer. Dit sal 'n toekenning insluit wat inge-
volge 'n skriftelike ooreenkoms voorwaardelik
toegeken is op die voorwaarde dat bepaalde
vereistes nagekom word, byvoorbeeld, van die
bevoordeelde word verwag om 'n kwalifikasie te
verwerf of om 'n betrekking te aanvaar by die
toekenner na voltooiing van die studiekursus.

2.1.1 Die toekenning moet gemaak word ten
einde die bevoordeelde in staat te stel
om ’n studiekursus te volg met die doel
om sy kennis, intellek of vaardigheid te
verbeter of uit te brei.

'n Beloning of terugbetaling van studie-
uitgawes (wat deur 'n persoon aange-
gaan is) na voltooiing van sy studies
maak nie 'n studiebeurs uit nie aan-
gesien die toekenning gemaak moes
gewees het ten einde die ontvanger in
staat te stel om te studeer of om hom
behulpsaam te wees met sy studies.

Die belastingposisie met betrekking tot
studiebeurse en studielenings word in
paragraaf 4 van hierdie Prakiyknota aan-
gespreek.

'n Direkte betaling van gelde, byvoor-
beeld aan 'n universiteit, word vir die
doeleindes van 'n werknemer se studies
beskou as binne die omvang van 'n
studiebeurs of toekenning te val.

213

21.4

2.2 “’n Erkende opvoedkundige of navorsings-

2.3

inrigting” omvat 'n “kollege” of 'n “univer-
siteit” soos omskryf in artikel 18A van die Wet,
of 'n skool of enige ander opvoedkundige of
navorsingsinrigting van ’'n permanente aard
waar ookal gele&, wat oop is vir die algemene
publiek en ’n reeks praktiese en akademiese
kursusse aanbied.

“Te studeer” het betrekking op die formele
proses waardeur die persoon aan wie die studie-
beurs toegeken is sy kennis, intellek of vaardig-
heid verbeter of uitbrei. Dit is nie 'n vereiste dat
'n graad, diploma of sertifikaat by voltooiing van
die studiekursus toegeken moet word nie.

2.3.1 Waar 'n persoon navorsing onderneem
tot voordeel van 'n ander persoon,
byvoorbeeld 'n werkgewer, 'n besigheid
of 'n borg, sal die betrokke uitgawes aan-
gegaan deur die werkgewer, besigheid of
borg vir doeleindes van sodanige navor-
sing, nie 'n bona fide-studiebeurs wat
toegeken is ten einde die navorser in
staat te stel of hulp te verleen met sy
studies, uitmaak nie. Kyk paragraaf 4.2.3
vir die belastingimplikasies.
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2.3.2 A scholarship or bursary granted to a
visiting academic for the purpose of lec-
turing students does not satisfy the study
requirement as the object of the grant will
be to impart and not to gain knowledge.

2.4 “Remuneration” means remuneration as
defined in the Fourth Schedule to the Act. This
also applies to any amounts paid to directors of

private companies for purposes, this
exemption. )
. CLOSED AND OPEN SCHOLA PS OR BUR-

SARIES

For the purpose of the exemption scholarships and
bursaries may be categorised as open or closed.

3.1 Open scholarships or bursaries

These are scholarships or bursaries which are
competed for by, or are awarded on merit (aca-
demic or otherwise) to, anyone applying therefor
and are not, to any extent, confined to the
employees or relatives of employees of a parti-
cular employer, organisation or other institution.

3.2 Closed scholarships or bursaries

These are scholarships or bursaries which are
confined to employees, or relatives of
employees, of an employer or an associated
institution.

Both scholarships or bursaries under 3.1 and 3.2
may be subject to a condition that, upon completion
of his studies, the scholarshipholder or bursar take
up employment with the grantor or repay the
scholarship or bursary if he abandons his studies or
fails to complete them with a specified period.

. TAX IMPLICATIONS

4.1 Open scholarships or bursaries are fully
exempt from tax if they are bona fide awarded to
enable the scholarship-holder or bursar to study
at a recognised educational or research institu-
tion. However, where an employee or relative of
an employee is awarded a schofarship or bur-
sary under an open scheme and such award is,
for example, subject to a salary sacrifice, the
exemption under section 10 (1) (g) will not apply
as the scholarship or bursary wili not have been
bona fide granted. The exemption will aiso not
apply as there is an express proviso to preclude
an exemption when there is a salary sacrifice.

4.2 Closed scholarships or bursaries granted to
an employee or refative of an employee that are
subject to a present or future salary sacrifice by
the employee [see paragraph 1.1 (i)] are not
exempt from tax. Moreover, in terms of section
23 (j) of the Act the employer is not entitled to a
deduction in respect of the cost of such
scholarship or bursary. If there is no salary
sacrifice the scholarship or bursary awarded to
an employee will be exempt from tax and the
pravisions of section 23 (j) will not apply.

2.3.2 ’n Studiebeurs wat toegeken is aan 'n
besoekende akademikus om lesings vir
studente aan te bied, voldoen nie aan die
studievereiste nie omrede die oogmerk
van die toekenning die meedeling van
kennis is en nie die verkryging daarvan
nie.

2.4 “Besoldiging” beteken besoldiging s00s
omskryf in die Vierde Bylae by die Wet. Dit is
ook van toepassing op enige bedrag betaal of
betaalbaar aan 'n direkteur van private
maatskappye vir die doeleindes van hierdie
vrystelfing.

3. OOP EN GESLOTE STUDIEBEURSE

Vir die doeleindes van die vrystelling word -studie-
beurse as oop of geslote geklassifiseer.

3.1 Oop studiebeurse

Hierdie is studicheurse waarvoor meegeding
word deur, of wat toegeken word op grond van
meriete (akademies of andersing) - aart, enige
persoon wat daarvoor aansoek doen en wat nie,
in enige mate, beperk is tot werknemers of
familielede van die werknemers van 'n bepaalde
werkgewer, organisasie of 'n ander instelling
nie.
3.2 Geslote studiebeurse

Hierdie is studiebeurse wat beperk word tot
werknemers, of familielede van die werknemers,
van 'n werkgewer of 'n verwante inrigting.

Beide studiebeurse onder 3.1 en 3.2 kan onderhe-
wig wees aan 'n voorwaarde dat die beurshouer by

- voltooiing van sy studies 'n betrekking moet aan-

vaar by die werkgewer of om die studiebeurs terug
te betaal indien hy sy studies staak of waar hy in
gebreke bly om dit binne 'n bepaalde tydperk te
voltooi.

4., BELASTINGSIMPLIKASIES

4.1 Oop studiebeurse is ten volle van belasting
vrygestel indien dit bona fide toegeken is ten
einde die beurshouer in staat te stel om by 'n
erkende opvoedkundige of navorsingsinrigting
te studeer. Waar daar egter aan 'n werknemer
of 'n familielid van 'n werknemer 'n studiebeurs
onder 'n oop skema foegeken word en sodanige
toekenning is, byvoorbeeld, onderhewig aan n
salarisopoffering, sal die vrystelling ingevolge
artikel 10 (1) (q) nie van togpassing wees nie
aangesien die studiebeurs nie bona fide toege-
ken is nie. Die vrystelling sal ook nie van toe-
passing wees nie aangesien daar 'n uitdruklike
voorbehoudsbepaling is dat 'n vrystelling uit-
gesluit word waar 'n salarisopotfering voorkom.

4.2 Geslote studiebeurse wat toegeken is aan 'n
werknemer of 'n familielid van 'n werknemer en
wat onderhewig is aan 'n huidige of toekomstige
salarisopoffering deur die werknemer fkyk para-
graaf 1.1 (i)], is nie van belasting vrygestel nie.
Daarbenewens is die werkgewer ingevolge arti-
kel 23 (j) van die Wet ook nie geregtig op 'n
aftrekking ten opsigte van die koste van soda-
nige studiebeurs nie. Indien daar geen
salarisopoffering is nie, sal die studiebeurs aan
'n werknemer toegeken, vrygestel wees van be-
lasting en artike! 23 (j) sal nie van toepassing
wees nie.
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4.21 Where a scholarship or bursary is
awarded to a relative of an employee and
there is no present or future salary sacri-
fice by the employee and the remunera-
tion derived by the employee during the
year of assessment does not exceed
R36 000, an amount of so much of the
scholarship or bursary as does not
exceed R1 200 is exempt from tax. The
R1 200 exemption limit applies to each
relative of the employee who is granted a
scholarship or bursary.

4.2.2 Scholarships or bursaries granted under
aclosed scheme to a relative of a retired
or deceased employee will be subject to
the limitations referred to in paragraph
4.2.1 if they were granted prior to the
employee’s retirement or demise. Where
they are granted or paid after one of
those events has occurred they will be
treated as if they had been granted under
an open scheme (see paragraph 4.1) un-

" less an agreement was entered into prior
to an employee’s retirement between the
employee and the employer in terms of
which the employer will provide a
scholarship or bursary for a relative of the
employee subsequent to the employee’s
retirement.

4.2.3 Where a person undertakes research for
the benefit of another person (see
paragraph 2.3.1) the payment received in
this regard by the first-mentioned person
will be taxed as income in his hands and
he will not qualify for the exemption under
section 10 (1) (q). The person paying the
amount will qualify for a deduction sub-
ject to the provisions of sections 11 (a)
and 23 of the Act.

4.3 Any recoupment which arises in respect of a
scholarship or bursary granted by a taxpayer,
where the amount of the scholarship or bursary
has been allowed as a deduction against the
income of such taxpayer will, in terms of section
8 (4) (a) of the Act, be included in the taxpayer’s
income in the year of assessment when
recouped.

4.4 Study loans

4.4.1 Aloan does not constitute income for tax
purposes and is, therefore, not taxable.
Personal study loans obtained from a
financial institution or from any other
source unrelated to employment are not
taken into consideration for purposes of
section 10 (1) (q) of the Act, nor are study
expenses incurred by the holder of the
loan, including the interest payable there-
on, deductible from the income of the
borrower. Such privately-funded loans,
are, therefore, neither taxable nor tax
deductible.

4.21

422

423

Waar 'n studiebeurs aan 'n familielid van
'n werknemer toegeken word en daar
geen huidige of toekomstige salarisopof-
fering deur die werknemer is nie en die
vergoeding van die werknemer vir die
jaar van aanslag gaan nie R36 000 te
bowe nie, sal soveel van die studiebeurs
as wat R1 200 nie te bowe gaan nie, van
belasting vrygestel wees. Die R1200-
vrystellingsperk sal van toepassing wees
op elke familielid van die werknemer aan
wie 'n studiebeurs toegeken is.

Studiebeurse wat onder 'n geslote
skema aan ’n familielid van 'n afgetrede
of gestorwe werknemer toegeken is,
sal onderhewig wees aan die beperkings
waarna verwys word in paragraaf 4.2.1
indien dit toegeken is voor die werk-
nemer se aftrede of afsterwe. Waar dit
toegeken of betaal is nadat een van bo-
genoemde gebeurtenisse plaasgevind
het, sal dit behandel word asof dit onder
'n oop skema (kyk paragraaf 4.1) toege-
ken is tensy 'n ooreenkoms voor die
werknemer se aftrede tussen die werk-
nemer en werkgewer aangegaan is waar-
volgens die werkgewer 'n studiebeurs
aan 'n familielid van 'n werknemer na die
werknemer se aftrede sal voorsien.

Waar 'n persoon navorsing doen tot
voordeel van 'n ander persoon (kyk para-
graaf 2.3.1), sal die betaling wat deur
eersgenoemde persoon onivang word,
belas word as inkomste in sy hande en
sal hy nie vir die vrystelling ingevolge die
bepalings van artikel 10 (1) (q) kwalifi-
seer nie. Die persoon wat die bedrag be-
taal, sal kwalifisieer vir 'n aftrekking on-
derworpe aan die bepalings van artikels
11 (a) en 23 van die Wet.

4.3 Enige herwinning wat ontstaan as gevolg van 'n
studiebeurs deur 'n belastingpligtige toegeken
en waar die bedrag van die studiebeurs as 'n
aftrekking teen die belastingpligtige se inkomste
toegelaat is, sal ingevolge die bepalings van
artikel 8 (4) (a) van die Wet ingesluit word in die
belastingpligtige se inkomste in die jaar van
aanslag waarin die herwinning ontstaan.

4.4 Studielenings

4.41

'n Lening maak nie inkomste vir belas-
tingdoeleindes uit nie en is derhaiwe nie
belasbaar nie. Persoonlike studielenings
verkry vanaf ’'n finansiéle instelling of
vanaf enige ander bron wat nie aan
indiensneming gekoppel is nie, word nie
in aanmerking geneem vir die doeleindes
van artikel 10 (1) (g) van die Wet nie. So
ook kwalifiseer studie-uitgawes aange-
gaan deur die houer van die lening,
asook die rente daarop betaalbaar, nie
as 'n aftrekking van die lener se
inkomste nie. Sodanige privaatgefun-
deerde lenings is dus nie belasbaar of
aftrekbaar vir betastingdoeleindes nie.
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4.4.2 In terms of paragraph 11 (4) (b) of the
Seventh Schedule to the Act no value is
placed on a taxable benefit derived by an
employee in consequence of the grant by
any employer of a loan for the purpose of
enabling that employee to further his own
studies.

4.43 Any scholarship or bursary which is
granted subject to repayment due to non-
fulfilment of conditions stipulated in a
written agreement will be treated as a
bona fide scholarship or bursary as indi-
cated in paragraphs 4.1 to 4.2.2 until
such time as the non-compliance provi-
sions of the agreement are invoked. In
the year of assessment in which such
provisions are invoked the amount or
amounts of the scholarship or bursary will
be regarded as a loan and, if relevant,
any benefit which an employee may have

&

received by way of an interest-free or I

low-interest loan will constitute a taxable
benefit in terms of paragraph 2 (f) of the
Seventh Schedule to the Act and not
qualify for the exemption contained in
paragraph 11 (4) (b) of the Seventh
Schedule to the Act as such loan was not
granted to enable the employee to study.

4.4.4 Where an employee who had obtained a

loan from his employer to enable him to |

study is absolved from repaying the loan,
he will have received a taxable benefit in
terms of paragraph 2 (h) of the Seventh
Schedule to the Act.

4.5 Reimbursement of study expenses

Where, as mentioned in paragraph 2.1.2, an
employer rewards an employee for a qualifica-
tion or for having successfully completed a
course of studies, or reimburses him for study
expenses borne by him, such reward or reim-
bursement of study expenses will represent, in
the case of the reward, taxable remuneration,
and in the case of the reimbursement of
expenses, a taxable benefit in terms of para-
graph 2 (h) of the Seventh Schedule to the Act.

4.6 Taxable scholarships or bursaries granted

to employees and relatives of employees
These arise under the following circumstances:

(i) The employee sacrifices a part of his pre-
sent or future remuneration in order to ob-
tain a scholarship or bursary for himself or
for arelative.

(iiy Where, under a closed scheme, an award
is made to a relative of an employee and
the employee’s remuneration exceeds
R36 000 per annum.

4.4.2 Ingevolge die bepalings van paragraaf
11 (4) (b) van die Sewende Bylae by die
Wet, word geen waarde geplaas nie op
die belasbare voordeel verkry deur 'n
werknemer as gevolg van 'n toekenning
van 'n lening deur 'n werkgewer aan sy
werknemer ten einde daardie werknemer
in slaat te stel om sy eie studies te
bevorder.

4.4.3 Enige studiebeurs wat toegeken word
onderhewig aan die voorwaarde dat dit
terugbetaal word indien die voorwaardes
s00s uiteengesit in 'n skriftelike coreen-
koms nie nagekom word nie, sal as 'n
bona fide-studiebeurs beskou word soos
aangedui in paragrawe 4.1 tot-4.2.2 tot
op sodanige tydstip as wat die nie-
nakomingsbepalings van die ooreen-
koms in werking tree. In die jaar van aan-
slag waarin hierdie bepalings van krag
word, sal die bedrag of bedrae van die
studiebeurs as ’n lening beskou word en,
indien van toepassing, sal enige voor-
deel wat 'n werknemer moontlik mag ont-
vang het by wyse van 'n rentevrye of lag
rente lening 'n belasbare voordeel inge-
volge paragraaf 2 (f) van die Sewende
Bylae by die Wet uitmaak en nie vir die
vrystelling ingevolge paragraaf 11 (4) (b)
van die Sewende Bylae by die Wet kwali-
fiseer nie aangesien sodanige lening nie
toegestaan was om die werknemer in
staat te stel om te studeer nie.

4.4.4 Waar 'n werknemer wat 'n lening van sy
werkgewer ontvang het ten einde hom in
staat te stel om te studeer, van die terug-
betaling daarvan kwytgeskeld word, sal
hy ingevolge paragraaf 2 (h) van die
Sewende Bylae by die Wet 'n belasbare
voordeel ontvang het.

4.5 Terugbetaling van studie-uitgawes

Waar, soos reeds genoem in paragraaf 2.1.2, 'n
werkgewer die werknemer beloon vir die ver-
werwing van 'n kwalifikasie of vir die suksesvolile
voltooiing van 'n studiekursus, of studie-uit-
gawes wat deur hom gedra is, terugbetaal, sal
sodanige beloning of terugbetaling van studie-
uitgawes, in die geval van 'n beloning, belas-
bare vergoeding verteenwoordig, en in die geval
van die terugbetaling van studie-uitgawes, 'n
belasbare voordeel ingevolge paragraaf 2 (h)
van die Sewende Bylae by die Wet.

4.6 Belasbare studiebeurse toegeken aan werk-

nemers en familielede van werknemers

Hierdie geskied onder die volgende omstandig-
hede:

(i) Die werknemer staan 'n gedeelte van sy
huidige of toekomstige salaris af ten einde
'n studiebeurs vir homself of 'n familielid te
verkry.

(i) Waar, ingevolge 'n gesiote skema, n toe-
kenning aan 'n famitiefid van 'n werknemer
gemaak word en die werknemer se jaar-
fikse besoldiging R36 000 te bowe gaan.
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(iii) Where, under a close scheme, an award is
made to a relative of an employee whose
remuneration is less than R36 000 per an-
num but the award exceeds R1 200 per
annum in the case of any relative (i.e. the
amount exceeding R1 200 per relative per
annum will be taxabie).

To the extent that the scholarships or bursaries
referred to above are not exempt from tax under
section 10 (1) (q) of the Act they will be taxable
in the hands of the employee.

5. STUDY LOANS ETC. TAKEN OVER BY NEW
EMPLOYER

5.1 Where—

(i) in consideration for the grant by any em-
ployer (referred to as the former employer)
to an employee of any bursary, study loan
or similar assistance, the employee
assumed an obligation to render services
to the former employer for an agreed
period;

(i

E=4

in consequence of the employee having
terminated his services with the former
employer before the expiry of the said
period and having taken up employment
with another employer (referred to as the
present employer), the employee there-
upon became liable to pay an amount to
the former employer;

(i

=

such amount was paid to the former
employer on the employee’'s behalf by
the present employer; and

(iv) the employee has in consideration for
such payment by the present employer
assurmed an obligation to render services
to the present employer for a period which
is not shorter than the unexpired portion of
the period during which he had been
obliged to render services to the former
employer,

no value will be placed on the value of any taxa-
ble benefit to the employee derived by reason of
the payment referred to in item (iii) and conse-
quently the payment by the present employer to
the former employer will not be a taxable benefit
under the Seventh Schedule to the Act.

5.2 These provisions operate with effect from the

1991 year of assessment. The amount so re-
funded, if allowed as a deduction to the former
employer, will be taxable as a recoupment in the
hands of such former empioyer.

93728—B

(iii) Waar, ingevolge 'n geslote skema, 'n toe-
kenning gemaak word aan 'n familielid van
die werknemer wie se jaarlikse salaris min-
der as R36 000 beloop maar die toeken-
ning in die geval van enige famifielid
R1 200 per jaar te bowe gaan (dit wil sé,
die bedrag wat R1200 per familieiid
oorskry, sal belasbaar wees).

In die mate wat die studiebeurse hierbo na ver-
wys, nie ingevolge artiket 10 (1) (q) van die Wet
van belasting vrygestel is nie, sal ditin die werk-
nemer se hande belasbaar wees.

5. STUDIELENINGS ENSOVOORTS DEUR NUWE
WERKGEWER OORGENEEM

5.1 Waar—

(i) as teenprestasie vir die toekenning van
enige beurs, studielening of soortgelyke
bystand deur enige werkgewer (hierna
verwys as die voormalige werkgewer) aan
n werknemer, die werknemer 'n verplig-
ting aanvaar om vir 'n ooreengekome tyd-
perk diens aan die voormalige werkgewer
te lewer;

(i) as gevolg van die beéindiging van die
dienste van die werknemer deur die voor-
malige werkgewer voordat die genoemce
tydperk verstryk het en hy by 'n ander
werkgewer (hierna verwys as die huidige
werkgewer) diens aanvaar het, die werk-
nemer daarna aanspreeklik is om 'n
bedrag aan die voormalige werkgewer te
betaal;

(iii) sodanige bedrag deur die huidige werk-
gewer, namens die werknemer, aan die
voormalige werkgewer betaal is; en

(iv) die werknemer as vergoeding vir sodanige
betaling deur die huidige werkgewer, 'n
verpligting aanvaar om diens te lewer aan
die huidige werkgewer vir 'n tydperk wat
nie korter is nie as die onverstreke
gedeelte van die tydperk waaronder hy
verplig was om diens aan die voormalige
werkgewer te lewer,

sal daar geen waarde geplaas word op die
waarde van enige belasbare voordeel wat
ontstaan het as gevolg van die betaling waarna
in item (iii) verwys word, en gevolglik sal die
betaling deur die huidige werkgewer aan die
voormalige werkgewer nie 'n belasbare voor-
deel kragtens die Sewende Bylae by die Wet
uitmaak nie.

5.2 Hierdie bepalings het in werking getree vanaf
die 1991 jaar van aanslag. Die bedrag wat so
terugbetaal word, indien dit aan die voormalige
werkgewer as 'n aftrekking toegelaat, sal as 'n
herwinning in die hande van so 'n voormalige
werkgewer belasbaar wees.
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6. OTHER FORMS OF STUDY ASSISTANCE
6.1 Specialised training courses
6.1.1

6.1.2

Expenditure in connection with in-house
or on-the-job training or courses pre-
sented by other undertakings for or on
behalf of employers does not represent
a taxable benefit in the hands of the em-
ployees of the employer if the training is
job-related and ultimately for the em-
ployer’s benefit. The tape of training
envisaged under this heading could in-
clude the following:

(i) Computer and word processing
courses.

(i) Management and administration
courses.

(iif) Bookkeeping courses.
(iv) Sales courses.

(v) Courses in operating office and
technical equipment,

(vi) Language courses for employees
whose home language is not one of
the official languages.

(vii) Public relations courses.

(viii) In-house courses presented by
banks, building societies and insur-
ance companies for their em-
ployees.

This list is not exhaustive and in cases of
doubt the local Receiver of Revenue
should be consulted in the first instance.

Training, research and education of the
nature described above must be distin-
guished from professional and formal
education resulting in qualifications at-
taching to the person of an employee.
Where admission to a particular profes-
sion or the ability to perform certain spec-
ialised duties is dependent on an
employee abtaining an appropriate quali-
fication and the employer meets the em-
ployee’s costs of obtaining the required
qualification, which costs would nor-
mally be borne by the employee him-
self, the employee will, subject to the
provisions of section 10 (1) (q) and the
relevant paragraphs of this Practice
Note, be regarded as having received a
taxable benefit.

Ifin terms of a law such as the Manpower
Training Act, No 56 of 1981, an employer
is required to pay the fees payable in res-
pect of prescribed classes or courses
attended by his employees or to refund
such fees paid by them, the fees will not
constitute a taxable benefit in the em-
ployees’ hands. The employer wiit qualify
for a deduction in respect of these pay-
ments in terms of section 11 (a) of the
Act.

6. ANDER VORME VAN STUDIEBYSTAND
6.1 Gespesialiseerde opleidingskursusse

6.1.1

6.1.2

6.1.3

Uitgawes in verband met interne of
indiensopleiding of kursusse wat aange-
bied word deur ander instansies
namens die werkgewer verteenwoordig
nie 'n belasbare voordeel in die hande
van die werknemers van die werkgewer
nie, mits die opleiding beroepsgeorién-
teerd is en uiteindelik die werkgewer be-
voordeel. Die tipe opleiding wat hier
beoog word, kan die volgende insluit:

(i) Rekenaar- en woordverwerkingkur-
susse.

(i) Bestuurs- en administratiewe kur-
susse.

(iii) Boekhoudingkursusse.
(iv) Verkoopskursusse.

(v) Kursusse om kantoor- en tegniese
toerusting te bedryf.  *

(vi) Taalkundige kursusse vir werkne-
mers wie se huistaal nie een van
die twee amptelike tale is nie.

(vii) Kursusse in verband met openbare
betrekkinge.

(viii) Intefne kursusse wat deur banke,
bouverenigings en  verseke-
ringsmaatskappye aan hulle werk-
nemers aangebied word.

Hierdie lys is nie omvattend nie en in ge-
val van twyfel moet die plaaslike Ont-
vanger van Inkomste in die eerste plaas
geraadpleeg word.

Opleiding, navorsing en opvoeding van
die aard soos hierbo beskryf, moet
onderskei word van professionele en for-
mele opleiding wat lei tot 'n kwalifikasie
wat eie aan die werknemer is. Waar die
verwerwing van 'n gepaste kwalifikasie
deur die werknemer as 'n voorwaarde
gestel word vir die toelating tot 'n spesi-
fieke beroep of die vermoé om bepaalde
gespesialiseerde pligte te verrig en die
werkgewer dra die koste om die vereiste
kwalifikasie te bekom, welke koste ge-
woonlik deur die werknemer seif ge-
dra moet word, sal die werknemer, on-
derhewig aan die bepalings van artikel
10 (1) (g) en die toepaslike paragrawe
van hierdie Praktyknota, geag word 'n
belasbare voordeel te ontvang het.

Indien daar ingevolge 'n wet soos die
Wet op Mannekragopleiding, No 56 van
1981, van 'n werkgewer vereis word om
die voorgeskrewe gelde vir klasse of kur-
susse wat deur sy werknemers byge-
woon word te betaal, of hulle te vergoed
vir sodanige uitgawes, sal die gelde nie
'n belashare voordeel in die hande van
die werknemers uitmaak nie. Die werk-
gewer gal kragtens artikel 11 (a) van die
Inkomstebelastingwet vir 'n aftrekking
kwalifiseer.
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6.2 Remission of study fees by virtue of employ-
ment (teachers, lecturers and their relatives)

It is common practice for certain educational
institutions, notably universities, to aflow their
employees and such employees’ close refatives
to study free of charge or at greatly reduced
fees at these institutions. While the marginal
cost of the education of such employees and
their relatives represents a taxable benefit
under the Seventh Schedule fo the Act, the
exemption under section 10 (1) (q) will apply
subject to the limitations provided for. See para-
graphs 4.2 10 4.2.2 of this Practice Note.

7. Where the circumstances of a particular case are
not covered by this Practice Note or there is uncer-
tainty, the matter should be taken up with the local
Receiver of Revenue citing fuil details.

8. PAYE

Book 1 (INSTRUCTIONS AND GUIDELINES ON
PAYE AND SITE) of the IRP 10 Tax Deduction
Tables contains instructions relating to the em-
ployees tax position of taxable scholarships, bursa-
ries, study loans and fringe benefits relative thereto
and the duties of employers in this regard.

ISSUED BY THE COMMISSIONER FOR INLAND
REVENUE, PRETORIA.

DEPARTMENT OF HOME AFFAIRS
No. 358 12 March 1993

ASSUMPTION OF ANOTHER SURNAME IN TERMS
OF SECTION 26 OF THE BIRTHS AND DEATHS
REGISTRATION ACT, 1992 (ACT No. 51 OF 1992)

The Director-General has authorised the following
persons to assume the surname printed in italics:

1. Emrus Samuel van der Heever—600929 5059
08 8—57 Longtom Road, Ladysmith— De Wet.

2. Vinod Kantilal—-660327 5217 08 6—348 Pine
Street, Durban— Govan.

3. Niombikayise Xaba—1968-08-22—4920 Nya-
katha Street, Lamontville— Mkhwanazi.

4. Nomboniso Sellina Gamede—621212 0783 08
4—M157 Umlazi Township, Umiazi— Nofukula.

5. Mbombozi Mark Hlatshwayo—410918 5400 08
7~—his wife Saraphina Dlamini—391010 0585
18 8—and minor child Sandile Dennis Hla-
tshwayo—5 August 1978852 Third Avenue,
Langlaagte Deep, Johannesburg— Dhlamini.

6. Lwayiphi Joseph Hadebe—1956-06-14 —E1099
Ntuzuma Township, P.O. kwaMashu— Ngcobo.

7. Boginkosi Praisegod Jiyane—640927 5288 08
9—Posina Court, 8 Regent Street, Yeoville—
Dubazana.

6.2 Kwytskelding of vermindering van studie-
gelde uit hoofde van werkverskaffing
(onderwysers, dosente en hulle familielede)

Dit is algemene gebruik by sekere opvoedkun-
dige inrigtings, veral universiteite, om huile
werknemers en hulle naasbestaandes toe te
laat om gratis of teen 'n grootliks verlaagde
koste by die inrigting te studeer. Terwyl die
grenskoste van die opvoeding van sodanige
werknemers en hulle naasbestaandes 'n belas-
bare voordeel kragtens die Sewende Bylae by
die Wet verteenwoordig, sal die vrystelling krag-
tens artikel 10 (1) (q), onderhewig aan die
beperkings neergeld, van toepassing wees. Kyk
paragrawe 4.2 tot 4.2.2 van hierdie Praktyknota.
7. Waar die omstandighede van 'n besondere aange-
leentheid nie deur hierdie Praktyknota gedek word
nie of daar bestaan onsekerheid, moet die aange-
leentheid met die plaastike Ontvanger van Inkomste
opgeneemn word. Volledige besonderhede moet
verskaf word.

8. LBS

Boek 1 (INSTRUKSIES EN RIGLYNE OOR LBS EN
SIBW) van die IRP 10-belastingaftrekkingstabelle
bevat instruksies met betrekking tot werknemers se
belastingposisie ten opsigte van belasbare studie-
beurse, studielenings en byvoordele wat daarmee
verband hou asook die verpligtinge van werkgewers
in hierdie verband.

UITGEREIK DEUR DIE KOMMISSARIS VAN BINNE-
LANDSE INKOMSTE, PRETORIA.

DEPARTEMENT VAN BINNELANDSE
SAKE

No. 358 12 Maart 1993

AANNAME VAN ANDER VAN INGEVOLGE ARTIKEL
26 VAN DIE WET OP REGISTRASIE VAN
GEBOORTES EN STERFTES, 1992 (WET No. 51
VAN 1992)
Die Direkteur-generaal het goedgekeur dat die
volgende persone die van in kursief gedruk aanneem:
1. Emrus Samuel van der Heever—600929 5059
08 8—Longtomweg 57, Ladysmith— De Wet.
2. Vinod Kantilal—-660327 5217 08 6—Pinestraat
348, Durban— Govan.
3. Ntombikayise Xaba—1968-08-22—Nyakatha-
straat 4920, Lamontville— Mkhwanazi.
4. Nomboniso Sellina Gamede—621212 0783 08
4—M157 Umlazi Lokasie, Umlazi— Nofukula.
5. Mbombozi Mark Hiatshwayo—410918 5400 08
7—sy eggenote Saraphina Dlamini—391010
0585 18 8—en minderjarige kind Sandile Dennis
Hlatshwayo—1978-08-05—Derde Laan 852,
Langlaagte Deep, Johannesburg— Dhlamini.
6. Lwayiphi Joseph Hadebe—1956-06-14 —E1099
Ntuzuma Lokasie, Pk. kwaMashu— Ngcobo.
7. Boginkosi Praisegod Jiyane—640927 5288 08
9—Posina Court, Regentstraat 8, Yeoville—
Dubazana.



Calls for moré VAT cuts

Consumer Reporter and Sapa

The Government’s decision to
zero-rate VAT on a range of
basic foodstuffs was welcomed
yesterday by consumer bodies,
political parties and the Medi-
cal Association of SA (Masa).

Finance Minister Derek Keys
announced on Wednesday that
rice, fresh vegetables, fruit, veg-
etable oils, milk, cultured milk,
eggs, beans and brown wheaten
meal would be exempted fro
VAT from April 7. 220

DP spokesman ohfinance
Ken Andrew said the Govern-
ment had been forced contin-
ually to back-pedal after a
short-sighted and dogmatic ap-
proach to VAT which had made
the system increasingly com-
plex and open to abuse.

The IFP welcomed the Gov-

ernment’s decision but be-
moaned the exclusion of medi-
cine and drought-resistant
€rops.

The ANC hailed the decision
but deemed it long overdue.

“We remain concerned that
other basic necessities, includ-
ing electricity and medical ser-
vices, are not covered. Any pos-
sibility of an increase in VAT
will have a devastating effect
on the poor, who are already
reeling under inflation and un-
employment,” the ANC said.

The Herstigte Nasionale
Party condemned the move as
nothing more than a total capit-
ulation to the demands of the
SACP, through its allies Cosatu
and the ANC,

As the announcement came a
week before the Budget, it was
seen by the HNP as “gross con-
tempt of Parliament”,

Masa said it had hoped medi-
cal services and medicine would
be zero-rated to allow for more
affordable health care,

Consumer Council head Jan
Cronje appealed to producers,
wholesalers and retailers to en-
sure consumers received the full
benefits of the VAT exemptions,
and he invited people to report
any irregularities.

Gareth Ackerman, CEO of
Blue Ribbon Meat Corporation,
said: “Along with the VAT Co-
ordinating Committee, we will
continue to call on the Govern-
ment to zero-rate red meat, as it
is a basic foodstuff and was ex-
empt under GST.”

Whitey Basson, group manag-
ing director of Shoprite Check-
ers, urged the Government to
extend the list to include meat,
fish, chicken and white bread.

. - —




By Michael Chester .

The overall cost of new Gov-
ernment measyreg to ex-
clude more bagje foodstuffs
from the VAT tax net has
been estimateq by the SA
Chamber of Business (Sacob)
at no less than R850 million
a year, ‘gm

Total tax concessios-on food
baskets — also counting earlier
concessions — pow amount to
about R1;5 billion, according to
Sacob calculations,

*'Warning wag sounded that an
announcement on an immediate
increase in the general VAT tax
rate in the 1993 Budget next
week now looked inevitable,

Sacob chief economist Dr Ben
van Renshurg said an increase
in the VAT rate on all other
consumer goods of at least
1 percent was needed to recoup
losses of tay revenue from the
food Package alone,

Dr Azar Jammine, director of
the Econometrix think-tank,
said the estimates reinforced
forecasts that the VAT rate

would be hoisted from 10 per-
cent to around 13 percent —
with the possibility of sliding
Scales going higher on luxury
goods,

Also to be taken into account,
he said, was the dramatic slide
in tax collections over the past
year, caused by cutbacks in con-
sumer spending and the re-
trenchment of thousands of tax-
payers.

Inan assessment of the chain
reaction of the new food conces-
sions, Van Rensburg warned:
“Given the present high figea]
deficit, it wi

8ress with the planneq lowerin,
of direct tax rates Or even to
compensate individuals for the
effects of bracket creep.”

He added: “Against the pres-
ent fragile state of the econ-
omy, a sharp rise in the VAT

rate on taxable commodities .

could result in greater unem-
ployment in some sectors, such
as consumer durables.
“However, the ultimate effect
of a possible higher VAT rate

Wil depend on the oyera)) stra-

tegy which emerges from the

Budget on March 177 -
an Rensburg sajq in a state-
ment: “Sacop recognises the
widespread Poverty in South
Africa and that the Gévernment
Was under extreme bressure to
introduce measures to lessen
the impact of high food price jn.
ation on the poor.
“The business community hag
also been concerned aboyt pov
erty and the s6cio-economic

Van Renshurg argued that
the removaj of more basic food
items from the VAT net “re-
moves attention from the plight
of the really poor — Pparticular.
ly in rural areas”,

He said the benefits of zero-
rating were enjoyed equally by
the Wwealthy and the less
wealthy: “However, they offer
R0 benefit to those with no in-
comes, and thejr impact on the
welfare of People in the ryra]
areas is likely to e limited, The
atest concessions do not elimi-
nate the need for, or reduce the
importance of, a suitable pover-
ty-assistance programme,”.
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HARD-PRESSED consimers
are being warned: “Brace

you s for a bad news Bud-
et &1 ‘133%
Pel¥efgoing up by 15¢ a litre
— possibly more — and a VAT
increase of about 3% are just

two tough steps expected
when the Budget is presented

cefo

to the country on Wednesday.

But personal and company
taxes are unlikely to go up in
spite of Minister of Finance
Mr Derek Keys’s intention to
lower the R30-billion budget
deficit — and edge the country
away from a “debt trap” in
which the government is com-
pelled to increase borrowings

merely to service debt.

Although economists be-
lieve personal tax will be
pegged, income tax thresholds
could be left where they are
and fiscal drag — the effect of
individuals’ salary increases
forcing them into a higher tax

bracket — would generate
greater collections.

r a bad-news budget’

Dr Japie Jacofs, ‘a special
adviser to Mr Ke}s, warned re-
cently that the upcoming Bud-
get would prove “most unpop-
ular’’ by deflating the
economy. He conﬁm}ad the
Budget would not be a'stimula-
tory one, “based on the strong
need to reduce the govern-
ment’s deficit”.




LIBBY PEACOCK
Weekend Argus Reporter

INTRODUCING the VAT Diet —
guaranteed to suit your pocket
and your waistline.

South Africans have tried the
Scarsdale Diet, the Beverley Hills
Diet and the Weighless Diet with
varying degrees of success.

But the VAT Diet — made pos-
sible after Minister of Finance

Derek Keys announced new
Value Added Tax zero-ratings on
a wide range of foodstuffs this
week - contains all the nutrients
for a healthy eating plan,

At present brown bread, mea-
lie meal, mealie rice, samp, dried
mealies, dried beans, lentils,
canned pilchards, milk powder
and dairy powder blends are
zero-rated,

From April 7, rice, fresh fruit
and vegetables, vegetable oil for
use in cooking;fresh milk, certain

.

cultured milk, brown wheaten
meal, eggs and legumes and
pulses (peas and beans) will be
exempted.

And that’s enough to live on,
says Mrs Joan Huskisson, head of
the Nutrition and Dietetics Unit
at the University of Cape Town.

“You should be able to live on
the VAT Diet, provided nutrients
are taken in the right quantities.”

It would have been better if
meat had been included in the
range of zero-rated foodstuffs,
but one could have a “perfectly
adequate, healthy diet” without
meat.

There would have been a lot of
advantage in including marga-
rine, especially to make the
starches more palatable.

The VAT Diet also does not
provide the “comfort” of bever-
ages like tea and coffee,

Calcium would be available
from both the bones in the pil-

on the Vat

wr

Diet
chards and the dli?%‘ products.

“They have included more ba-
sic' agricultural products, Hope-
fully this will encourage people
to use unprocessed foods more
freely than processed, composite
foods, which are less healthy and
more expensive,”

On the VAT Diet, fruit and veg-
etables would provide the whole
range of vitamins and minerals,
while pilchards, eggs and dairy
products would provide protein.

Carbohydrates ‘were present in

mealie mea e wn
bread. @

The inclusiba-of i) milk
showed recognition of the fact
that many South Africans had a
sensitivity to the lactose in uncul-
tured milk, Mrs 1Huskisson said.

A concern was that the vegeta-
ble oil was the only source of
concentrated calories needed by
people who took a Jot of exercise,




Argus Corresp

PRETORIA. — Red meat pro-
ducers are outraged at the gov-
ernment’s decision not to grant
their product tax exempt sta-
tus.

Mr Gerhard Bronn, chair-
man of the Red Meat Produe-
ers Organisation (RPQ) which
falls within the ambit of the
South African Agricultural
Union, said. the retention of

T on reg, mea g
ceptable {8 A1

Urgent representations had

already been made to Finance

Minister Mr Derek Keys.

“If VAT could be imposed at
a zero rate, this would mean a
saving of a;ttgroximately R700
million for the consumer who
in many cases already lives be-
neath the breadline,

“Red meat is a basic food-
stuff which, in view of its ex-
tremely nutritious properties,

lays an important role in
fecding all con ay

g all consumers.”
According to information at
the RPO’s disposal, red meat
producers have had to absorb a

- white

Meat pr(ii_ucers call for zero-rating

portion of the VAT on their
product themselves.

This and the drought in
many areas has led to “a dras-
tic deterioration in the finan-
cial position of many produc-
ers”, Mr Bronn said.

A Consumer Council spokes-
man said yesterday that with
certain foodstuffs bein, zero-
rated, red meat, fish and white
bread should receive the e
treatment. 2 %rgird)

“Statistics show 'that the
black population eat far more

Egead than brown.”

*

j




A bad news

(@ SouTh
By Lynda _.oxa. :

A TAX increase, possibly a two to
three pereent risc in VAT, is likcly
in next Wednesday’s Budget.

Old Mutual cconomist Riaan le
Roux told a media bricfing this
week that there was no alternative
for the government but to increase
taxcs.

The cconomy had never been in
such a weak state and the deficit
had never been as high as it is now.

“I'his is not going to be a2 good
news budget,” I.e Roux said.

The root of the problem was that

1213 -
the government consistently spent
morc than it carned through tax
revenues, -

Most of that spending was -on
salarics and wages ratHer than on
capital invesment to help the ccon-
ormy grow.

This was worscned by the
drought over the last year, when
government paid out an unbudget-
cd R3,5 million in drought relicf.

Tax revenue fell short of expec-
tations because the government
over-cstimated what it could raise
through VAT and it has started to
borrow heavily to make ends meet.

Le Roux said this raiscd the
spectre of South Africa falling into
a major debt trap as it had 1o start
borrowing moncy to pay the inter-
est on the money borrowed, which
will be the start of an endless cycle
of borrowing.

It was therefore incvitable that
there would be some tax increascs
in next week’s Budget, he said.

These could include a VAT
incrcase of between two and three
percent, which would raisc about
R5 billion; a 10 cent increase in
petrol, which would raise R1,2 bil-
lion and customs and excise duty

Budget, predict the experts

increascs on alcohol and cigarcttes,
which would raise R0,4 billion.
‘There may be small tax cuts for
small businesses or poorer people.

Huge cutbacks in government
spending or massive tax increases
all round would stall the cconomy
completely.

He said that if the government
cnded the year with a deficit higher
than targeted, its credibility would
be croded completely.

e For more on what the
experts predict could be in
the Budget, see pages 12
and 13 .

_/“ &V




‘Stop (¥
all

govt @
&?’!ﬁgmlﬂz

COSATU does not want taxes
— inciuding VAT and i income
tax — to be increased in th!s
year’s Budget.

The union federation’s secre:
tary general, Jay Naidoo, says
Cosatu wants Budget alloca-
tions to finance economic
restructuring. It also wants a
alt to expenditure on

id-related d

"The National Councl of
Trade Unions (Nactu) is also
opposed to an increase in -
income tax. il

Cosatu says it wants all -
bureacratic perks stopped.

“All civil servants, including
the president, should pay tax
and the practice of golden
handshakes and housing and
travel privileges for the state
should be abolished,” Naidoo
said last week.

Government corruption
should be stopped by firm
financial controls. Cosatu wants
the income and expenditure
sides of the Budget brought
under one government depart-
ment, and each department
audited to identify areas of
wastage and corruption,

Cosatu is'discussing the Ticed:
for an independent tax com-
mission to rationalise govern-
ment income and expenditure
and make it more efficient.

‘While Naidoo conceded the
deﬁcit could not be ignored, he
said priorities should be inden-
tified and addressed over time.

Cosatu believes these priori-
ties to be housing, health and
job training needs.

The involvement of agencies
like the Development Bank of
South Africa would assist in
delivering resources to people
who need them.

Restructuring-the public sec-
tor and incorporating the
homelands is also high on
Cosatu’s agenda. ’

This would mean the demise.
of own affairs administrations,
which would save millions.

A savmg of R2,5 billion a
year could be made if the
thomelands were incorporated
into South Africa, according to-
conscrvative estimates.

According to the Central Sta-
tistical Services, the homelands
salary bill for their 230 000
public servants would excccd
RS billion this year. ;

The saving would be fhiade
at the level of executive and
administrative fevel.

Cosatu acknowledges that
essential services would have to
-continue.

Lavish perks for chief minis-
ters and their cabinet colleagues
have loaded costs significantly.

' The six homelands have a
combined total of 57 ministers,
including chief ministers.

Gazankulu had nine, KaNg-
wane mne, Kwazilu 12, -
Lebowa 10, QwaQwa eight,
and KwaNdebele nine.

Then' total grant from the .

South African », -ernment in"
the current financi. year was
just under R9 billlon
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‘Taxpayers wait anxiously

N A RECESSION, is it accept-
able that the government
increase taxes? That’s the big
.question bugging taxpayers as
Budget day approaches. Even
"+ the business community is divided on
7 the issue.
X The South Z:B: Chamber of
* Commerce (Sacob) says increased
taxes will lower the purchasing power
. of consumers. Sacob says the issue
‘. could become a political hot potato.
i N But Sanlam says an increase,
i _ whether we like it or not, is inevitable.
" Sacob’s director general Mr Ray-
‘- mond Parsons argues that indirect
taxes, such as VAT, should not be
. raised by Finance Minister Mr Derek
-~ Keys.
. “An increase in indirect taxes will
" undermine the purchasing power of
" consumers. This could result in pres-
"+ sure for wage and salary increases to
+ compensate for higher living costs,
which would raise inflationary pres-
= sure further,” says Parsons.
Sanlam chief economist Johan
*! Louw says Keys will have no option
. but to raise taxes. .
“However, it is expected that he
. will keep the increases as modcrate as
>’ possible so as not to dampen general
*  economic activity E..:onovuw:d: says
Louw.

percent to 13 pereent, with a wider

He cxpects a hike in VAT from 10.-

An increase
VAT to 13 percent,
even if more food-
stuffs are exempted,
would raise inflation
by about 1,5 per-
centage points’ —
Raymond Parsons

range of basic foodstuffs and services
being cxempted from VAT.

Therc could also be an increased
levy on fuel, about 10 cents a litre,
and higher excise dutics, says Louw.

Parson argucs that an increase in
VAT 10 13 percent, cven if more
foodstuffs are exempted, would raise
inflation by about 1,5 percentage
points during 1993. The increased
inflation rate would then reduce the
amount of real disposable income —
the cash consumers can spend or save
after costs or taxes.

rate would raise an additional R3,5

Parson estimatcs a 13 percent VAT

billion (assuming that zero rating and
other exemptions are limited).

Another R1 billion could be raised
by increasing the fuel tax and other
indirect taxes.

But the R4,5 billion raised would
be offset by government collecting
Jess in other sectors, because people
would have less to spend.

Parsons says Sacob is not opposed
in principle to an increase in indirect
taxes such as VAT, but is concerned
at the timing of the increase.

He says it could make the recession
more severe and “repoliticisc” VAT
when the systern has been “accepted
by the public”.

The result would be a call for more
goods to be exempt and this could
undermine the system, he says.

The high budget deficit, resulting
from the government spending more
than it receives, will also be a source
of worry.

"The deficit currently stands at nine
percent of the Gross Domestic Prod-
uct (GDP) — the total valuc of a
country’s output.

Parson says the failure by govern-
ment to address the high budget
deficit will undermine perceptions of
this country by organisations such as
theInterational Monetary Fund
QZ:d and the World Bank.

“"The IMF wants South Affrica to
contain the deficit to about 4,5 per-
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cent of GDP.

Instead of raising taxes to raise rev-
enue, another way of attacking the
deficit is 10 cut government spending.

Parsons and L.ouw agree that the
government will have to cut the state
wage bill if they want to cut spending.

The State wage bill accounts for
roughly 40 percent of the govern-
ment’s total spending, says Parsons.

He estimates that there could be a
“real reduction” in government
spending il the wage increases are
kept to five percent and employment
levels are not increased.

Parsons and Louw agree that the
economy — which is in its worst

ion since the dep of the

thirtics — may only recover signifi-
cantly towards the end of the year.

Prospects of an export-led recovery
have become increasingly unlikely as
the world economy, which accounts
for about 70% of South Affrica’s
exports, remains in recession.

Jobs will continue to be lost as the
country enters its fifth year of reces-
sion. About 300 000 jobs have been
lost in the formal scctor during these
five years,

“There are no signs the retrench-
ment phase has come to an end,
although there are signs that it may
be slowing down.

“However if production levels start
1o increase, labour will once again be

absorbed into the formal economy.
Sacob believes this process will start
gaining momentum from the third
quarter of 1993.”

Parsons estimates that salary and
wage increases will be limited to
between five and eight percent. He
hopes the recently launched National
Economic Forum will diffuse tensions
between business, labour and the
government and help to create a
more stable environment.

Sacob believes the budget will have
to assist small business, which consti-
tute about 40 percent of GDP. The
National Econornic Forum has
alrecady been asked to look at how 10
assist the small business community.

l_l

Louw agrecs that the economy may
make a recovery late in 1993, but he
says favourable developments such as
the lower inflation rate and lower
interest rates will be overshadowed by
negative influences.

These include:

® the ongoing violence;

# limited export opportunities as
the world wide recession continues;

@ the low gold price

® decreased domestic spending as
consumers becomne poorer and the
disapointing level of fixed investment.

‘The drought also remains a factor
and the Budget is expected 10 have a
mildy dampening cffcet on general
€conemic activity.
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'FINANCE Minister
'Derek Keys is expect-
ed to table a treaty
'this week to end the
\seven-year, R2-billion
‘wrangle between film
investors and the tax-
man.

Mr Keys confirms that
he will address the issue
in his Budget speech on
Wednesday. He declines
to give any further de-
tails,

This follows speculation
that a compromise has been
reached between the Com-
missioner for Inland Rev-
€hue and the 38 000 taxpayers
'Wwho owe around R2-billion

:{for deductions they claimed
‘Lfor film expenses.

+fo.- Industry sources say the
“Jsettlement on the table al-

will get a tax deduction of R1
for every Rl invested.
owever, marketing and
distribution costs are unlike-
1y to be tax deductible,
- Before the scheme was
stopped, investors stood to
get a5 much as R5 in tax
deductioris for every R1 in-
vested.”
- A fax consultant says
many investors are hoping
for a write-off equal to twice
their costs, which means they
will come out square on their
Jinvestment but will not be

R2bn shoo

143193,

G0

able to use the deductions to
offset other income.

Taxpayers are not bound
to accept the expected offer
and can press ahead with
co.ukrlt proceedings if they
wish,

Tax experts say as much ~

as R2:billion is at issue, al-
though figures are not avail-
able on how much of the that
has been paid to Inland Rev-
enue. Some investors have
met demands from the Re-
ceiver, some have made late
payments but withheld inter-
est and others have witheld
all payments.

The proposal is the culmi-
nation of several years of ne-
gotiations between the Re-
ceiver’s office and taxpayers,
many of whom are repre-
sented by top Johannesburg
lawyer Michael Katz.

Distrust

Coopers Theron du Toit
partner Rick Cottrell says
that if the 1:1 offer is accept-
ed by the majority it will be
because they are sick of the
protracted arguments and
uncertainty and not because
it is a fair settlement.

He says a 1:1 settlement is
no more than what the tax-
payers are entitled to.

“This is not going to ap-
pease anybody. If the Com-
missioner wants to allay the
distrust and feeling of the

Tack of honour of Inland Rev-
enue, then it is going to have
to be more generous.”

The law — before its effec-
tive abolition — provided for
tax incentives to encourage
the production of films in SA.

Kessel Feinstein tax part-
ner Ernest Mazansky ex-

lains that investors were al-
owed to deduct a variety of
expenses inceured in produc-
ing, marketing and distribut-
ing the films. They also quali-
fied for export” marketing
allowances.

As a result, numerous poor
quality B-grade films were
produced regardless of finan-
cially viability.

Mr Cottrell says some peo-
ple were involved in fairl;
aggressive schemes whicl
exploited the benefits.

“But there were also many
honest and conservative in-
vestors who did not see this
as a loophole but as a legiti-
mate opportunity to invest in
films.

“To lump them together in
one basket highlights the sys-
tem’s unfairness.”

Mr Mazansky says the
Commissioner pulled the
plug on the investments in
March 1989 and proceeded to
attack existing schemes, in-
cluding those which had re-
ceived written rulings,

“Additionally, Inland Rev-
enue attacked film schemes

In taxman vs

o ST, (s3]
Investor e
()

"By TERRY BETTY

pic

which complied with the cri-

teria contained in legislation
specifically introduced to ca-
ter for film investment and
not withstanding public as-
surances to the contrary by
both the then Commissioner
for Inland Revenue and the
then Minister of Finance.”

Although many investors
did not receive written rul-
ings, they based their deals
on similar structures. And by
that stage a practice was
‘considered to have been es-
tablished because written
rulings had to be issued for
similar cases. .

A test case on a movie
called Jake Speed was taken
to the Special Tax Court last
year, and the judgment from
Mr Justice Melamet is ex-
pected before the end of the
month, says Hofmeyr van der
Merwe partner, Fiona Peart,
-who is representing the Jake
Speed taxpayers.

Although the judgment
was originally intended to set
a precedent for other taxpay-
ers, it is now feared it will be
based on technicalities pecu-
liar to the Jake Speed case
only. *

1t is possible that the loging
party will take the case on
appeal, which will take an-
other few years to settle, says
Mrs Peart.

Interest

'This has necessitated some
sort of compromise between
the Reteiver and taxpayers,
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as if, would be virtually .im-
ible to take all 38000

18% a
y owe,

Fisher Hoffman Stride tax
partner Anthony’'Chait ex-
plains that two types of inter-
est are involved.
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TS a topic that should focus the mind of the
nation: legislation regulating the working

conditions of domestic
force this year ...
employs a char or gardener is

come into
household that
affected.

workers is due to
and every

However, these moves to put domestics on a

par with workers

in commerce and industry

should be accompanied by similar tax relief for

employers. This

is the view of the recently
——

formed Domestic Em-
ployers’ Association of
South Africa.

The proposal that
wages paid to domes-
tics should be tax de-
ductible forms part of
the association’s rec-
ommendations to the
Department of Man-
power,

Most domestic ar-
rangements tend to be
ad hoc, without writ-
ten contracts — and
wages are paid out of
after-tax money.

“Quite simply,” says

padd

T\
Uoswwns.nmﬁs\%% m

a can expect

legislation this year that will
regulate working conditions in the

home. JANET WILHELM

S at

current \@Mﬁﬁaﬁﬂ N@

.Clare Read, the associ-

ation’s chairman, “the
other side of regulat-
ing the employment of
domestics is that em-
ployers should enjoy
the same tax benefits
as all other employers.

“The Income Tax
Act should be amend-
ed to allow domestic
employers to deduct
the wages, benefits
and expenses pertain-
ing to their workers in
the calculation of tax-
able income.

“It would be grossly
unfair to the domestie

industry that it re-
mains excluded from
the provisions of the
Income Tax Act while
having to fuifill all the
obligations flowing
from the Basic Condi-
tions of Employment
Act.”

The draft bill to ex-
tend the Basic Condi-
tions of Employment
Act to include domes-
tics was gazetted for
comment in Decem-
ber.

The deadline for
public submissions on
the legislation has now

expired. The Depart-
ment of Manpower is
processing these for a
final decision by the
Minister of Manpower.

But, in terms of
agreements made
with Cosatu on the reg-
ulation of domestic
and farm workers, we
can expect legislation
shortly.

Another concern. of
the Domestic Employ-
ers’ Association is that
the legislation will he
pushed through before
people fully under-
stand the implications.

“We are worried
that employers will
over-react owing to a
lack of knowledge,”
says Mrs Read. “What
we don’t need in this
country right now is

more unemployment.”

“Already there is
confusion.” Many em-
ployers believe the
new legislation will
enforce a minimum
wage.”

The fact is that the
legislation does not

concern itself with’

minimum wages.
What is on the table
are working condi-
tions. Specifically:
working hours, meal
intervals, overtime,
work on Sundays and
public holidays, holi-
day pay, maternity
and sick leave, the in-
troduction of pay slips
and rights in respect of
termination of service.
To help both em-
ployers and employees
to adjust to the mew
order, the association
has recommended
that the law not be
brought into force un-

til January next year.

his will allow for
an interim ad-
justment period.
The Domestic
Employers’ As-
sociation has recom-
mended that the De-
partment of
Manpower use this
time to embark on a
nationwide education-
al programme to pre-
pare both employees
and employers.
A number of sub-
missions have been

d mean tax bengfits for employers

made on behalf of em-

‘ployees, including one

by the Black Sash.

The organisation
has asked for clarity
on who is included in
the definition of a
domestic worker and
on the rights of part-
time but regular em-
ployees.

The Black Sash also
asks that the minister

addresses the question
of unfair dismissal and
the paying of UIF to
cover benefits like ma-
ternity leave.

The legislation will
touch virtually every
family in the country.
What's needed as soon
as possible is clarity so
that people can plan
for the anticipated
changes.




REVEHUE COMPARISONS

Inlend Revenue

Income tax on:
Individuals ...
Non-mining companies
Gold mines ..........

VAT/sales tax .
Gold mine leases
Stamp duties ...,
Transfer duties
Other ..o

Total

Customs and Excise
Customs duty .,
Import surcharge ..
Excise duty
Fuel lovy ...
Ordinary levy
Miscellaneous

Total

Less: Customs Union payments..
Total
Total Revenue

1992-93
Budgeted

1992-93
Revised

estimate
Rm

1993-94
Budgeted
at exists
ing rafes
Rm

1752
88 895

on
1992/93
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By STAN MHLONG0 -

SLICHT relief} greeted

foodstuffs this week.

However, Cosatu
spokesman Bheki Nkosi
slammed Finance Minis-
ter Derick Keys for not
2ero-rating taxation op
water, electricity and
medicine,

. achithe lifting of Vat on basic-

2 meeting with Minister

VAT rsfief

“This organisation had’

3

ealth Rina Venter,
where we received.an ag
surance  thitiedic

for poor
[%"Z{B.p@_ ’

Stelfa Mohlame said the
2ero-rating. of ‘basic food.
stuffs Was-welcomed, but
stressed that the. decision
not o' zero-rate redicine
“was disappointing con-
sidering that ‘thig coun-
try’s poor ajority would
milk, rice, vegetables and be the ores to feel the
brown flour will be Z€r0-  pinch”,

‘that Cosat%i
accept the
-of meat, -fish -
and white bread from the
zero-rated foods, ’

Foods like e%gs, fresh
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JOHANNESBURG. —,
Latest Exchequer
figures, which showed
revepue collection
slowed in'February from
January, indicated seri-
ous structural problems
within the tax system,
Nedcor Bank chief
economist Edward Os-
born said yesterday.
The Central Statistical
Service reported that
total revenue collected
for the 11 months to Feb-
ruary was 80,1% of the

Revenue

T

tax structure

budgeted amount. The
deficit, before borrow-
ing and debt repayment
and excluding the other
statutory appropri-
ations, was 130,5% of the
deficit voted for the full
year. For the 1991/92

period, the deficit was
117,8%.

Total Exchequer re-
ceipts were R67,9bn and
total issues were R91bn.

Osborn said the
figures showed total rev-
enue for the year was

ﬁgur |

ost
cggls 9
poser

likely to be R75bn and
total expenditure, in-
cluding additional ap-
propriations amounting
to about R4,5bn in Feb-
ruary, would be R104bn,
which meant the deficit
would be R29bn.

de come:!
doubled that initially
budgeted for and posed
a “considerable credi-
bility problem” for
Finance Minister Derek
Keys’s Budget this week,
he said.

CSS said during the
first 11 months of the fi-
nancial year, receipts
showed a rise of 2,6%
over the corresponding
period last year, com-
pared with a 3,2% im-
provement in the ten
months to January.
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I Revenue figures
highlight tax flaws -
320

TIM MARSLAN

1ATEST Exchequer figures, W showed
revenue collection slowed in February
from January, indicated serious structural
problems within the tax system, Nedcor
Bank chief ecg, rmist dward Qsbprn said
yesterday. g ik 1573/93 -

The Central Statistical Service reported
that total revenue collected for the 11
months to February was 80,1% of the bud-
geted amount. The deficit, before borrow-
ing and debt repayment and excluding the
other statutory appropriations, was 1305%
of the deficit voted for the full year. For
the 1991/92 period, the deficit was 117,8%.

Total Exchequer receipts were R67,9bn
and total issues were R91bn.

Osborn said the figures showed total
revenue for the year was likely to be R75bn
and total expenditure, including additional
appropriations amounting to about R4,5bn
| in Pebruary, would be R104hn, which
meant the deficit would be R29bn.

The deficit outcome doubled that initial-
ly budgeted for and posed a “considerable
credibility problem” for Finance Minister
Derek Keys's Budget this week, he said.

The problem, besides the usual under-
statement of expenditure, was that of the
reliability of the revenue forecasts. This
had been “inadequate” in recent years. .

€SS said during the first 11'months of the
financial year, receipts showed a rise of
26% over the corresponding period last
year, compared with a 3,2% improvement
in the ten months to January.

- -
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Last-minute plea
for zero-rate meat
Staff Reporter 520 ) i i
A LAST-minute appeal to zero-rate red meat for
*. VAT has been made by the South African Agricul-
{ tural Union’s Redmeat Producérs Organisation. -
. “If VAT could be imposed at a zero rate (on'red
)’ meat), it would mean a saving of about R700 mil-
lion for the. consumer who, in many cases, already
Tives below the breadline,” said RPO chairman Mr
Gerhard Bronn, S .
Mr Bronn said red:meat was a nutritious basic
food and according to information obtained by the
RPO, cattle farmers have had:to absorb. part. of
the VAT on their product. .. ot
This, as well as the'lengthy drought which had
hit large parts of the:country’s cattle-farming ar-

. eas, have placed farmers.in,a worsening financial
position. - M).&j {t]’:&h} ‘
Mr Bronn said, urgent.-repre ntations’ to . zero-

. rate red meat had already been made to the. Minis-
ter of Finance, Mr.Derek:Keys, and the issie"was
still under discussion. . L Ll

According to Mr Gareth‘Ackerman, chief exec-
tive officer of the Blue:Ribbon meat corporation,
the tonnage. of red meat sold in his stores declined
in October,1991 by the amount of the increase‘as a
resuit of the implementation of VAT and Hiad still
not recovered. o

! Addressing the South African Feedlot Associa®

“Etion in Vereeniging, Mr- Ackerman said: ‘One can

understand ‘luxury items’ not being allocate

B rating, but toicontinue to classify meat as a I

Hitem is a serious mistake,” he said.




Economy cannof afford drastic fix

The Government cannot afford
to apply drastic medicine to
markedly cut the deficit before
borrowing, says Old Mutual
economist Riaan le Roux.

Le Roux said at a press con-
- ference yesterday that the
economy was far too weak to
absorb large scale tax in-
creases. STAR. |I€JK} 91

He expects the go ent to
budget for spending increases
of 7,5 percent to R113 billion in
the 1993/4 fiscal year, while
revenue income, excluding any
tax hikes, is forecast to rise hy
nine percent to R82 billion,
This would leave the deficit

an unaceeptably high

R31 billion, the equivalent of
8,4 percent of GDP.  ( % )
Such a large defieitwill in-

" crease the cost of servicing the
government’s debt, which is al-
ready swallowing over 20 per-
cent of revenue income.

Le Roux therefore expects a
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gradual decline in the deficit,
which would be accomplished
by a real cut in government
spending as well as tax in-
creases to rake in an additi
R6,3 billion. (see chart) 0

Coupled with minor ]
warth about R800 million this
would reduce the deficit to
R25,5 billion, equivalent to
6,8 percent of GDP, -
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scrap Six

. By Sven Liinsche

..The life insurance industry
1..is expecting the abolition of

the Sixth Schedule of the In-

1-come Tax Act to be an-
- nounced in the. Budget to-

MOIrow.
The Life Offices Association
(LOA), the umbrella body for

| .the industry, has issued a note

‘to.its meinbers advising them
of a “code of conduct” to apply
between the announcement and
amending legislation in the In-
surance Act,

Liftifig” the Sixth Schedule’

will enablé life insurers to issue
investment. products for a five-
year périod with no life cover
requirements. At present, life
office ‘products have to have a
minimum term of 10 years and
a life cover' component.

The.repeal of Sixth Schedule
and the “four-fund” approach to
life offices taxation were key
recommendation of the Jacobs
Committee inquiry into the in-
dustry, #,

The LOA expects Finance
Minister Detek Keys to commit
the Government to both these
principles tomorrow, although
the four-fund approach is only
likely to be phased in over three
years.

Elaborating on the impending
changes, Old Mutual’s manager,
product research, Peter
Spreeuwenberg, said yesterday
the Sixth Schedule had made
the primary function of the in-
dustry — the provision of long-
term insurance and the protec-
tion of future income — an ad-

“With a democratic process

“ starting to unfold, and especial-

ly the pressures of a‘prolonged
recession, the abolition of the
schedule cannot be postponed
anymore,” he said.

In terms of the code of con-
duct, the LOA advises that the
prescriptions of the code should
be interpreted as if théy were
law, as amending regulation for|
the repeal of the Sixth Schedule
may still undergo changes be-
tween now and the eventual
.amendment, '

“We were told that one of the

" considerations would be the

conduct of the industry during
the imterim period which will
now commence,” the:LOA says.
The code prescribes that pro-
ducts should adhere.to the fol-
lowing guidelines:
@ A demarcation period of five
years, allowing for limited cash
values within this period.
@ Limiting premium increases
to 20 percent per annum, appli-
cable to both new and existing
business, but containing life-
style protection and inflation-
fighting clauses.

@ A go-ahead for single invest-
ments, which would have cer-
tain tax benefits, but would not
attract tax penalties upon early
investments in the underlying
portfolio.

@ Allowing for limited premi-
um-paying terms.

® No minimum life cover re-
quirements.

Spr berg said b
shorter than five years was
clearly the domain of banks and
building societies.

expects Keys

Star

ministrative nightmare. E‘%‘ L"

Iol2lqz

“To prevent life assurance in-
struments even closely market-
ing any cash benefits within the
first five years, we envisage
that cash values within this
period will be limited to a re-
turn of premiums compounded
by five percent interest.”.

He added that the simultane-
ous phasing in of the four-fund
approach also had certain in-
herent benefits for the insur-
ance industry.

In terms of this approach, life

office operations are split into
four funds for purposes of taxa-
tion — an individual polieyhold-
er’s fund, an untaxed policy-
holder’s fund, a corporate fund
and a corporate policyholder’s
fund.

The key benefit of this ap-
proach is that income earned by
funds of individual persons
would attract a tax rate of
30 percent, instead of 48 per-
cent.
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Unions set to op
if job pmbleﬁlﬂ%

SHARON SOROUR

Labour Reporter

ORGANISED labour is set to op-
pose the Budget if it does not ad-
dress demands for the creation of
jobs and the upliftment of workers.

Cosatu regional secretary Jona-
than Arendse said federation mem-
ild-hoid a “Jow-profile pro-
test” tomorrow, beginning with a
meeting in St George’s Cathedral
hall and culminating in a march to
parliament with its affiliate Na-
tional Education, Health and Allied
Workers Union (Nehawu).

Cosatu members would protest
outside the offices of the Receiver
of Revenue in Plein Street.

The trade union federation —
which has called for a Budget

aimed at creating jobs and provid-
ing housing and education —— met
Finance Minister Derek Keys last
week to discuss it.

Cosatu also appealed to Mr Keys

_mot to increase the VAT rate or

other taxes that would affect the

.poor and the working class.

The federation welcomed the
lifting of VAT from basic food-
stuffs last week, but questioned
why fish and ‘white bread were not
exempted.

Nactu spokesman Brian Wil-
liams said Nactu was not expecting
a Budget that would direct itself at
“providing a foundation to over-
come problems -created by apart-
heid”.

Mr Williams said preliminary

reports on the Budget Nactu had
received indicated it was “exces-
sively weak” on economic redistri-
bution.

“The central philosophy of the
Budget is based on the supply-side
economic philosophy of Britain and
the United States.”

Mr Williams believed the Budget
presented little hope for the poor.

“Jt will burden the poor to a
greater extent to provide more
money for the government and 1 do
not believe it will bring about any
significant changes in unemploy-
ment or the conditions of the’work-
ing classes,” he said. :

Nactu would hold a strategy
planning conference in Johannes-
burg later this week,
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~Businsss Staft
AXPAYERS will shoulder

reases in direst and indi-
ect taxes and higher levies
and ‘~yriffs, partitsafy on
nel and luxuries, in tomor-
ow’s Budget.

An increase in VAT from 10
percent will be the main
weapon which Finance Minis-
er Derek Keys will use to
add to the depleted govern-
“ment coffers.

Taxpayers can also expect a 10
percent ‘increase in fuel prices
iand to pay more for luxuries.
Although it is not known
whether the government will go
ahead with a 1 percent increase
in the top marginal rate in indi-
¢yidual tax, the inflationary effect
‘on earnings will drag taxpayers
" into higher brackets.

On the spending side, the civil
: service has already been told
. that government will restrict in-
i creases, which in recent years
have been higher on average than
in the private sector.

This will probably be the main
saving Mr Keys can effect to
" meet his commitment to limit
government consumption spend-
ing this year.

;7 On the concession side, Mr

T

| Derek Keys,
on

above
Bu

RRCT1b

!

Details of the Budget
wili be reported in later
editions of The Argus
tOMOITOW.

Keys has already given away his
prize plum — zero-rating on a:
“imited range of fuod. -

Social pensioners of all races
can expect an across-the-board
increase followed by a promise of
parity by the end of the year.

Economists expect only bad
news but encouraged Mr Keys to
stick to his aim of a steady re-
duction in government debt.

Mr Keys delivers his first Bud-
get tomorrow under the pressure
of enormous political and eco-
nomic demands which cannot be
met in the short term.

® From the political left Mr
Keys faces demands for a swing
to redistribution policies to meet
the acute demands of the under-
privileged.

@ From the business sector the
demand is for a reduction in
State spending, cuts in tax and
long-term growth-oriented fiscal
policies. The trend should be
within the framework of the gov-
ernment’s normative economic
model unveiled last week.

Indications are that Mr Keys
will aim at a shortfall in govern-
ment spending of about 6,5 per-

cent of the gross domestic prod-'-

, juggling

get tightrope

uct (GDP). This means he will be
Jooking to borrow about R20 bil-
lion to balance his books.

This would be down from the

- almost R30 billion or 9 percent of

GDP for this year but way above
the accepted guidline of no more
than 3 percent of GDP.

«, Demgcratic Party fipance

ispokesmian Mr Ken Andreéw hass

urged Mr Keys to stick to his
word to restrain government
spending by delivering a Budget
of no more than R107,3 billion.

The South African Chamber of
Business has said that it will be
watching to see whether Mr Keys
will start moving on the guide-
lines of the government’s eco-
nomic model, warning of a loss of
credibility if he does not.

Mr Trevor Manuel, African Na-
tional Congress head of economic
planning, said he expected the
Budget fo reflect National Party
election priorities but it would
continue to reflect the govern-
ment’s ineptitude” in developmen-
tal planning.

He said that although there
would be parity in pensions ex-
penditure, areas such as educa-
tion management would be con-
tinued along apartheid lines.

Mr Manuel said it was impor-
tant that the Budget should deal
with the efficient management of
the deficit which he said was the
direct result of government inef-
ficiency in overspending and-the
under-collection of taxes.
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Fresh de:

now consumers will wait to se
vegetables being zero-rated for VAT will be pass

al ...

Shar

S 53

e if the benefits of fresh
ed on to them, or stay with dealers.

lolglqe,

Dealers the key to VA

HE deal worked out in

the zero-rating of value

added tax (VAT) on

basic foodstuffs should
bring down the cost of a shop-
ping basket, as long as unscru-
pulous dealers resist the
temptation to exploit the
move.

The overall impact of VAT
on food prices will be known
only tomorrow when Finance
Minister Derek Keys presents
his Budget.

The deal has been wel-
comed by consumer organisa-

tions and political parties, al-

though the Cosatu-led Vat Co-
ordinating Committee (VCC)
would have liked it applied to
other basic foods and services.

The VCC, the driving force
in anti-VAT campaigns since
this tax replaced general sales
tax (GST) 19 months ago,
hailed the Government’s deci-
sion but added that it was “the
best that could be achieved at
the present time”.

It asked the Government to
consider zero-rating VAT on
basic foodstuffs, electricity,
water, medicines and medical
services. It also asked for as-
sistance for small business.

However, last-minute con-
sultations between Finance
Minister Derek Keys and the
VCC saw the Government
agreeing that rice, fresh vege-
tables, fruit, vegetable oils,
milk, cultured milk, eggs,
beans and brown wheaten
meal would be zero-rated
from April 7.

This is in addition to brown
bread, maize meal, samp,
mealie rice, dried mealies and

G

powdered milk, which were
exempted in October 1991.

But questions remain over
whether the exemptions bring
an immediate 10 percent (the
current VAT rate) reduction
on the items listed, and wheth-
er the savings will be passed
on to consumers. !

Pick ’'n Pay and Checkers
have said they will ensure
savings are passed on.

However, Econometrix di-
rector Tony Twine says al-
though he believes the reduc-
tions could lower food prices,
the question is whether the
benefits will go to the shopper
‘or to the shopkeeper.

inclusive

Twine' says the removal of
VAT from the listed items
could be exploited by unscru-
pulous dealers. He says one of
the problems recognised with
VAT is that prices are quoted
inclusive of the tax, while the
GST system added it at the
till.

“Take for instance a kilo-
gram of rice which costs
R1,10. An unscrupulous shop-
keeper could raise the price
before April 7. Then when
VAT goes, the price could be
back at R1,10 and the consum-
er won't benefit from the re-
ductions.”

Twine warns further that
even if the full benefits are
passed on to consumers, they
will experience only a 0,4 per-
cent cut in the inflation rate.

He points out that it is wide-
ly expected that VAT on the
remaining basket of goods will

T benefits

g0 up and a 1 percentage’p
Increase in VAT adds 0,6
cent to-the inflation rate
afull year. : R

Twine ‘believes VAT will.be
increased to 12 percent and,,if
it is, there"will be -a.net
0,9 percent increase in infla-
tion.

“Consumers can benefit
only if their consumption con-
tains an abnormally high pro-
portion of foodstuffs that are
zero-rated and the dealer
gives them
these

tailers, prodiicers‘and
wholesalers to’ pass:on:the:
benefits to consumers and;has

asked consumers to report.
any irregularities to it

]




T Value added tax is expected to

rise from 10 to 13 percent when
Finance Minister Derek Keys
makes his Budget speech later
. today.

1 . This means food generally —
4o like everything else — will cost
1 more.

1. The Star today publishes its

- third monthly Consumer Basket
so that consumers will have a
comparison when the new VAT
figure becomes effective. .

The 16 items surveyed are
common among many house-
holds. But brand names have
been given, after supermarkets
 said the first two Baskets had

=

J-. “not compared like with like”.

[,. . The price survey was con-
: ducted on Monday.

o

- Bliss Yoghurt 500 ml -~

“ome 1'kg’

i* Handy Andy' 750'm) * -

ToilskFiolis doz.

2,99

. Cookirig OiL 750 mi -
! .Five Roses .

\Tedbagjs 250

1 ‘.
[ (Biack'Cat” ‘SpaBrand  Biack{ :
L2797 319 72,887
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By ANTHONY JOHNSON
and VOR CREWS
TAXPAYERS can expect a
mugging today when Finance
Minister Mr Derek Keys pre-

sents his first Budget.

The minister will have to
juggle the conflicting de-
mands of millions of under-
privileged first-time voters
with promises that the state

will finally curb rupa ray ex-
penditure. (S _H_W 3,

Experts expect:
® An increase in the 10%
VAT rate to at least 12%, but
probably higher.

@ A hike in the fuel price
of between 10-20c a litre.

@ Higher taxes on tobacco,
alcohol and other “luxuries”,

® Using the inflationary ef-
fects of earnings to drag tax-

pectéd to use
some of these revenue-col-
lecting devices, as well as
savings effected by further
cut-backs in defence spend-
ing, to assist the poor which
will comprise the bulk of vot-
ers.

Racially-based discrepan-
cies in pension payments are
expected to be eliminated
this year, but political par-

nmmanmﬂwzwoenw means test
for pensioners be eliminated
as well.

Mr Keys will also be under
pressure to divert additional
funds to social spending in
areas such as education,
health, housing and job-cre:
ation.

Government sources said
that the Budget would also

ditions to satisfy the related
goals of increased growth
and economic investment in
South Africa’s ailing econo-
my.

© Anti-Budget protests
have been organised by
members of the ANC alliance
and public sector workers,

@ Budget :aoedumna =.x.o.< to
Page 11 -

payers into higher brackets.

¥ T g

ties are concerned that the

&) e g

be geared to improving con-
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raucduon vote expected to soar

Budget likely
to hike taxes,
o@%ﬁ@m:&% g

CAPE TOWN — A deflationary blend
of tax increases and spending cuts is
the likely theme of Finance Minister
Derek Keys's maiden Budget, to be
presented to Parliament today.

Already billed by Finance officials as
probably the most unpopular in living
memory, the Budget looks set to increase
the current 10% VAT rate to 12%-14%.

Further revenue measures are likely to
include a hike in the petrol price of 10c-15¢
a litre, generating about R1,5bn. Increases
in customs and excise duties on petrol,
alcohol and cigarettes should raise R500m,
and estate duties are also set to rise.

Indications are that a reduction in mar-
ketable securities tax and a return of taxes
on dividend income will not materialise.

The higher taxes, together with an ex-
pected cut in inflation-adjusted govern-
ment spending, will help finance commit-
ments such as the equalisation of social
pensions and probable extra allocations to
welfare and law and order.

Keys must balance the need for econom-
ic growth with the requirement to reduce
the deficit to more manageable levels
from the present 9% of GDP. He is expect-
ed to announce a deficit for 1993/94 of
R24bn-R25bn, or more than 6% of GDP —
on the high side of economists’ forecasts,
Spending of about R113bn is expected, rep-
resenting an increase of about 8% from
last year’s R104,9bn, which includes
drought relief expenditure.

One of the largest spending increases
will be on the biggest spending item in the
Budget, education. The vote is expected to
increase by more than 25% to about 7% of
GDP — high by international standards.

_’ GRETA STEYN and 1_
SIMON WILLSON

The second biggest slice of the Budget
will go to servicing state debt, estimated to
cost R20bn. Real increases are also expect-
ed for the police budget, the TBVC states,
housing and other social spending. De-
fence, at less than Ri0bn, is expected to
remain constant in nominal terms, repre-
senting a sharp decline in real terms.

The Budget will have to tackle sirmulta-
neously short-term issues suchas a soaring
deficit before borrowing and increasing
requirements for welfare provision. In ad-

DON'T miss Business Day’s Budget

Special tomorrow. Apart from all the

news, analysis and comment, it will

include the Finance Minister’s full

speech in a pull-out supplement with

graphs, charts and tax tables — easy
to keep for future use.

dition, Keys will have to start the adjust-
ment of state finances to the medium-term
targets outlined last week in the economic
structural adjustment programme.

The already high income tax burden on
individuals and companies, as well as the
medium-term intention to raise more rev-
enue from indirect taxation, probably
means direct tax rates will be unchanged.
Rumours persist, however, of a possibie
percentage point increase to the current
top marginal personal tax rate of 43%.

An important source of income is ex-
pected to be fiscal drag when tax brackets
are not adjusted. Eliminating fiscal drag

O To Page 2
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would cost government about R3bn. Last
year relief was given at the bottom end of
the scale, where it hits the hardest, but it is
understood it would have proved too ex-
pensive to repeat the exercise, It was de-
cided not to tinker with the personal taxes
until fund al reform b possi-
ble, sources said.

About R1bn will be added to the spend-
ing totals because of a move to bring off-
Budget government spending onto the
Budget. The move, which makes it more
difficult to announce a lower deficit, forms
part of Keys’s efforts to make government
more transparent.

While revenue from selling oil stockpiles

might be used to finance part of the deficit,

@MNQ From Page 1

indications that tifere will be no special
allocation from this source for job creation
programmes, as there was last year. How-
ever, there is likely to be an increase in
government capital expenditure from the
present level of about R6bn with infra-
structure projects designed to maximise
labour input. Capital spending has been on
the same level for the past few fiscal years
as government cut back on that score to
finance surging consumption expenditure.

The combination of higher taxes and
curbed overall state spending is expected
to rein in the 1993/94 Budget deficit to less
than 7% of GDP — the first step in reach-
ing the medium-term target of a deficit of
less than 3% of GDP by 1997.

@ See Page 10

1
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‘non-residents who declared interest in-
come earned in SA, and the favourable
tredtment granted those who did not, re-
presented a «disturbing precedent” in SA's
“tax law, Syfrets tax expert Dale Lippstren
said in a statement yesterday.

He was referring to 2 Government Ga-
zette promulgation on March 5 this year
giving notice of Finance Minister Derek

1 Keys’ intention to retrospectively extend

the exemption on payment by non-resis
dents of interest income which “accrued,
prior to June 2 1992. i

Income which was assessed before this
date has been specifically excluded from
the scope of the exemption.
. Lippstrea said this meant that non-resi-
- dents who failed to return their interest
income would be absolved of their tax
lidbility whereas those who abided by the
law would have to pay tax on the interest
income declared.

«“There is no doubt that the Minister

seems that the government’s revenue

account is in such a parlous state that he

,4————————‘1'/_'_’:—_’"’ .
Tax discriminaflo

- CAPE TOWN — Discrimination agaitist”

must be aware of this anomaly, but it #not,_only current income,

LINDA ENSOR

cannot refund the taxpayers in order 10

place them: on an equal with the
Test,” Lippstreu said. éz
The Government Gaze notice related

to tax exemption on interest income grant-
ed non-residents in June 1992 with immedi-
ate effect. The exemption was granted be-
cause of the failure of the Receiver of
Revenue to collect interest income be-
“cause of an oversight.

«Belatedly, Revenue approached certain
banks for details of interest paid by non-
residents. When word reached the market,
affected investors serambled to place their
funds out of reach, precipitating 2 collapse
of the finanicial rand.”

The question as to what was to become
of income aceruing before June 2 1992 was
jeft unresolved.

“Legally the Receiver of Revenue, once
aware of such income, was obliged to tax
_only but also that
which “acerued in previous tax years as
well Lippstreu said.
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By Abdul Milazi

Tt

="The VAT Co-ordinating Com-
Mittee yesterday picketed the
1-"Receiver of Revenue offices in
Johannesburg and held demon-

-}-strations in Cape Town, Port

Elizabeth and Kimberley to

- protest against the planned in-
- crease in Government taxes, in-
cluding VAT.
. The tax increases are expect-
Zed to be announced when Fi-
nance Minister Derek Keys
tables this year’s Budget in Par-
liament today.

VAT committee picket

Shear

Cosatu spokesman Neil Cole-
man said the Government was
prepared to allow corruption in
its departments at the expense
of poor people who had to foot
the bill.

He said the Government
should purge its departments of
corruption and introduce ‘mea-
sures to alleviate the plight of
the poor.

He said Cosatu demanded:

@® An independent commission
to devise a new tax system that
would benefit the poor.

@ No VAT on basic foods.

® A Budget for reconstruction

s Receiver’s office

219z

and not destruction.
® An independent audit investi-
gation into all government de-
partments to put an end to cor-
ruption, Lo

Sapa reports that copiés of
the Budget speech will be on
sale at the offices of the Recéiv-
er of Revenue in Cape Town,
Johannesburg and Pretoria
shortly after Keys delivers it.

The Ministry of Finance said
in a statement that the copies,
at R15 each, would be on sale
between 3.15 pm and 6 pm today
and from 8 am to midday to-
morrow.




Extra |

Political Staff g g

TAX collectors are to be given extra mus-
ele in the coming financial year.
Finance Minister Mr Derek Keys an-
d during his Budget speech yester-
day that “nothwnhstandmg fiscal con-
straints, an additional R40 million is
provided for Inland Revenue and Customs
and Excise in 1993/94”,
The i said the
for tax collection purposes should enable

Aditi 1 fundi

cle for tax collectors

Revenue Commlssmn rs to attract “ade-
quate staff of even a higher calibre”.

Mr Keys said one of the spin-offs of this
development would be the speedy estab-
hshment of a specialist office in northern

g to deal lusively with
company taxation. '

With the application of VAT to imports
and exports, new customs border posts
would be established during the year.

Mr Keys said he acknowledged the rela-

the C s for
Inland Revenue and Customs and Excise
on the one hand, and taxpayers, importers
and exporters on the other, were some-
times “strained”

“I ... approach the matter in a spirit of
partnershlp with taxpayers.

“I as satisfied that both Commissioners
will adopt the self-same attitude and we
look forward to a response in kind from
private sector parties and their advisers,”




Provisional i
tax boon for
some ovejr 65~

THE pr tax
threshold t‘or some over-
65s is to be raised from
the start of the 1994 tax
Year, Minister of
Finance Mr Derek Keys
said yesterday.

He said in his Budget

speech that some indi-
viduals older than 65
were now exempt from
paying provisional tax if
their annual taxable in-

R25000 and consisted
exclusively of remunera-
tion, interest or rent

properj:

old for married people
over 65 had already
reached R24 881 for the
1993 tax year, it was pro-
posed that the exemp-
tion threshold be raised
from R25 000 to R35 000.

This should mean th
from the start of the 19!

® make, prov151ona1 tax
payments i Sapa

come did hot-exceed

from the_leasé of fixed

Since ax thresh- . ©
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By Zingisa Mkhuma
and Paula Fray -

Afiy wdmummﬁm for battered
- tonsumers from the recent
. food zero-ratings would be
‘wiped . out by yesterday’s
double blow of a 40 percent
increase in VAT and a hike

in fuel prices, consumer
groups and  businesses
warned last night.

Consumers were in for a
tough time, said SA National
Consumer Union chairman Lil-
libeth Moolman.

“The new Minister of Finance
may have done the best he
tould in the circumnstances, but
his overall proposals give con-
sumers little relief,” she said.

Any advantages on VAT food

exemptions would be wiped out-

by the increase in VAT to
14 percent and the 16c a litre
fuel rise.

“They will increase consumer
prices across the board and re-
duce the sale of manufactured
goods which will, in turn, lead
to weaker markets and more
unemployment. There is no en
couragement to consumers to
save, nor any incentive to work

harder,” said Moolman, (¥}’
Consumer Council jexecutive ;'
director Jan Croiije ‘desczibed :¥.
the higher VAT rate and fuel'-¥
levy as a “blow to consumers”
at a time.when millions were
unemployed and living below
the breadline.
“These increases witl con-
tribute to inflation, with the fuel

- Zear 1812193
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question that it is a basic food-

hich can-only
te the 16,4 per-

jn. meat retail

X .aé a 40 percent

PRy

lld/ A
dpert
edse
S

stuff and we %e?naturally even
al

cent decr

more al
sales,” he

. &y

Lo e

prices. Many consumers are
also disappointed at not being
afforded personal income tax
.ﬁm.&.: he said.

E

rice in particular causing a °-. sponsible” - when | they, appli
ripple effect on all commodity:

the fuel increases.
e “Liet ‘the business
“fsorbiall they possibly’ can;and
;- 16t us” share" the ‘burden,” said
- Morrls, who warned shoppers to

ives League spok

. man Lyn Morris made an im-

passioned appeal to retailers
and manufacturers to be ‘“re-

it rices and 'ensure the
cost of. -zero-rated
dropped.

Shoprite Checkers slammed

b g

m»ﬁ_ um -

items .

< the “unreasonably” high VAT
- increase and reiterated its call
to Government to extend the

- w:%hn.n@n zero-rated jbasic fopd-
S. 22Q
Marketing director 1an

Weyers said the VAT increase

and the fuel price rise would

have a damaging ripple effect.
Yesterday’s fuel rise would



at ‘from 1986 until 1992, |-
e from estate duty fell by
e of 9 percent a year. 1.

evenue had given.the{.
ry.Committee a dis-|
Si ocument on the issue,
sand: the; comittee had recom-
mended that the Estate.Duty [
bsr ombined with the In-




Vat, duties ¢ hit top

1¥IR
market(»)

7

of propert

By Meg Wilson
Property Editor

On property, the increase in
VAT and in some transfer
* duties stipulated in the Budget
will have most effect on the top
“end of the matket,
. VAT, which applies to the
. .purchases of newly bl homes,
- I8 to be increased from 10 to
‘14 percent. .
This, says Camdon’s. nationat
:*franchise chairman Scott
* McRae, will have a negligible
“-effect for buyers who were ex-
isting homeowners, as the in-
creased value of their homes

* will offset the increased cost of
the new purchase, :

For first-time buyers, how-
ever, home ownership will be-
come less affordable in the me-
dium term, since the increase in
VAT will push up building costs.

Commissions

, . The increase in VAT will also
: “affect estate agents’ commis.

“.glons,
. »able from R770 on a R100 0o

" “House to R980 — and .om 4,

: R250000 house from R1750 to
¥ R2 450, .

. Pam Golding Properties di-
rector Ronald Ennik said the in-
crease in VAT could cause a
, y hiccup in the imminent upturn
o b\.a'lq the property market due to

: f 4ha erosion of disposable in-
. feomes. -

. k‘ﬁfn could also have an infla-
onary effect on developments

and projects where developers

of new properties will need to
increase the price of the units to

counter the increase in VAT, © -
“However, we accept that

y

raising the amount pay- . -

"

[ —

3

this medicine is necessary if the
Keys plan is to succeed, Within
this plan, the property market
will have a rosy future”
For transfer duties, the ex-
emption threshold is to be
raised from R50000 to R60 000
for residential houses and flats,
-and from R20 000 to R24 000 for
unimproved land purchased for
building a dwelling.
The rate of duty for natural
persons will be, adjusted to
1percent on the first R60 000,
5 percent for amounts between
R60001 and R250 000 and 8 per-
cent above R250 000.
The rate will rise from 7 to
10 percent for companies.
- Absa economist Christo Luus
comments that this will mean
Some relief for buyers at the
bottom end of the market, but
will steeply increase costs on
houses aver R250 000,
“On a'R100000 house, the
duty payable will in fact de-
. crease from R3000 to R2 600
,but on a R250 000 house, it -will
« rise from R18'000 to R22 000.” -
' Anglo American Property
Services (Ampros) said it would
“ absorb the 4 percent increase in
VAT 6p all residential land
es until the end of June, ~
.. Ampros sales and marketing
director Grahame Lindop said
the special offer applied to all
8urchasers who qualified for a
AT input credit, -

It was regrettable, he said, ’

that the Minister had not been

able to exempt residential prop-
“erty from VAT, or tax it at a
* lower rate,

“An increage in VAT is an-
other cost’ fof potential home-
owners, which for many will
push ownership even further out
of their reach.” .
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By LINDA ENSOR

FINANCE MINISTER Mr
Derek Keys was criticised by
ANC economics chief Mr Tre-
vor Manuel yesterday for fail-
ing to introduce measures
into the Budget to enforce fis-
cal discipline.

“There is no indication in
the Budget that discipline
goes beyond aggregate expen-
diture cuts. Poorly targeted
and inefficient delivery of so-
cial services will by and large
continue through wasteful
apartheid structures,” Mr
Manuel said at a press brief-
ing on the ANC's response to
the Budget.

He criticised the absence of
clear objectives which would
allow for the measurement of
performance and said the
nature of the internal budget-
ary process encouraged de-
partments to build fat into
their estimates.

“The budgetary process un-
dermines the good intentions
the minister may have on ex-

s mema e

our  Snammn

ur

or Bl

not enforce

Inflation
will rise
— ANC

erting fiscal discipline,” Mr
Manuel said. “Little value
can be attached to the stated
commitment to discipline
and growth.”

If discipline was the theme
for the Budget, why did the
vote for Parliament rise by
about 31%, he asked.

He said the theme of the
Budget — discipline and
growth — was inappropriate
at this stage of political de-
velopment as it could only be
realised after a political tran-
sition had brought about sta-
bility in society and a degree
of predictability in govern-
ment policies.

Furthermore, there was
nothing on the revenue side

: NS -

su |

of the Budget which would
promote economic growth.
The effective personal tax
rate had been increased and
the higher VAT rate and ex-
cise duties would contribute
to the contraction of consum-
er spending and a 2% rise in
inflation, which would affect
“the ordinary person in the
street” disastrously.

At the same time govern-
ment expenditure would be
kept constant or decline
slightly in real terms and as a
proportionately higher
amount would be used for in-
terest payments, expenditure
on goods and services would
be reduced in real terms.
Neither would the change in
company tax have the desired
supply-side impact on econo-
mic growth, Mr Manuel said.

He believed the budget
lacked strategic coherence
owing to the absence of any
apparent development stra-
tegy to provide it with context
and direction.

e T
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R8 821 666 000
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Fartying costs go up o o
co of partyg mae increases

THE price of partying has gone up.

Finance Minister Mr Derek Keys -
yesterday slapped additional “sin” Staff Reporters
taxes on a wide range of alcohol and ALL social pensioners
tobacco products. The adjustments will receive an increase
take immediate effect. of at least 7,5% from July

The minister said they would gener- 1, Finance Minister Mr
ate additional income for the state Derek Keys announced

in his budget.
The increase will also

Pt

:d yesterday by Inland Revenue
annes Hattingh.

AT legislati VAT b

f supply, which is the date the
‘ payment made —— whichever is

® Spirits:
(R50m).

@ Cigarettes: 2,45¢ per 10 and 5¢ per
50 grams of cigarette tobacco (R99m).

® Pipe tobacco and cigars: 5¢ per kg
(R400 000).

©® Wine (fortified, unfortified and
sparkling): 4c per 750ml bottle
(R18,8m).

@ Sorghum beer and beer powder:
lc a litre and 5¢ a kg (R6m).

® Cool drinks and mj 1 water: 2¢

37,7¢c a 750ml bottle

the legislation would be de-
t a supply of goods or services
ting rate where the goods were
ices performed hefore April 7.
:ase even though the time of
ally fall on or after April 7.

+ Property Services (Ampros)
uld absorb the four percent
n all residential land sales
¢ end of June.

coffers of R320 million in 1993/94.
The increases include:
@ Beer: 4,8¢ a litre or about 2c a

big blow’ — Page 8

340ml can or dumpy (increased rev-
enue of R112m).

a litre (R34m).

@ Alcohol firms react= dﬁ@

apply to other social al-
lowances and will cost

Y _ W— 42, the state wmmu.m, million. _
e Black pensioners
92 e reacted happily yester- _
ers E day to the increase.
m: Q ?i»o%m pensioners |
visited, some were sing-
.ﬂw I / = ing, ululating and shout-
nt By BARRY STREEK onm’mmm\b.w Au . e increases included an EM at the amou of their |
ter Political Staff .- A nmuw._nmuw-ﬂw:mmon aw.mn €p s —mﬁ.—.m R2,5m Mon noamﬁﬁcosnm al- | voices. I
the | A 37% INCREASE in the salaries, ment of State Expenditure sai owances and R28m for salary ir i
ite {allowances and benefits of MPs Yesterday 119 MPs became eligi- improvements (the 5% increase) uw.ww.w.f _N..—MMMMMM' mmsmm
to | — up to R78,4m from R572m — Dleto buy new cars this year. Last during the 1993/4 financial year. effective R77 per .Bo::.
ac- |includes an increase of R16m for Yyear only 15 MPs were entitled to In the last financial year, | ~ or 96,2%. In Septem-
new cars for parliamentarians.  buy cars under the car subsidy R552m was provided for the sala- | per, all pensioners will
The increases in allowances Scheme. ries, allowances and benefits for | receive R370.
£ | and subsidies for MPs comes at a The total budget for Parlia- MPs and a further R2m provided . %_ﬁ
time when the government is re- ment in the 1993/4 financial year under the Improvement of Condi- Chairman T it
4p | fusing to budge on demands for js R113,7m — an increase of tions of Service vote. Phumlani Organisation _
45 | additional increases in salaries R27,2m over the last financial The budget for the President’s | for the Aged, Mr Sonny
g5 { for teachers and public servants year. Most of this increase, R21m, Council, which is to be abolished | T¥atvam, said both the
)0 | — although MPs will receive the s for the “salaries, allowances S50on, has also been increased increase and the parity \
19 [ public sector five percent in- and other benefits”, from R9,7m to R10,7m. were ‘“great news” and
mu were very welcome.
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Frustrated teachers ventad their anger at a
Library y over s refusal to
beyond 5%. Thay demanded a “living wage” for all teachers.

o's
their pay
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Business welcomes new

f 3

dual company @Mwwﬁmﬁ

() LEINES
OWO»ZENV busin me”m/E wa gave the new
dual company tax structure the thumbs-up.
Sacob welcomed the reduction of the corpor-
ate tax rate to 40% and said with tax on
distributed profits it should encourage expan-
sion and employment, as well as increase SA’s
attractiveness as an investment destination.
“The Budget is ... positive for the longer-
term economic and employment growth pros-
pects of SA,” a Sacob statement said. “Howev-
er, the failure of government to exercise
adequate control over state spending in the
past now places a harsh burden on consumers
and individual taxpayers in the short term.”
The Afrikaanse Handelsinstituut agreed that

Busingss Day-R rters

Frankel, Pollak, Vinderine MD David Sha-
piro said the reduction in corporate tax rates
was the biggest factor in the market moving
higher in an initial favourable reaction to the
Budget. Bond prices weakened on the back of
the Budget, reversing earlier gains, but dealers
said this was an initial reaction.

Keys said last night he had put the deficit at
R40bn since this accurately reflected the entire
government deficit. Addressing a tax seminar,
he said he had “gone for the biggest deficit I
could find”. .

i mixed views on the

the corporate tax plan would boost b
confidence locally and abroad. Describing it as
“innovative”, the Steel and Engineering Indus-
tries Federation said it could stimulate new
capital investment, while National Producti-
vity Institute executive director Jan Visser
said it “can only have productivity benefits”.
Leading stockbrokers felt the Budget would
be neutral to slightly positive for the JSE.
JSE executive president Roy Andersen said:
“We are pleased that there i§ no increase in
individual taxes and that there is a fairer distri-
bution of the tax burden. Although we are
disappointed that Minister (Derek) Keys was
unable to keep to government commitment to
abolish marketable securities tax, we welcome
proposals to give qualified exemption from
stamp duty for the unbundling of pyramid
structures.” )

Budget, but most agreed Keys had achieved a
measure of credibility through it. Rand Mer-
chant Bank economist Rudolf Gouws said Keys
had reached a compromise between his goals of
reducing the deficit without causing the reces-
sion to deepen.

Nedcor Bank chief economist Edward Os-
born said SA was caught in the public debt trap,
clearly reflected by the burgeoning interest
payments. The rise in VAT “had to be done”.
FNB assistant treasurer Mike Law said the
Budget was in line with what was expected,
except for the decrease in company tax.

Absa economist Dominick Sutton warned
that Keys might have been a “little optimistic™
concerning both income and expenditure. The
deficit might be more than the predicted 6,8%
of GDP before the year ended.

Little room for hotel industry

THE hotel industry would receive
only modest relief from Finance Min-
ister Derek Keys's budget proposals
for tourism expenditure, industry mainly for Satour to promote SA
sources said yesterday. i nnoverseas. This came at an opportune
They were reacting to Keys’s PrO-o— time to get the tourist industry on a
posal that in addition to the R85,1m in.__meaningful growth path in line with
the printed estimate, a further R25m A the three-year plan which followed
would be made available for tourism.~_ast year’s White Paper on tourism.
The Minister said that for income O3 i
tax purposes, the depreciation periog ~~, SOUrces said that hotel groups had
fax porpe bl ation peric been hoping for other forms of relief,
or certain refurbishments of tourist including allowances for hotel devel-

accomodation would be reduced i §
from 20 years 1o five, & opment and export incentives.

Satour director Ernie Heath said <5  Government had indicated it would
that with the present low accupancy~-give serious consideration to incen-
levels, the depreciation allowance™ tives for a new tourism infrastrue-
was welcomed. ture, but this had not materialised,

The additional R25m would beused  they said.

MARCIA KLEIN
and KELVIN BRO'

Gold mi
old mines
QOhm P&:\Mm Mo:E o_u»\ow» me the proposed dual
company tax system which is set to apply to
mining and non-mining companies, Finance
Minster Derek Keys said yesterday.

Keys said gold mines could choose between
their current tax regime and the new 40%
company rate and 15% dividend tax, to avoid
any prospect that the sector would be put at a
disadvantage.

Under the existing tax structure, gold mines
Ppay taxes on profits, against which they are
able to offset all their capital spending, and
lease taxation, effectively a royalty paid to
government for mining precious metals.

Keys made no mention of plans to lift “ring
fencing”, the mechanism whick prevents one
mining company offsetting the cost of develop-
ment work at a separate sister mine against its
own profits.

A Chamber of Mines spokesman said the
organisation wanted to take a closer look at the

now given tax options

JONG WATERS ~ /5
@nau MATTHEW CURTIY 320
Budget proposals before commenting.

Analysts said gold mines were unlikely to
take up the option even if gold prices showed a
sharp and sustainable rise.

EW Balderson analyst Nick Goodwin said
the only mine likely to benefit from the new
structure would be Driefontein, SA’s most pro-
fitable gold producer. He said that in the six
months ended December 1992, Dries paid
R147m in tax. Under the new system with the
dividend tax, the mine would have paid R133m.

Simpson McKie analyst Peter Bahnemann
said that as mines paid out all their bottom line
profit in dividends, accepting the new company
tax system would bring their tax rate to 55%, a
rate they had not paid since recording super-
profits in the early and mid-80s.




Dual tax syst

CAPE TOWN — Company tax was reduced to
40% and a dual tax system including a 15%
secondary tax on distributed profits of all non-
mining companies falling under the Income
Tax Act was introduced by Finance Minister
Derek Keys in his Budget speech yesterday.

Gold mining companies which have their
own tax formulas would be given the choice of
applying the existing or the new system. They
would have to exercise their choices on or be-
fore July 31, 1993, and this choice would then be
binding.

Keys stressed that the dual tax rate would
provide an important incentive to new and fast
growing companies — the more a company ex-
ploited investment opportunities and financed
itself, the lower its tax rate would be.

“A fast-growing company observing a 3:1 ra-

. tio of earnings to profit distribution can pay the
same dividend as before and plough back more
profits. Under the dual tax rate such a com-
nwﬂw would pay a de facto rate of 43%,” Keys
said.

The estimated loss of revenue from the re-
duction in the basic company tax rate would be

t
18/3/9%.

LINDA ENSOR

S
L

neutralised by the y tax on p
(STC) and mo loss for the exchequer should
materialise in the 1993/94 fiscal year.

Thereafter the state would benefit from the
termination of Section 37E concessions in Sep-
tember and from the stimulus the lower tax
rate would have on industrial development.

Keys said the tax on distributed profits could
not be seen as a tax on shareholders as they
would benefit from the lower company tax
rate.

The 40% tax rate would be implemented on
those companies whose financial year-ends fell
within the period ending March 31, 1994. The
15% STC would be applied to any dividend de-
clared on or after March 17, 1993, or which was
declared before that date and was paid after
that date.

However, dividends declared by listed com-
panies before March 17 and payable after that
date would not be subject to STC if the dividend
declaration was made known' publicly before
March 17.

]
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the date on which the dividend was declared, or
in the case of a dividend in specie within 30
days of the date on which the dividend is deliv-
ered to the shareholder.

As an implementation measure the first pay-
ment of the STC would fall due on July 31 and
would cover distributions paid between or
declared between March 17 and July 1, even
though liability for the tax might arise earlier.

Keys said double taxation would be avoided
by giving credit to companies for profit distri-
butions that had already borne the 15% tax, and
as a transition measure this credit would also
be given for such revenue received since Sep-
tember 1, 1892, or any later distribution date.

Inland Revenue Comimissioner Hannes Hat-
tingh said yesterday the liability for STC would
be determined independently from the liability
for normal tax.

“It is therefore important to note that the
fact that a company has no taxable income and
is therefore not liable for normal tax because it
is in a loss situation or for any other reason,
does not affect the determination of the STC.”




Estate duty %\n&“kﬁb‘@’ @

INCOME from estate duty fell by an average of over
20% per year in real terms between 1986 and 1992,
_-according to the Finance Department’s Budget Re-
view which suggests legislative changes are likely.
A discussion docurnent on this point was submitted
to the Taxation Advisory Committee, which recom-
mended investigating the possibility of combining the
existing Estate Duty Act and the provision referting
to tax on donations in the Income Tax Act. @




Retrenched workers to get relief

FINANCE Minister Derek Keys yesterday
announced a new system of tax relief for
retrenched workers, but also indicated

that large-scale retrenchments of publie “w;
o~

sector employees were in the offing.
He announced a “provision for possible

N ;
retrenchment costs” of R300m. He did 1ot ot g oen the Chamber of é‘%“e
fromd," The relevant provision of

~ . "
Commission for Adminisration mem-{\’rax Act previously applied only to men

elaborate on any retrenchment p!
the public sector. g
ber Ian Robson said last night it was “logi-
cal that some provision for retrenchment X
costs must be made in terms of rational:
isation and expenditure cutbacks”.

A measure of what government mayw
have in mind can be extrapolated from
retrenchment costs in the private sector.
Last year it cost Harmony gold mine about
R30m to retrench 5 000 people, suggesting
government could be looking at laying off
tens of thousands of its employees.

. Pax relief for retrenched workers
announced by Keys provided that Tump -

ALAN FINE

to employees laid off because of staff
reductions or enterprise shutdowns would
be introduced retroactive to March 1 1992,

The proposal originated with an agree-

the—Income
over the age of 55 and women older than 50.

Keys said the concession would cost
R100m in lost revenue in 1993/94.

NUM assistant general secretary Mar-
cel Golding last night welcomed the move.
“It provides important relief for
retrenched workers. It indicates the value
of our negotiating process with the cham-
ber on the issue, and it is good that he
acknowledged the contribution of the
chamber and the NUM. However, the con-
cession is only part of a longer term pro-
gramme of relief for retrenched workers
which must alse ngcludg such features as

reteatning” 7

sum severance payments of up to B30 400
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CAPE TOWN — A two-tier corporate
tax system to help new and emerging
companies was the surprise feature in
Finance Minister Derek Keys's defi-
cit-cutting, R114bn debut Budget
tabled in Parliament yesterday.

Presenting what he termed “a structur-
ally sound Budget that is going to bear
fruit in the medium term”, Keys raised the
VAT rate to 14%, increased duties on pet-
rol, alcoholic beverages and tobacco and
left individual tax bands unadjusted for

_ inflation.

But he also cut the corporate tax rate
from 48% to 40% at a stroke, offsetting the
revenue lost through the tax reduction by

imult ly introd a 15% tax on
distributed company profits.
The novel dary tax on compani

(STC) is to be levied on public and private
companies and close corporations at 15%
on dividends payable from today, and is
designed to make the corporate tax rate
cut r tral to the heq
STC succeeds Section 37E accelerated
depreciation as an investment incentive
for companies. The 37E scheme is to be
_allowed to expire in September this year.
An 8,8% nominal increase in state spend-
ing to R114,2bn is projected, although this
rises, to 12,5% if drought aid in 1992/93 is
- excluded and to 13,9% — according to the
DP — if assessed on a wholly ex-drought
basis, thus strictly dashing expectations of

. a cut in real government spending in the

coming fiscal year.
Set against a projected 16,5% increasein
revenue to.R88,9bn, yesterday’s package
ields a 1

/94 Budget deficit of R25,3bn. ‘changed for another year,

i SIMDN WILLSON

or 6,8% of GDP compared with the pre-
vious year’s record deficit of 8,6% of GDP.

Keys said a 13% VAT rate would have
met his revenue requirements, and the
extra percentage point had been added to
the rate to pay for the extension of zero
rating to cover basic foodstuffs. The higher
VAT rate would add two points to inflation
for a year, although the downtrend in con-

C1 Full text of the Minister's speech

orate tax |

B> jg)sjas 4

® KEYS
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would automatically rake in around
R2,5bn in fiscal drag as inflation pushed
earners into higher tax brackets. The un-
changed tax structure would yield a total
of around R6,5bn in 1993/94.

Tax changes had been focused on indi-
rect taxes and would generate a further
R6bn in revenue. Besides the higher VAT
rate, the Budget raised fuel tax by 6c/1on
all octanes and added 2¢ to the price of a
dumpy of beer, 38c to a bottle of spirits,
2¢/1to soft drinks and 2,5¢ to 10 cigarettes.

Additional increases to the petrol price
to compensate for the depreciation of the
rand, higher transport costs and payments
to the Motor Vehicle Accidents Fund
meant a total increase of 15¢/Ito 97 octane
fuel at the coast and 16c/I inland, accord-
ing to a statement by Energy Affairs Min- ,
ister George Bartlett.

The higher duties on drink and tobacco
were expected to generate R320m in the
coming fiscal year. The higher petrol and '
diesel levies would produce R740m in addi- .

] Reaction Page 3
[ Business aspects Page 4
[ Social aspects Page 5
O Judging the Budget Page 8
0 Comment Page 8

sumer price increases would reduce the
overall inflationary impact.

The increase in VAT was expected to
yield a net R5,1bn for the Exchequer in
1993/94, after allowing for a revenue loss
of R1,%bn from all zero ratings.

PR

tional r 3

Keys said government would keep its
promise to propose full pensjons parity in
the coming fiscal year. Social assistance
allowances would be adjusted in two
stages: a general increase of 7,5% in July,
costing R520m,, and full" equalisation in
September cogting R690m.

Education dnd the variouslaw and order

departmetits- fyere alloeatad” substantial '
spending ‘increases. Theed ation vote is |
up a nominal 19,2% at:R22{bn,which ex-

cludes the 1993/94:salary:increase for |

By leaving personal tax thr un-
the Exchequer

-

hers and i i ded.to be thespring-,.|
. OTo RPage 2 .

+

0 [J From Page-1

2

&

Keys bW\ \qnlqy.

The more'." it

estment opportunities and

the lower its tax rate would
nvestment was not only impor-
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q =1
F= 1
g <
a g
g <
g <
° £
a0 =]
£ g
B oot

] <)
253 3
g =820
BoL Fopaagy.
22368
SZ2ETE

= S:Lm
sas &'

ExREdae
A= R R

84
o

board for the education renewal strategy
announced earlier this year.

Justice Department spending is slate
rise 24,1% to cover commitments associa
ed with the national peace accord. Correc-
tional Services' budget is slated to rise

The Budget’s greater help for emerging
companies through STC is accompanie

a substantial

17,6%, and that of police by 14,3%. Defence

spending is to

d by

] increase in provision for

small business development. A total. of
R112,6m is to be made available to small

business through the national economic

be cui in cash terms in
its allocation will be
f STC, Keys said

trimmed by 3,8% to R9,4bn.

Explaining the origins of
no further proof was needed that the main

source of growth was private entrepre-
neurs, great and small. Most of SA”

. preneurs were companies

1993/94 when

the Small Business Development

forum,

s entre-

Bank of

Southern Africa — over 500% more than

Corporation and the Development
was provided in fiscal 1992/93.

and they needed
hich the tax rate

a favourable climate, of w!
was a crucial element.

A total of R1,7bn would be provided for

s

‘satisfactory co-operation’
s a

fer

v houses and unimproved

d duty at higher thresholds to

bring in an extra R69m in 1993/94.

1d be
ts and the

tal agencies and

sing the bottom trans

governmen

organisations in the housing field.
Keys gave lower income homebuyer:

housing in 1993/94 but funding woul

conditional on *
between government department

various non-
tax break by rai

whereby the effec-
but the nominal
my

e been phased out
tive tax rate has risen,

“Various special tax concessions relat-

ing to companies hav

over the past few years,
rate has been reduced only from 50% to

48% — still too high in a global econo
into which SA is becoming increasingly

integrated and in which the tax trend is

clearly downwards.”

thresholds fo:

duty

tax rate should land.Heraise

The dual corporate
prove an important incentive for the new




NEWS IN BRIEF —

1
Double tax agreements e

DRAFT double taxation agreements had been initiat-
ed by SA with France, Hungary, Namibia, Poland, the
Republic of China and Rumania, Finance Minister
Derek Keys said in his Budget Review.

Keys added that negotiations were also taking
place with Lesotho, Mauriti d _gw Russian Feder-
ation, ‘as,b ‘

SA's preater international acceptance had also
paved the way for more active involvement by the

World Bank and the International Monetary Fund, |
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to the fot -iqndapproachto the taxationof -
life offices would be promulgaeed during  July 1. This applied to other social allow-
the current parliamentary session, ances and would cost the state R621,5m.
Finance Minister Derek Keys said inhis  The equalisation of pensions will take
‘Budget Review.. s -

~The date for implementing the new Keys said that although inflation hat
scheme would be determined after ?oqgul- * fallen greatly, it continued to erdde the I

tation with life assurers. .0 3
"Also to be introduced in the session was ~ in clyil pensions Was therefore re%mred
an amendment to the Insurance ‘Actintro-  These would be raised by 5%. from J1

ducing new conditions for life policies. " _This applied to_civil pensioners ‘whose

‘come Tax Act which prescribed thekindof = retiring between this date and July'1 1993,
Dbusiness assurers might conduct might be  would have their pensiois raised by 0.42%
“yeplaced by simplified provisions under . for each month since ’retirement.’_"ff‘;‘ i 1
the Insurance Act once the four-fund tax  With regard to military pensions, Keys
system had been imp! ted. —va 0T -gaid a hacklog had 1o he made up and these
! "‘Providefll n%w t.hlélfies issueddh; the )in pensions would be i.nE"rws d by 9%-
erim comply (with the new conditions) it emSIONS T g et [
should be possible to also SCI2P tre Sixth 3 Saga reports” {hat thelpmlvdmoa?an x
Schedule in relation t0 existing non-stan- fhreshold for some PEOPIE © rte‘; o
dard policies,” Keys said, * himoe o v would be raised from the start ¢ t.hg 199
~“In terms of the Your-fund approach, as” :tgliiyea{, Keys s?‘%'i 4 d"“{'sf?’ii'g‘*"g' &
. ?u'ers would bgtaxed ;n ia::ome' received ' "we.\_: rﬁ:gg‘ﬁpﬁ;’; ‘;: y'u;)g :rrovisaizh ]
rom policyhol ers under e trustee prin- - W s Yy
ciple as if it were income in the hands of tax if ;“;‘2" %“al ;“amiesgg?x‘elgg g“"'
policyholders. ‘Non-po jcyholder - income . exceed 25000 and COMETC t%r v thy
Frould be taxed on company tax principles. of remuneration, interest or ren 1_"_‘“ e
¢ Keys said the four-fund approach wou lease of fixed property. Ly
require the _'compartmentaliSation of as- Since the tax threshold for married peo-
surers's assets into \ax-exempt retirernent jo older than 65 had a‘“ad{ reached
funds, policynolders’ funds, corporate 24 881 for the 1993 1a% ‘year{h‘n;ﬁ dprt?'e
funds taxed at the company tax rate and a posed that the &zet‘;‘%gg“om Thisuh o
- fourth fund for the balance of the assurer’s *' 2;5:: é;:‘t“ il\?:;l s atart of e 1959 4°“m
assets, 10 b0 taxed ot the corporate 1ae. year, a smaller aumber of the elderly in
the lower income brackets would n

about 7’5% from make provisional tax payments. -
' L

i
‘:
',




WEICUVLIGU L siawse -
promote growth and disci-
pline as well as the incen-
tives for job creation.

'Such assurances have been ular would have a ripple ef-
fect on all commodity
prices.

Syfrets economist Elmien
ar 1Y Y KIES

Consumers bear the brun%

T I E—
centage points on VAT will

hurt the most — and the im-  givenin the past...

pact will be immediate, Liv- This time, however, busi-

ing standards will plunge ness-sectqr observers are op-

By Peter Fabricius )

and Sven Liinsche

CAPE TOWN — Consumers
will bear the brunt of Fi-
nance Minister Derek Keys's
bad-news R114 billion Bud-
get, with a 40 percent in-
crease in VAT and a 16c/1
rise in the petrol price.

Keys squeezed drinkers
and smokers with a wide
range of increased excise
duties, ranging from 4,8¢ a
litre on beer to 2,45¢ more
for 10 cigarettes. -

But he offered some relief
to the very poor, with full so-
cial pension parity among
different races, and announc-
ed a number of job-creation
and other welfare benefits.

His increase in the VAT
rate from 10 to 14 percent
provoked an outery.

The new rate will net the
Government an extra
R7,5 billion, to bring total
VAT income to R24,9 billion
in the 1093/94 fiscal year.

Although personal income
tax rates were not increased,
individual taxpayers will
make an even larger contri-
hution because of fiscal drag
- adding another 15,5 per-
cent to bring their contribu-
tion to R37,6 billion.

Companies were given
some relief with a reduction
in the corporate tax rate
from 48 to 40 percent. But

tax of 15 percent on divi-
dends and other income dis-

@

this was coupled to a new .-

y

wibution, . D25

The increases in excise
duties on alcohol and ciga-
rettes included:
@ An extra 37,7c on a 750 ml
bottle of spirits.
@ An extra 4c per 750 ml of
fortified and unfortified

wines.
@ An exira 1c a litre on sor-
ghum beer.

And the defence budget
fell even in nominal terms
by 4 percent — part of a gen-
eral reduction in spending on
protection services from

22 percent of last year’s Bud-
get to 18 percent of this one.
Main items of social
spending are:
© Education: R22,7 billion,
up 19,2 percent on last year.
@ Housing: R1,6 billion, up
27 percent.
© Health: R11,07 billion, up
10,9 percent.
@ Social security and wel-
fare: R10,6 billion, up 5,7
percent.
Keys kept the overall Bud-
get increase to 8,8 percent
above last year's spending of

For motorists . ._. petrol price Is going up 16¢ a litre on regular and Eigmlum.

R104,9 billion) )

Social pensions of differ-
ent races are to be equalised
by September 1,

White pensions will go up
from R345 a month to about
R370 in July, coloured and
Indian pensions will rise
from R318 to about R342 and
black pensions from R203 to

R315.

By September 1, all pen-
sions will be raised to the
white level of about R370.
® More Reports - Pages 2,

6,7,18 and 21
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By Derek Tommey

The dual company tax sys-
tem announced in yester-
day’s Budget was an inter-
‘esting development and
could well be a very pro-
ductive innovation, Marius
van Blerck, Anglo American
group tax consultant, said
last night.

The system is aimed at stimu-
lating new investment. -

Finance Minister Derek Keys
said the present company tax
rate of 48 percent was to be re-
i duced to 40 percent.

However, to offset the resul-
tant loss of taxable income from
this measure, a 15 percent tax
will be levied at source on all div-
idends paid.

Van Blerck said that the tax

any tax

Sear 1giziqz

had not been abolished, as pro-
mised.

- He said the new dual tax struc-
ture would help growing com-
panies. But it would probably
deter certain companies from
paying dividends. * =« -

This might result in investors
switching to fixed-interest securi-
ties in the corporate bond mar-

ket. L

Keys said the dual rate should
prove an important incentive for

the new and fast growing com-

any.
P The more a company exploit-
ed investment opportunities and
financed itself, the lower its tax
rate would be.

Job-creation

“Such investment is not only
important from a job-creation
perspective, but can also serve
to stimulate d ic demand,”

ciit in itself would give j

more funds to reinvest. And more
funds — both from company re-
sources and reduced tax pay-
ments — would become available
for investment if shareholders ac-
cepted smallet lower dividends.

Roy Andersen, chairman of the
Joh burg Stock Exch
said Keys had done a good job in
difficult circamstances. But he
added that the JSE was disap-
pointed the market securities tax

The tax rate would be cut to
40 percent on taxable income for
the years of assessment ending on
or after April 1 1993.

A _company tax of 15 percent
would be levied on all profits
distributed by companies from
March 17, except for those dis-
tributions declared by listed com-
panies before this date, but pay-
able only subsequently. This dec-
laration should have been made
public.

nga the tax on distri>
buted profits would apply irre-
spective of the recipient.

The tax is in no way a tax on

. shareholders, inasmuch as the
* lower rate of 40 percent on tax-

able income ‘enhances any cora- -

.vB.w.umuEQ«o&mEu:ﬁBoa
' profits. - R

“A fast-growing company ob- .

serving a 31 ratio of earnings to

. profit distribution can pay the

same dividend as before and
plough back more profits.”

Under the dual tax rate such
a company would pay a de facto
rate of 43 percent.

Keys said the proposed dual
company tax system would also
apply to mining companies. Gold
mines would have a choice be-
tween the existing and the new
system to ensure that this impor-
tant sector, with its own tax for-
mulae, was not disadvantaged in
any way.

Marginal mines whose profits
are less than 5 percent of reve-
nue do not pay tax, but can pay
dividends.

The new system would mean
that they would have to pay tax
on their dividends, so they are
better off as they are.

The tax rate on gold mines
which adopt the dual tax sys-
tem and pay tax on their divi-
dends will drop from 58 prcent

“cut, but

F

The Budget also benefits non-
gold mining companies as their
tax rate drops from.49,44 per-

.cent to 40 pereent, -

He pointed out that within the
company sector, double tax

-would be avoided by giving credit
to companies for profit distribu-
WWE that attracted the 15 percent

AS a transition measure, this
credit would also be given for
similar revenue received since
September 1 1992 or any later

. distribution date.

The first payment of the tax
on distributed profits would fall
due on July 31 and would cover
distributions that became payable
between March 17 and July 1 this
year. Thereafter the tax would be -
Ppayable within 30 days,

Keys said he assumed that off-
shore companies would now find
SA a better tax proposition too.

“Indeed, this measure rein-
forces the incentive already
available for foreign companies
to reduce their tax liability
through loan financing and the
resultant tax-free interest.

“The new tax dispensation also
meets the important eriterion of
non-selective tax treatment of
domestic and offshore com-
panies.”
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By Neil Behrmann

Employees with travel allow-
ances structured into their sala-
ry packages will take home less
pay after yesterday’s Budget.

‘A greater portion of the month-
1y allowance, 35 percent as op-
posed to 28 percent previously,
will now attract the Paye with-
holding tax.

Peter Todd, tax manager at
Arthur Andersen, says: “This is
not a significant change for tax-
payers; it is merely an advance
form of tax. If the taxpayer is
entitled to the claim, he will still
be able to deduct the full amount
in his income tax return.”

On the question of whether the
higher withholding portion will
influence the ongoing debate be-
tween a company car or travel
allowance, Todd says it will have
no real effect.

He adds that the fundamental
differences between the alterna-
tives remain and the decision
should rest on personal circum-
stances.

Chris Moerdyk of BMW says
the announced change should
boost car sales at the top end of
the market as it provides an in-
centive for the full amount of
the employee’s car allowance to
be used in buying a new car.

LONDON — Gold prices are
forming a base and the price
. could rally to $340, according to
Morgan Guaranty Trust, one of

the leading players in the bullion
market.

Morgan says that for the pres-
ent, gold prices remain locked in
a narrow trading range of $327
to $332.

“A¢ levels below $330, the gold
price is very well supported by
exceptional physical demand
from the jewellery industry and
from private investors in the Far
East, notably China, India and
Vietnam.”

On the other hand, when prices
rise to $331 to $332, producers
hedge their production by selling
forward. .

Moreover, Northern Hemi-
sphere investment, which was no-
ticeable in January, has almost
totally disappeared because run-
ours of further central bank sell-
ing persist.

Despite that, gold prices have
remained in a narrow range for
some time and the volumes trad-
ed have been unusually large.

Considering that gold has failed

==l

R
old price seen ra
stabilise at $340 an ounce*

to slide in the face of this volume,
Morgan believes the price is bot-
toming out.

A modest rebound to $340 is a
distinet possibility, Morgan says.

This relatively optimistic view
assumes there will be limited
central bank sales.

But according to informed Eu-

- ropean bullion sources, the 400-
ton Bank of Netherlands sale -

went both to the Peoples’ Bank
of China and the Singapore Mon-
etary Authority.

So any Northern Hemisphere

" central bank sales may be ab-

sorbed off the market by Far
East monetary authorities.

Most market participants, how-
ever, are expecting only sporadic
rallies, rather than a strong bull
market.

The best hope is the Far East.

Nevertheless, gold analysts An-
drew Smith of Union Bank of
Switzerland and Ted Arnold of
Merrill Lynch caution that Far
East buyers are price-sensitive.

A price change of about 10 per-
cent might reduce or increase
Far East imports by 400 tons
from the current level of 900 tons,
Smith estimates.

He forecasts gold will fall to
$310 in the second quarter be-

welzlaz

llying :m

fore reviving to $340 towards the
end of the year. o
Arnold's trading range is $315

- to $350. He says the market Jias

been bolstered by purchases of
94-carat Chuk Kam jewellery by

" Chinese people in China itsglf,
| Taiwan, Hong Kong and Singa-

pore. .
This jewellery sells at a mark-
up of 2 percent to 4 percent above
the London fixing price, in stark
contrast to the 200 percent'tb
300 percent mark-ups on jewel-
lery in Europe and North Amgri-
ca.

Chuk Kam jewellery is viewed |

by the Chinese as both a luxury
and an investment. -

If the gold price were to rise
sharply, much of this gold would
come back to the market, ac-
cording to European and Asian
dealers.

Most Asian dealers are pre-
pared to buy back this gold at a
2 percent discount to the London
price, so Far Eastern investors
would be happy to take profits:..

“One Swiss refiner we know, ;

estimates that a 10 percent price |

rise from current levels would
reduce Asian and Middle East-
ern investment jewellery demand
by 30 to 40 percent,” Arnold says.
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Public flnance as percentage _of GDP and recessions

S stegggsa"

Keys ste
stringeét

By Sven Liinsche

CAPE TOWN — Finance Minis-
ter Derek Keys has put the Gov-
ernment firmly on-the course of
greater financial stringency. -

This is most visible in a small
but significant reduction in the
deficit before borrowing from 86
percent of GDP in 1992/3 to 638
percent in the current fiscal year.

At the same time, Keys has

taken the first steps in achiev-
lngthetargetshesetinhlsre-
cently released Normative Eco-
nomic Model (NEM).
- The Budget should also receive
a cautious welcome from the Re-
gerve. Bank, which has been call-
ing for conservative measures as
a pre-condition for a further loos-
ening of monetary policy.

The total expected expenditure
of R114,15 billion for 1993/4 is
88 t above the revised esti- *
mate of R104,9 billion in1992/3.

Assuming an inflation rate of
about 10 percent for the period,
it indicates a real decline of 12
percent in government spending.

While this is below Keys's stat-

. ed target of a three percent de-

cline in state spending, the bur-

geoning demands of social ser-

;{m made a larger cut impossi-
. .

Social services — education,
housing, health and soeial secu- .
rity — account for R56 billion of
total budgeted spending, more
than offsetting the declining share
taken up by protection services.

Income from taxes is budget-
ed to rise from R75,2 billion in
1992/3 to R832billion this year,

deficit would have raised even

174 percent in 1993/4.
* cut in the deficit would have en-
" ing government

% Nevertheless,
. ter over the next few years.

- - cline further as salaries of civil

courfsé

arise of 17,3percent.
The increase will largely ﬁ 3

10 to 14 percent
previously announced exemp- -
tions, income from VA'l‘iiI?ibug

Tncomé"fax Teveriie 13 et to
increasé bgmﬁ!,s;pgrcent to '
R billon from RIS billon. .-
The ‘réstlting’ deficit before”
borrowing of R26 billion fs €co-
nomically Serisiblé as a larger §

further the share.of government
devoted to interest pay- |
mentx,whicha:ealreaﬂyhlghat’

On the other hand, a larger

afford,

the economy cannot givgl

ﬁthisis;médi-
cineKeyswﬂlhavewadminjg-

IR i ~
Government dissaving — the
excess of current government
spending over current revenue —
weakened last year and could de-

servants are budgeted to rise by |
11,8 percent this year. u
However, in other areas of
state spending the
set the tone for the future. The
current diture component
oftheBudgetlsbudetedwzise
by a mere 65

percent in 1063/4
gtmp?tal spending by 239 per-

R




By Mike Siluma

The Budget received mixed
reaction from the Congress
of SA Trade Unions and the
ANC yesterday.

Cosatu said Minister of Fi-
nance Derek Keys's presenta-
tion contained both “regressive”
and “progressive” measures,

“The ANC said the Budget was

! drawn up with an
- proposed general elections, v
Cosatu general-secretary Jay |

a product of the Nationa] Party,
eye on the

Naidoo deplored the increase in

VAT from 10 to 14 percent,

| which would have “a major im-
pact on South African society”,

system of taxation which en-
jcouraged investment, growth
1and job creation” wag wel-
comed.

“The Budget addresses only
revenue collection and budge-
tary allocations to State depart-
ments, yet during the last 12
imonths there has been evidence
:of widespread corruption, inef-
ficiency and mismanagement of
public funds in the TBYC states

) But the introduction “of a.

Sear 142l93

Cosatu, ANC
incr%gse

JayNaldoo. ., Budgt both
regressive and prog_resslve.”

and the rest of South Afriea,”
said Naidoo, - :

“The fuel increase will be in- i
flationary. We believe that the
unilateral imposition of a 5 per-
cent salary increase for public
servants undermines collective
bargaining and shifts the prob-
lems of deficit reduction on to
workers in the public sector.”

But Cosatu welcomed the ex-

slam

VAT rate

G

ion of taxation on re-
trenchment packages, as pro-
posed by unions, and the at-
tention to social services.

:The ANC added: “The aver-
age citizen will find his dispos-
able income further under-
mined by the effective increase
in income tax as a result of con-
tinuing bracket creep. And the
consumer will be able to buy
less for his money because of
the increase in the VAT rate
and higher excise duties.

- “There i8 no indication in the
Budget that discipline goes be-
yond aggregate expenditure
cuts. Poorly targeted and ineffi-

- clent delivery of social services
~will, by and large, continue

through wasteful apartheid
structures.”. ... . . :
It also called for the imme-
diate equalisation of social pen-
sions, rather than in September
as proposed by the Government.
@ The Pan Africanist Congress
and the Azanian People’s Or-
ganisation will issue their re-
sponses today, but both were
critical of “an apartheid Bud-
get” unilaterally decided upon
by the Government. :




Budget

By Michael Chester

Though tax bills threaten to in-
crease over the next 12 months
.and there is a risk of inflation
~— at least temporarily — re-
turning to double digits, the
Econometrix think-tank said
the Budget had sent out “en-
couraging signals” about the
| longer-term economic outlook.

Econometrix director Dr
Azar Jammine estimated that
individual taxpayers faced an
increase in collections from
R31,3 billion to about
R362 biltion. .-,

While actual rates had not
been increased, heavier income
tax demands were inevitable as
inflation pushed taxpayers into
higher marginal brackets —
deeper into the fiscal drag syn-

oSt 1213193

Government income from
VAT, with the rate lifted from
10 percent to 14 percent, would
climb to about R23,5 billion.

However, the Budget had
been correct in bringing direct
and indirect taxation into better
balance. .

Jammine, who has sounded
repeated warnings about grow-
ing. government debts and the
dangers of State overspending
on bureaucracy, applauded
moves to check the sharpness of

increases in the budget deficit .

— leaving room for more gov-
ernment investment in product-
ive resources.

The new dual system on com-
pany taxes should also encour-
age an increase in private-sec-
tor fixed investment, the main

key to overall economic growth
and job creation.

The Minister of Finance, in
his first Budget, had shown a
deep understanding of South
Africa’s economic problems and
the route towards longer-term
solutions.

“Most of the basic structural
weaknesses in the economy
have now been addressed,” said
Jammine. )

“There are encouraging sig-
nals that we may well have set
course towards the objectives of
the new five-year economic
model. At least we are striking

“off in the right direction.

“The increase in VAT and
higher fuel prices may add a
few notches to consumer prices
and nudge inflation back into
double digits as an immediate

|
‘wd@enc%agiég signals’

impaet. However, it is ossible

that inflation will continue an '
overall downward trend by the

end of the
tight discipline is maintained.”
The Small Business Develop-
ment Corporation welcomed
new cash injections of R75 mil-
lion, the bulk of a tetal of

. R112,6 militon ploughed into de-.
velopment programmes to as- -

sist the launéhi of small enter-

prises. S R

“Countering unemployment
remains a-top priority,” said an
SBDC spokesman.

The Johannesburg Chamber
of Commerce and Industry said
the restructuring of the com-
pany tax system had sent busi-
ness powerful new signals about
a restart of the economic
motors.

— as long as
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Some glad tidings for
the re

By Leigh Hassall {25, taxpayers aged 55 years

The Budget offers a
glimmer of good news to
those taxpayers who
have lost their jobs
through the vagaries of

the recession in the past

year.

In a proposal retro-
spective to March 1 1992,
taxpayers will be al-
lowed the first R30 000 of
any lump sum payment
from their employer as a
taxfree amount.

This could turn into a
saving of as much as
R10000, depending on
the taxpayer’s income
level.

Previously, this deduc-
tion was limited to male

nched t

and over and female tax-
payers aged 50 years and
over. -

In terms of the rele-
vant section of the In-
come Tax Act, a taxpay-
er is only entitled to this
taxfree amount if he or
she receives the lump

sum through the loss of

office — ‘wsually re-
trenchment or the liqui-
dation of the employer.
Beric Croome of ac-
countants Kessel Fein-
stein says the proposed
amendment is to be wel-
comed because 1t will
provide relief to the
many employees who
have lost their jobs in the
current recession.

He adds that the move

is significant because it
i8 indicative of the Min-
ister taking heed of the
representations made to
him.

Croome says that tax-
payers will be able to get
a refund of taxes already
paid on lump sums

. through the rendering of

their annual returns,

Site taxpayers, who
are not required to ren-
der returns, will have to
await word from the Re-
ceiver,

Gerald Lambert of ac-
countants Deloitte &
Touche sa+ . *hat ac-
crued leave pa > 2.0 " -
uses from tke en,ployer
may be included in the
taxfree portion uf i
Tump sum.
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VAT ke, lNCI’LEASFS in
fuel and exclse duties en
liguor and tobacco, a
tiered company tax and

pensions parity are the main fea-

tures of the Budget presented by the
finance minister yesterday.

“To be successful in an environ-
ment undergoing fundamental
change requires that one should
choose one’s guiding principles with
great care, “The two which have
guided the consiruction of this
Budget are the need for discipline
and the need for growth,” Finance
Minister Derek Keys said.

The increase in VAT would yield
an estimated R5080 billion for the
Exchequer after allowing for the
R1,9 hitlion which will be forfeited
in the zero ratings.

Increases in customs and excise
duties on liquor and tobacco prod-
ucts, which come into effect immedi-
ately, will generate R320 million
and additional revenue amonnting

PETROL

SIII

The inside
story...

The role of the
Budgetina -
plunging
economy

See page !

to R740 million will be obtained
from the increase in fuel levy.

Dual tax system

Mr Derek Keys said it was impor-
tant that company tax be reduced
and a means of doing this was by
introducing a dusl tax system, one
part of the tax being levied on the
taxable income and the other on dis-
tributed profits.

The present rate of 48 percent will
bereduced to 40 percent while,at the
same time, a (ax of 15 percent on
distribution profits will come into
effect. Civil pensions willincrease by
5 percent on July 1 for all civil pen-
sioners whoretired on or hefore July
11992 and on September I the final
equalisation amount of all social al-

sioners of all races on parity. - Sapa.

Thumbs down
from the major
political
parties

See page

Equal pénsions
forall

soerse ] / |
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Scrap

% By Sven Liinsche
u
CAPE TOWN — The
Sikth Schedule of the In-
come, Tax Act will be
gcrapped in the current
parliamentary ~ session,
paving the way for the
life insurance industry to

issue policies with no life
cover and a minimurm in-
vestment period of five
' years.

[ ’The move has been ap-
plauded as an improve-
ment on the current sys-
tem, which is an admin-
 istrative nightmare.

, - Finance Minister
Detek Keys said in his
Budget speech yesterday
the Sikth Schedule would
| be replaced with “simpli-
| fied provisions under the
Ingurance Act”.

. “'Simultaneously, the
| Government would im-
plement the “four-fund”
approach to life assurers’

I e

ing-o

Schedule w

I8l

taxation, '3203
 He said the ur-fund
approach would be intro-
duced in such a way that
tax income from insur-
wers would, during the
first two years, remain
the same as under the
current dispensation.

In terms of this ap-

roach, insurers’ assets
will be divided into four
separate funds:

@ Retirement funds of .
which the income will be
exempt from tax.

@ A fund for individually
owned life policies, of
which the income will be
taxed at the rate of 30
percent, being the aver-
age marginal rate of tax
paid by individuals.

© A fund for corporate
life policies, of which the
income will be taxed at
the corporaterate.

© A fund representing
the balance of the assets,

omed

to be taxed at the corpo- |
rate taxrate. .y
The industry’s ufiibrel-
1a body, the Life Offices
Association (LOA), last
week issued a code of
conduct to its members
outlining policies to be
followed between now
and the official scrap-
ping of the Sixth Sched-
ule, .

Desmond Smith, newly
appointed MD of Sanlam,
has welcomed the four-
funid approach and the
scrapping of the Sixth
Schedule of the Income
Tax ‘Act, “because it
holds large benefits for
the industry and policy-
owners”.

“For the first time
there is now a just and
defensible tax basis for.
financial institutionsi-
Thys the playing fields
are also made equita-
ble,” he says.




Some beneflt

By Stephen Cranston

The proposed 15 percent tax on

dividends has been welcomed by

tax attorney Professor Michael

Katz who, as a member of the

Margo Comrmission, recommend-
" ed the abolition of dividend tax.

Katz says this is not a rein-
troduction of the old dividend tax
because it used to be levied on
taxpayers,

Instead, it would be paid by the
company ‘and represented a dual
company tax, combined with the
40 percent standard company tax,

“The lower standard tax will

e g 13133
S seen in pr OPOSE

encourage companies to get into
new projects, without favouring
either capital-intensive or labour-
intensive projects.

“It will also reward those com-
panies that retain a greater pro-
portion of their earnings and en-
courage them to fund projects
through retained earnings.”

Katz says that foreign-con-
trolled companies, which do not
have to pay tax on interest
earned, will be more likely to
retain funds to earn interest, rath-
er than taking money out in divi-
dends, which would be liable to
tax.

Katz says he was impressed by
the tax neutrality of the Budget
and that it involved a healthy
change in the ratio of direct to
indirect tax towards the latter,

The removal of the fiseal dis-
incentive against unbundling was
also beneficial as it would lead to
the voluntary spin-offs of assets
and more financial efficiency.

Malbak MD Grant Thomas
says he expects that the legisla-
tion to allow unbundling would
enable the delisting of the Mal-
bak pyramid Malhold, which
serves no purpose, It would also
make the sale of Malbak by Gen-

d dividend tax-

cor more likely.
Thomas says he is‘notex
by the dampening of consumer
spending from increased VAT,
petrol prices and excise taxes but
welcomes the reduetion in corpo--
rate tax which will énable the -
group to create moré‘jobs. \
|
|

Malbak itself was unlikely to
unbundle itself of assets, however,
as it traded at a premium to the
market value of its underlying ‘
assets, unlike Gencor and the “
other mining houses which traded !
at a discount to their underlying
assets.
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Assistance for ;;gﬁ'enéh o

Sowetan Correspondent

HARD-PRESSED unemployed people
who have lost their jobs through re-
trenchment are to get atax exemptionon
lump-sum pay-outs of up to R30 000,
back-dated to March last year.

3

i Back-dated exemption for pay-o 000:

Uptonow this concession hasapplied
only to men of 55 or women of 50 years
old.

However, Finance Minister Mr Derek
Keys said that, after negotiations with

the Chamber of Mines, the National
Union of Mineworkers and other trade
unions, the Government had accepted
that the R30 000 exemption beextended
to all victims of retrenchment, irrespec-
tive of age.




up more. on VAT, fuel, and a
range of taxed goods, municipal
taxpayers can expect a rise in
| their local rates. ’

management committee, . Dr
Pieter Smith, said in Cape Town
yesterday -that the increased

CAl VN — After coughing

The chairman of Pretoria’s

VAT rate would be applicable. ° lion to the ¢

to municipal services accounts. **,

e ‘fricredses ifl {h

and fiel pricés were “not good ~
news” for city councils {irough-
out the country, he said:

The increased VAT rate
would:mean an additional ex-
penditure of at Jeast R12 million.

for Pretoria while the increaséd
tuel price would add R15 mil-
ity's . fuel bill. —

Sapa. R

.
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ALTHOUGH mdlvndual
income taxes and re-
bates remained un-
--changed in the 1993/94
tax year, the man in the

o s

street will be forced into  #
".a higher tax bracket by
rising salaries. Cd
In this regard, econo- .

mists pointed out yester- N a
day that the private sec- ",
tor was likely to follow B
the benchthark sef inthe -
publie sector of a ﬁve -
.

- Ppercent mc s
ries in-1993. ‘jq S
‘Fringe bene: > .
has 'orle addition, wnth AL ‘
the lifting of the tax on § ~
travel allowances from
25% to a higher 35% of
the full allowance.
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‘Cons

BRUCE CAMERON

Business Staff Co \

HARD-PRESSED con-
sumers hit by a rafge of
‘tax, tariff and levy in-
‘creases in the Budget are
expected to gd on a 20-
day spending spree to
beat the April 7 deadline
for the_rise in VAT to 14
‘percent.

Retailers are expecting
‘the splurge to be followed
'by the harshest trading con-
ditions since the start of the
irecession more than four
years ago .as :inflation
pushes back into double dig-
its and the wide range of in-

creases start to bite into the
pockets of the person in the
streed. o oty oden o
Apart from the VAT in-
crease, fuel prices have gone ;
'up by 10 percent and duties
have been increased on d range |
of consumer products, particu- |
larly alcohol and tobacco, |
while the effect of inflation on
individual tax brackets will
quietly take more than R5 bil-
lion out of taxpayers’ pockets. .
. In &li, Finance Minister Mr
Derek Keys will get more than
R13 billion extra from consurm-
‘ers this year, substantially re-’
ducing disposable income.  _.
" The Surprise increase of VAT
‘to 14 percent was defended by
Mr Keys in 2n interview as
‘necessary to meet the zero-rat-
ing d&x; a range &gf basie com-
‘m,o‘: ,es"zﬂ-hﬁév: B ot T
- A %umgﬁ‘ggﬁ‘ted today
'over the full effect of the addl-
tional {axes the government is
‘snatching from consumers with
'the Department of Finance in-
sisting that the effect wjll be to
-push up inflation, rupning at 9,7
percent a year, by, £wo percent.
‘1 Economists wete predicting
rises of up to three percent to-
day but Financé Director-Gen-
eral Mr Gerhard Croeser stuck
to his two percent prediction.

+ “People ‘are forgetting gov-
‘ernment expenditure has been
curtailed. In the eyes of some
‘people, this could be
deflationary” ™ . -
‘ Reaction to the Budget has
ranged from compliments for
it being “visionary” to brick-
bats for the way it hits the con-
sumer as well as claims that it
does not sufficiently meet the
demands of the poor. & .
- Most economists appeared to -
be in agreement’ that the short-
term effect of the Budget
would be tough on the consum-

in the longer term it would

boost growth and job creation.

er and the retail industry but :

The African National Con-
gress, although sg;mpathetic to
the problems faced by Mr
Keys, was highly critical of
'what it saw as the Budget's
failure totackle the ‘needs of

ment plan, o
| There was confusion éver the
effect of the new compary taz-
ing system today and the im--
gact it would have on the Jo-
annesburg Stock Exchange.
The new system reduces com-
pany tax from 48 percent to 40
percent while imposing a new
dividend tax of 15 percent de-
ducted at source, " i -
- Mr Keys expected. the riew
system to bring in about the
same amount of overall tax but
its main effect.in his view was
that it would help struggling
and new companies and stimn-
late investment. + i :

[the underprivileged with a co-
hesive, .all-embracing develop-

‘@ See pages 8, 22 and 23
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fuel “bi

Staff Reporter

THE sharp hike in VAT and fuel
Prices was a “big blow” to consumers

- And.could postpone the economie re-,
covery, consumer and business or-
Banisations warned, - )
Housewive’
Lyn Morris
_ %heck prices
i [RRiN

said consumers should
do not;go Up unnecessar-

Py

| - 7The’increase in VAT and petrol
-.Prices would be a “big blow” to con-
sumers, Pick 'n Pay chief Mr Raymond
Ackerman said. The Budget was “tho
tough” he said, predicting a decrga\?é
in the sale of meat, Ay
2, Shoprite Checkers marketing dinl;gc~
~tor Mr Brian Weyers slammed the “in-
reasonably high increase in VAT”,
. Coupled with the petro] price Ahike, it
~would have a damaging ¥ipple.&
“on prices, he warned,..+ fr {3
~>OK' group managing director : Mr
:Meryyn Serebro said more foodstuffs,
: should have been zerp-rated; [ %7
-« Medical . aid payments Awould.” in.
crease and private health care would
become even more difficult to obtain,

g

s League spokesman Ms- !

*

How VAT will hit your

WHAT the VAT hike means for consumers In Rands, '
D © PRICE Y. Lo
ITEM . EXCL VAT - 10% VAT H4%VAT @ DIFF |
1) Toyota Corolla............ R39 817 R44 242 R45 391 R1149 |
sedan 1600 GL enees e T w et ’
2) Mercedes 200E........ ... R125887 R139875 .
3) Colour TV .. "R1169 +RA1299
4) Fridgeffreezer, R1439 _R1589
5) Double bed ... .. R1349 ‘R1499
6) Newly built house . . R148500 R163350
7) Telephone account . R100 “R110
8) Electricity account. . R100 R110
9) Mens’ jeans ...... R6299 . Re9,99
10} Mens’ leather shoes R107 R119
11) Mens’ work shit . ... R31,49 R34,99
12) Long-sleeved blouse . R56,69 R62,99
13) Scotch whisky R30,58 R33,98
14) Six beers. .. R9,62 R10,69
15) Compact Disc .*... o R63 R70
16) Doctor consultation g LR45'TT I~ RB0
17) Disprin ..... ... R13 R14,45
18} Movie ticket . .- R7,2 R8,00
19} Paint 25 litres. R1889. ,R20999 . R21534 R5,40
20) SAA economy air ticket. .. .. R918 “R1020 R1 046 R26,50
C Town to JHB std fare L

A

CT |3 3

low’

a spokesmen for the Representative
Association of Medieal Schemes, Mr
Rob Speedie, said yesterday.

. Mr Leslie Howard of Bergvliet, who

spends a large portion of his pension

on medical bills, called the increases
A'immoral”,

‘Concerned business groups have
bredicted the increases will postpone
_the economic recovery.

People will have less purchasing
power which “will exacerbate present
harsh trading eonditions”, South Afri-
can Chamber of Business spokesman
Dr Ben van Rensburg said.

2 ‘The Cape Town Chamber of Busi-
ess said it would have a direct effect
n consumer spending, -

The National Association of Auto-
obile Manufacturers said the VAT
crease was higher than expected.
“It will inevitably result in higher
inflation, lower growth and ultimately
-lowér levels of new vehicle sales,”
~warned president Mr Bert Wessels,

4 Ihe VAT, rate hike could lead to a
'Wwave'of sale$ before April 7, he said. i

“However, this would b followed
. by,an jnevﬁi“table slump.” . i#he, 2 i

poet
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DRAFT double taxation
agreements had been
initiated by South Afriea
with France, Hungary,
Namibia, Poland, China
and Rumania, Finance
Mi.rtliister Mr Derek Keys
said.

were also taking place
with Lesotho, Mauritius
and Russia.

South Africa’s greater
international acecep-
tance had also paved the
way for more active in-
volvement by the World
Bank and the Interna-
tional Monetary Fund.

Mr Keys said a request |
for IMF assistance for
drought aid would be
considered should the
level of South Africa’s
foreign reserves become
a cause for concern.

Improved internation-
al relations had also

He said xiegotiations "

helped combat fraud :

and smuggling as offi-
cials had greater access
to ‘other countries and

more assistance from -

. other Customs & Excise
administrations.
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THE mcrease m VAT to- 14% from Apnl 7 would

require | the cir
-which the’ exnstmg 10% rate or’ the new rate would be
applicable to tr. 3 yes: .

terday, when the new rate W annolmced:‘and Aprll

T

" This was
Cummnssxoner Mr. Hannes Hattmgh e

. Under existing; VAT: 'legi ‘VAT
h ayable on the date of supply which is the date thet
mvome was issued or pay made g
{the earlier, . o
""Mr Hatti ‘saldthe"“ 0
‘signed to engure that a supply of goods rSet
was taxed at the existing rate where:the oods
provided orthé services performed befor AL
This would bé the ecase eyen though .the’ 4
supply might technically fall on or aﬂﬂer AP

@ Anglo American Property Services';(Ampros)
said yesterday ‘it would absorb the folir pere: nt.
increase’.in VAT on all residential la
countrywide until the end:of :June.

.Hlke in VAT, fuel ’big blow’ — Page 8

..
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ment going, and I think he’s doing it imagi-
natively. His example of a company paying
the full tax rate with dividends covered three
times shows that, under the, revised struc-
ture, earnings will increase by 10%.

“Companies now paying a much lower
effective tax rate and generously distributing
dividends will be adversely affected, but 1
don’t know if that’s a bad thing.”

Jesse believes that overall the Budget
could have a mildly stimulative effect on the
market, with the possible exception of con-
sumer stocks — where p:e ratios often ex-
ceed 20 — because of the implications for
consumer spending. If so, shares most vul-
nerable are those in the food, retail and
durables sectors,

Liberty Asset Management chairman Roy
McAlpine feels most parts of the Budget

were expected and discounted, the exception

being corporate tax. “The new structure will
have different ramifications for different
companies; the 15% tax on distributable in-
come could be a shock for some. But I don’t
expect a material effect on the market.”

Frankel Pollak Vinderine CE Sidney
Frankel finds the Budget well constructed.
He believes the cut in corporate tax rate
gives encouragement to companies, while the
tax on distributable profits should not have a
dramatic effect on investors,

“It should not really affect shareholders
because of companies’ ability to increase
earnings. Overall I think that, in the context
of Keys’s five-year plan, it’s the best Budget
we could expect.”

Effects of the new tax structure on corpor-
ate profits will be influenced by companies’
present effective tax rates, the amount of

320[@®)
diﬁmdﬁ L%iglsand%end @

Though most are expected to benefit, those
which already have very low effective tax
rates could be faced with unexpected addi-
tional demands on cash flow.

An obvious possible casualty is Sappi,
which last year had a tax rate of 1% and a
tax charge of R3,2m, but paid a dividend of
R225,4m. Iscor’s tax rate was 0,1% and its
tax charge R3,3m; it paid a dividend of
R112,Im. Highveld Steel’s tax rate was
4,8% and its tax charge was R39,8m; it paid
a dividend of R39,8m.

On the other hand, many companies have
been paying high tax rates while distributing
a limited proportion of earnings. These could
enjoy significant improvements in cash flow.

Anglovaal Industries (AVI) had a tax
charge last year of about R290m, an effec-
tive rate of some 43% on the R681m pre-tax
profit. A rate of, say, 35%, could reduce the
tax charge by around R52m. AVI maintains
a high dividend cover (5,2 times last year), so
tax at 15% of the R52,4m ordinary dividend
would have been only about R8m.

Plate Glass last year posted pre-tax profit
of about R217m, on which it paid tax of
about R100m, at 47%. If this rate were
dropped to, say, 39%, an additional R18m
would have been retained, The 15% tax it
would have incurred on the R34,2m divi-
dends would be about R5m. .

There was some disappointment in the
market that there is still no further progress
in phasing out MST, as some had expected it
might be cut from 1% to 0,5%, for example.

The announcement that legislation will be
introduced to assist unbundling, including a
qualified exemption from stamp duties on
share transfers by listed companies, is seen
as one more step towards restructuring cor-
porate SA. But brokers note that the practi-
cal steps have yet to be taken. | ]
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JSE REACTION
Mild stimulation(32°

Stockbrokers and investment managers gR-
erally feel that the Budget contains no nasty
shocks which could send the market into
decline and, with some exceptions, the re-
vised tax structure should benefit corporate
profits and cash flow.

Martin’s Richard Jesse agrees the Budget
will dampen consumer spending but believes
the cut in the corporaie taX rate will favour
rapidly expanding companies.

« A - .
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New tax plan still 'dlscrlmmates

iy
a3

THE rplanned new tax
ill continue to discriminate agamst
owned companies in SA — despite
Finance Minister Derek Keys’s state-
menf. to the contrary in his Budget Re-
vxew, ~SOUrces say.

' The reason, the sources add, is simple:

the new dispensation does not do away.

with non-résident shareholders’ tax
(NRST) — a tax on dividends paid to
-foreign mvesto s N ST is applied at, a
rate.of 15%. 4)
Deloitte & Touche tax partner m
Crofje; said the new dual tax system
would be grafted on top of NRST, which
obvi usly favoured domestic companies

ove forelgn owned companies. “Funda-

T

{ ANDREW KRUMM(37.0 ,{

were paying now. “Using the worst case
scenario, foreign companies will still be
slightly better off.”

-Undér the proposed dispensation a
foreign company distributing its entire
taxed profit to its parent (the worst ease
scenario) faced a 55,66% nominal tax rate
— still marginally better than the 55, 8%
rate under the old system.

Yet, should the foreign owned company
declare less than its total taxed profit as
a dividend, the benefits increased mar-
kedly, Mazansky said,

For example, a company"distributing
one-third of taxed profit, w ld face a
tax rate of 45,2% untler the new’

ment y, this ‘g toa
selective tax treatment, and will tend
to ¢ mter the benefit of the reduetion in
the ax rate to 40%,” he said.
Meanwlnle, Kessel Feinstein tax part-
ner Ernest Mazansky said applying the
new'company tax dxspensatlon on top of
NRST did not' mean*that foreign com-
panies would pay miore tax than they

system, agamst the 50,6% rat plicable
under the ¢ld. :
“It appears that the new dispensation
will achieve what Keys intended. Al
companies, both forelgn and local will be
better ‘off; more''so if- they do not dis-
tribute profits’ ‘afid“:go for:'
Mazansky said.
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dividen

CAPE TOWN — Private companies
which attempted to preempt the in-
troduction of a dividend tax in this
week’s Budget by declaring dividends
in advance have been outman-
oeuvred by the taxman.

noeuvre
w0

| et
scrip dividends, but in terms of the
present definition of dividends in the

Income Tax Act, they would be ex-
cluded from STC. However, Inland

LINDA ENSOR

Inland Rev Commi

Hannes Hattingh said in an interview
at the Nedbank/Old Mutual Budget
forum yesterday he had been aware
fhat a large number of private com-

panies had tried to avoid paying the

;‘jgmticipated tax by declaring divi-
dends before the Budget. In some
casés 100% dividends were declared
and the funds then loaned back to the
companies. -

However, in terms of Hattingh's

ruling on secondary tax on com-
panies (STC), all dividends declared
before March 17 and paid after that
date would be subject to a 15% tax,
except those of listed companies
where the declaration had been publi-
cised. .
. Hattingh conceded that companies
with financial year-ends after April 1
when the new 40% company tax rate
takes affect would benefit sooner
than those with February year-ends.
This advantage was unavoidable.

He said companies worst affected
by STC would be those which did not
pay tax — because of assessed losses
or incentives — but which declared
huge dividends.

Finance director-general Gerhard
Croeser told the forum the 15% STC
acted as a minimum fax on com-
panies.

Hattingh said wide consultations
would take place with business in
compiling draft legislation for STC.
No decision had been taken regarding

R would “definitely be looking
into this”".

0ld Mutual legal services manager
Abri Meiring said the definition of
dividends in the Income Tax Act cov-
ered loans to directors. This, he felt,
would have to be retained to prevent
the creation of a loophole.

Business has expressed concern
about the possibility of double tax-
ation of dividends passing up a pyra-
mid structure but Hattingh said only
the net dividend received less the
dividend declared would be taxable.
Credits would be allowed for taxes
paid by subsidiaries, :

Wooltru financial director Jon
Lavis said clarity would have to be
given to the declaration of dividends
by a subsidiary where the parent
company used the funds for invest-
ment. He felt such dividends should
be untaxed. . :

Life assurers have been concerned
that STC would favour proprietary
companiés — which would pay tax on
dividends declared — over mutual
life companies which do not declare
dividends. S

However, Ofd Mutual chief operat-
ing officer Gerhard van Niekerk said
yesterday an initial study had indi-
cated STC would be neutral towards
life assurers. Proprietary companies
would be able to obtain credits for
dividends paid out of their corporate
funds, whereas this would not be pos-
sible for mutual societies.
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Keys plans 1o achieve rough justice in the
great movie mess. As soon as the Appeal
Court rules on the judgment of the Transvaal
Income Tax Special Court, the Commission-
er for Inland Revenue will put forward a
formal offer of settlement to taxpayers who
relied on movie schemes as 2 tax shelter.

Claims for deductions based on conces-
sions to movie makers have given rise to
numerous, often serious disputes. Some as-
sessments have been delayed for years, giv-
ing rise to possible large claims for interest.
It is believed the potential loss to Revenue,
had all deductions been allowed, could have
reached R2bn, plus a further cash-flow defi-
cit caused by low provisional payments.

Underpayments of provisional tax have
arisen because taxpayers based provisional
payments on the assumption that they would
be allowed deductions on 2 multiple basis,
through the special incentives.

KPMG Aiken & Peat tax partner Patrick
McGurk says it is widely expected the offer

- Actual - Percent

Fiscal Budgeted -

year spending spending increase .
93-94 114,15 — 8,8
92-93 100,68 104,88 214
91-92 - 84,98 86,39 15,6
90-91 72,93 74,73 14,7
89-90 65,02 65,18 | 16,8
88-89 53,87 55,93 17.9
87-88 46,87 4745 17.9
86-87 37,67 40,25 22,3
85-86 31,29 32,91 21,3
84-85 24,85 27,13 21,6
83-84 21,18 22,32 16,4
82-83 18,24 19,13 16,7
81-82 15,87 16,43 . 208
80-81 13,08 13,60 18,9

t Percent increase in actual spending from pre-

vious year's actual spending
.0

4 143/42
rancit1 invest. It

will allow a deduction only on
basis — one rand for each
seems it will include 2 waiver of interest on
underpayment of provisional tax.

McGurk says taxpayers who believe they

have a good case will retain the right to reject
the offer and go to court. But if — eventually
— they lose, they could face a large interest
bill, which almost certainly won’t be waived.
Deloitte & Touche tax manager Greg
Boyd asks why action on movie-related as-
sessments must wait for the judgment on
Jake Speed, as this will be decided onits own
facts. He points out that tens of thousands of
movie-related assessments are outstanding.
If only 10% reject 2 settlement and fight
through the courts, the system will be
clogged up for years. This points to the logic
of settling everything through legislation.
The whole mess confirms the folly of intro-
ducing special incentives into a tax system
for no objective economic advantage. M

I
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Company tax could

—\
By HILARY JOFFE iz - K12193
A RADICAL change in company tax was the major inno-
vation of this week’s Budget - and if it works, it may turn
out to have been one of Finance Minister Derek Keys’
smarter moves.

By reducing the company tax rate from 48 to 40 per-
cent, Keys will delight the business community. But by
introducing a new “dual tax system" for companies, Keys
reckons he can maintain an unchanged company tax bur-
den — and provide an incentive for companies to re-
invest their profits, so contributing to growth and, he
hopes, job creation.

To the traditional company income tax is added a Sec-
ondary Tax on Companies (STC) system. This essential-
ly taxes profits if they are distributed as dividends to
shareholders. Companies choosing to be generous with
the dividends will pay for this in higher tax rates. Those
preferring to retain plenty of profit to finance expansion
will benefit.

Said Keys: “The dual tax rate should prove an impor-
tant incentive for the new and fast growing company: the
more a company exploits investment opportunities and
finances itself, the lower will its tax rate be.”

Keys has in a sense reintroduced the tax on dividends
which was abolished in the 1990/91 Budget — but this
time as a tax on companies rather than on individual
shareholders.

Take acompany with 1 000shareholders arning R100
000 in taxable income: it pays R40 000 in income tax,
leaving R60 000 or carnings per share of R60. If it then
decides to pay adividend of R20 per share (an earnings to
dividend ratio of three is regarded as prudent) the compa-
ny becomes liable for STC of R3 a share or R3 000 in
total. That gives it a total tax rate (income tax plus STC)of
43 percent.

A board of directors choosing, instead, the path of “div-
idend stripping” — paying out all the profits to share-
holders without reinvesting — takes the company’s tax
rate up to 48 percent.

Tax experts note that dividend stripping has been fairly
common in the past couple of years, particularly in private
companies where shareholders have taken advantage of
tax-free dividend money.

Keys said loss of state revenue from cutting basic com-
pany tax rate would be neutralised in the 1993/94 fiscal

— e
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Trading places ... Hard-pressed m
wage earners now have reason to envy the poor
Photo: GUY ADAMS

year by STC collections. It’s not precisely clear how the
asithmetic will work but the key is probably in the differ-
ence between the accounts companies draw up for the
receiver of revenue and for the shareholders. Very few
companies actually pay tax at 48 percent — the average
effective rate is far lower because of a variety of tax
allowances and the like. A company could, for example,
have accumulated an assessed tax loss in previous years
and be paying no income tax but would now be in profit
and paying dividends — so would be liable for STC.
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By Leigh Haséall

Companies whose financial
years end in March are
viewing the Budget propos-
als with alarm,

In addition to losing out on
the lower tax rate they will also
bear an extra 15 percent tax on
their declared dividends.

The Budget proposals allow the

cent (previously 48 percent) to be
applied to financial years of as-

thereafter.

Companies with year-énds be-
fore this date will not benefit yet
from the reduction in rate,

The Budget's proposed second-
ary tax on dividends (STC) adds
insult to injury for March and
February year-end companes.

Their dividends, which are de-
clared after the year-end, will
bear the 15 percent tax on divi-
dends without the relief afforded
by the lower tax rate, - - -

The tax rate for some affect-
ed companies could be pushed
as high as 558 percent compared

with the new range from 40 per-

new corporate tax rate of 40 per- -

sessment ending April 1 1993 or-

‘March’ com
face heft

cent to 47,8 percent depending on
the extent of dividends declared,
Contrarily, companies with an
April year-end will receive a
windfall in that the lower cor-
porate rate will be applied to a
full year's taxable profits despite

still being taxed on their divi-.
dends.

A spokesman from the Depart-
ment of Inland Revenue says the
issue of March year-end com-
panies being taxed at the higher
rate was not an oversight.

Transitional problem

This transitional problem had
been identifled “but with every
change in the tax system all tran-
sitional problems cannot be ad-
dressed”, he said.

The transitional measures of-
fered by the STC implementa-
tion will afford some relief how-
ever, to investment holding com-

es.
Dividends received from Sep-
tember 1992 or even an earlier

- date of declaration can reduce
* the amount of STC payable on
- the current year’s dividends,

is a common year-end
for companies and the list in-

Sk

y GO b@!l( 30)
Cronje adds that companies

Cludes sich as SAB and A-nglo K
American, -

lal2lqz

Mark Bower, financial direc-

* tor of Edgars Stores, which is in
the SAB stable, says: “The situa-

- tion is inequitable; affected com-
panies should not have to pay
48 percent tax on their income as
;velfmas the 15 percent tax on divi-

ends.”

B V‘)thlle Finance Minister Iﬁeys’

udget corporate proposals have
generally been lauded as innova-
tive and brave a number of ano-
malies are emerging,

- Willem Cronje of accountants

' FDeloitte & Touche says: “The

-lower tax rate and installation
of STC i3 an excellent develop-
ment which is economically
sound provided that there are no
further attempts to tax dividends
in the hands of the individual”
Cronje notes that the non res-
ident shareholders tax on divi-
dends was not abolished despite

" Keys saying he would like to level

the playing fields hetween local
and foreign investors,

Non'residents currently pay a

15 percent withholding tax on div-

idends unless a Double Tax

. Agreement exists and a lesser

amount is paid.

e —

anies

paying dividends out of accum-

|

|

mulated reserves will end up |

paying an effective tax rate in
excess of 50 percent.

Ernest Mazansky of account-:
ants Kessel Feinstein foresees
that clarification is needed in Ii-
miting the cascading effect of the
STC in a three or more tier com-
pany group.

He adds that in a two-tier |

group there is a specific relief
provision to prevent the top com-
pany paying STC a second time
on the dividends passing through
it from the bottom company. It is
not clear however whether the
relief will continue to apply if

" there are higher companies in the
chain,

Further clarification was need-
ed on the definition of the term
Adividends paid” in the imple-
‘mentation of the STC,

queries whether re-
serves which had previously been
converted to a loan account in a
private company could now be
attacked as a dividend when the
loan i repaid, either in whole or
in part, and argues that they
should not be,
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Middle-class individual
being squeezed by the
government for the sake of
future growth. But business has
heaved a sigh of relief. .
REG RUMNEY reports

AYERS might be puzzled

by the first part of this year's |

Budget theme — “disciptine and

growth”. They might be tempted
to remember poet Roy Campbell’s
condemnation of some South African
women novelists and say of Finance
Minister Derek Keys’ Budget: “He’s
got the snaffle and'the curb alright —
but where’s the bloody horse?”

Indeed, Keys’ business-like supply
side Budget this week overtly favoured
only the very poor and the corporate
sector. The rest will have to wait for the
longer-term benefits of discipline to
come through, if they do.

For the hard-pressed individual
salary eamers of the middle class the
Budget was bad news indeed. And in
this sense it ias hampered the econo-
my’s ability to grow this year, as per-
sonal consumption expenditure crum-
ples further under the weight of a heav-
fer tax burden,

For the biggest blows were the fail-
ure to adjust the individual tax tables
for inflation in any way at all, and an
ingrease in the Value Added Tax rate
of four percentage points,

. Relying on“fiscal drag” or “bracket
creep”ythe phenomenon whereby
inflation drags taxpayers into higher
tax brackets merely by virtue of cost-
of-living increases, will bring in around
R5-billion or 15,5 percent more rev-
enue in the 1993-94 fiscal year than in
the 1992-93 year.

The increased VAT rate, despite
zero rating, will gamer almost R6-bil-
lionor 43 percent more than in the pre-
vious year. Without the big VAT
increase income lax rates themselves
would have had to go up quite a bit.

‘The so-called “sin” taxes on liquor
and tobacco were also increased, but
only slightly, for anincrease in revenue

1993/4 Budget

Key to Keys’ plan ... Where the Budget money goes

0f R320-miltion.

For the poor, the VAT increase was
offset by previously announced zero-
rating of abroader range of basic food.

Old age pensions will be increased
by 7,5 percent on July 1. The effect of
equalising pensions — presumably at
the new “white” level of R371 — in
September will then mean the amount
African pensioners acutally recelve,
for example, will increase by 27 per-
cent. It must be noted, however, this
bonus will be delayed by six months.

While there are no obviousty
de d. ol

Keys has desisted from cracking
down too hard on spending for fear of
sinking the economy.

Also for the very poor, the much-
criticised Nutrition Development Pro-
gramme, renamed the National Nutri-
tion and Social Development Pro-
gramme, will get another R400-mil-
lion.

Money will also be pumped into the
economy through, for example, the
additional R60-million provided for
job creation, and the extra R200-mil-
lion for housing.

c "

these and other government hand-outs
will maintain some consumption
expenditure,

at first glance did not
get much of a Budget windfall. After
all, the cut from 48 percent to 40 per-
centincompany tax is designed to gain

burden

43 percent.

Other favourable implications for
business of the Budget was what Keys
omitted to do. Southern Life chief

the same revenue. The loss will, says
Keys, be made up by a tax on dis-
butabl

Mike Daly asa
sighof relief when the Budget was pre-
sented. There hadbeen talk of levieson
life assurers, but instead Keys adopted
the mild “four-fund” approach and
evenscrapped the somewhat restrictive
Sixth Schedule to the Income Tax Act.
This basically prevented life assurers
from selling pure investment products
without any life insurance thrown in, in
competition with banks and building
societies for short-term investment
funds.

Daly says there had also been talk of
acompany loan levy. There had even
been a suggestion Keys might intro-
duce some levy or surcharge on high
eamners to finance abolishing bracket
creep for lower income eamers. Keys
shied away from touching the income
tax tables to cater for fiscal drag at all,

While not taxing business, the
Budget gives around R2-billion to
the General Export Incentive
Scheme, whose efficacy has been
questioned as a stimulus for
exports. This is in line with the
Nomative Model, whose authors
believe the scheme cannot be
scrapped in the short term.
Whether one can separate the eco-
nomic interests of individuals and
compaties is a moot point: companies
employ indivi

[ pany willonly
gain if it ploughs money back into the
business and invests in productive
capacity. And successful companies
must pay dividends.

Butifacompany playsits cards right
the change will be a boost. Econe-
metrix chief economist Azar Jammine
reckons that it might seem to favour
medium-size companies, but even
small companies whose owners are
tempted to pay themselves more out of
profits will find it more profitable to
keep the money in the business.

That way they will pay 40 percent
tax rather than the top marginal rate of

Inany case an extra R15-million —
of atotalof R112,6-miltion— is voted
for small business, which is an efficient
job provider.

Also, the labour-intensive tourist
industry has been given a boost
through reducing the depreciation peri-
od for hotel refurbishment cost to five
years from 20 years and an extra
R25-million, of 2 total of R110-mil-
lion, is provided for aid to tourism this
fiscal year,

Nonetheless the Budget message for
the taxpaying middle class is that for
another year the struggle to maintain
living standards continues.




What the ANC

CAPE TOWN — An in-
crease in value-added tax
to 12 percent, enlarging
the basket of zero-rated
goods and :a.two percent
reduction in the company
tax rate were some of the |

alterpatives African Na- ...,

. tional Congress economist
Tito Mboweni proposed to

Finance Minister Derek -

Keys’ Budget.

Responding to a ques- = -
tion at the Old Mutu- .~

al/Nedbank Budget -«

terday Mboweni said
VAT, after its initial in-
crease, would be raised -
over two to three years
“to 15 pertent but with a
differentiated basket of

A multiple-rate system
would be introduced,
keeping VAT on essential. R114 billion.
goods lower and increas- .

"ing ‘the tax on_ luxury | government expenditure . gver a three or four, year
. bitt there needed to be period. .
i- clear mechanisms for v v
«: monitoring and ensuring
that state spending re-,
* ‘mained within'its Budget

The company tax rate
would be reduced from 48
percent to 46 percent, and
not by eight percent as an-
nounced in the Budget.

However Mboweni said ;-
the directign-of-company
{1 tax rates would be down: ' nances are still
Forum in Cape Town yes- - - ward over-a number of

~
clear mechan?

- estimates.

t1said. - ¥ .
:~- 3" In addition to

-~

*strain government expen--
diture within the set

He was against raising”

] bl
setting up

He said Keys’s handling  an indepéndent fiscal
of the deficit to reduce it
! from 8,6 percent to 6,8 ‘state spending,
' percent was commend-
able, but there was rio

Mboweni

udget would not
* focus on a single year of
fiscal planning but would

« rather approach fiscal ex-

penditure and revenue

This multi-year Budget

would set the imperatives -

for yearly budgets and

i+ “The problems which.,, N%Mm%wﬂ%%ﬁ.muﬁ.wo
" have bedevilled _u__Em.o fi, < people can see what my
jthere,”.he,., development strategy is,”

~ he said:
Mboweni believed this

commission to_fionitor . “"would create policy con-

sistency and encourage

,‘also proposed 2 different * bysiness and investor con.
approach to the Budget, > fidence.— Sapa;” - * v

At the same seminar, re- His' analysis was sup-
- ports Sven Lunsche, the  ported by a number of
Reserve Bank’s serior economists who argued
deputy Governor, Jaap that the Budget would
Meier described the bud-  serve to Suppress consum-
..-get as “mildly deflation- ¢p spending over the next
.- ary’. - " few months, thereby re-
“ "' He said inflation could . m.,EnSN demand inflation.
rise by up to two percent- - Despite the deflationary
....age points in the short- scenario, Meier indicated
"."term following the rise in ; a further cut in interest
“1 VAT to 14 t and the , 'rates was not ‘on the
3 16c per litre increase’in ‘ccards.- - . ., 5
the petrol price. 1 wThe recent sharp de-
i * “In the longer term, . cline of the gold and for-
.. however, this Budget fol- .eign exchange reserves
. ., lows the monetary guide- “and the dwindling surplus
. lines set by the Norma- “on the balance of pay-
., tive Economic Model and .ments are a new con-
.. Should be slightly defla- ", straint orl our interest rate
" tionary,” he said. assessment,” Meier said.

—

.
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By HILARY JOFFE

ANY Budget which raises taxes runs
the risk that this will stifle economic
growth and so limit the increase in
total tax revenue.

Finance Minister Derek Keys is tak-
inga calculated risk in this week’s
Budget: he has to deal with the huge
gap between government spending
and revenue. But if his tax increases
lead to “overkill” of the economy, the
Budget deficit may turn out higher
than the R25,3-billion he has estimat-
ed for 1993/94.

1t’s not that the Budget assumes a
sparkling economic outlook: it fore-
casts growth in gross domestic prod-
uct (GDP) for this year of 0-0.,5 per-

_ cent, The Budget estimates tax rev-
enue will rise by 16,5 percent to
R88,9-billion and government spend-
ing by 8,8 percent to R114-billion.
The expected deficit should therefore
drop to 6,8 percent of GDP, from the
8,4 percent represented by the 1992/93
deficit of around R28-billion. And
budgeted capital (investment) spend-
ing, for which it’s considered general-
ly acceptable for governments {0 run
into deficit and borrow, will be at least

Keys. ¢

R7,5-billion, or two percent of GDPin
1993/94.

But the ballooning deficit for the fis-
cal year just past is in large part the

resnlt of over-optimistic economic
growth estimates by ihe Budget

drafters. This time last year, along
with most private sector economists,

they were expecting a GDP growth

rate of around one percent for 1992.

Instead, drought and slow growth in

the international economy contributed
to a GDP decline of 2,1 percent. Asa

result, government revenue was | :
R10-billion below Budget and expen- R et
. Praying for rain Keys must be h

diture was inflated by R3,4-billion in
drought aid to farmers.

Keys must be hoping that no
droughts, floods or other unanticipat-
ed disasters derail his Budget.

And he has to hope that the increase
of the VAT rate to 14 percent and rise

in the personal tax burden because of

fiscal drag will not cause the econom-

ic growth picture to be even worse

alcul

iy — 2

et 3
oping drought won’t ‘derall his Budget

On the spending side,
ment is aiming at cost
RS5-billion over the next two ye
so Keys’ Budget esti
central governmen
around two percent, taking into acc-
which private-sector

s s
T samw_nm 5]
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percent).

Defence spending by central gov-
ernment, for example, is to fall by two
percent in money terms, while the
police vote rises by 22,7 percent, edu-
cation by 16,2 percent, health by 15,5
percentand social security and welfare
by 22,2 percent. Interest on the gov-
ernment debt increases by 21,8

percent. @ @

However, Keys chose to emphasise
general government spending, giving
gross expenditure figures which
include the budgets of the TBVC terri-
tories, provincial administrations and
self governing homelands. These
show spending increasing by 7,6 per-
cent to R127-billion.

Education is the largest single item
on the general government budget,
increasing by 12 percent to R27-bil-
lionor 21 percentof total spending. Of
the education total, R23-billion or 88
percentison pre-primary, primary and
secondary education while the rest is
on tertiary education.

The second largest spending item is
intereston debt, which government’s
mounting debt burden will take up to
R22-billion in 1993/94 — 17,4 per-
cent of total spending and a full six
percent of South Africa’s GDP.

The health budget of R12,9-billion
will account for 10 percent of total
government spending in 1993/94;
defence for a further 8,4 percent;
social security and welfare for 8,3 per-
cent and potice for 6,7 percent.
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Close Corporations are also subject to the new
secondary tax on companies (STC). Deloitte
& Touche tax partner Anne Pappenheim
says private companies have been distribut-
ing reserves in anticipation of the reintroduc-
tion of tax on dividends. But advisers of CCs
generally have not, because their dividend
distributions have not been taxed.

To make matters worse, STC is payable
even if there is no taxable income. So even
tax-aware CC members will be worse off.

CCs typically draw up their accounts well
after their year-ends. Many have February
year-ends and so will not be able to establish
1993 profits until after Budget day. They
will have to pay corporate tax at 48% (the old
rate) and STC on dividends on top.

Where there is no existing loan from the
member to the CC, will the threatened re-
introduction of section 8B deem a loan by the
CC to the member a dividend? On the old
S8B, shareholders in private companies were
fortunate if they had capitalised the com-
pany with nominal share capital and large
shareholders’ loans. They could withdraw
funds within the limits of their credit loan
accounts without falling under S8B’s divi-
dend-deeming effect. How many CCs were
set up in this tax-efficient way?

FAPPERUCIIL say> i s,
sions struck a major blow at CCs Wﬂl STC
be the death knell for this business entity,
introduced in 1984 specially to assist small
business but obviously now seen by the au-
thorities as just a tax avoidance vehicle?

FILM SCHEMES
320

Keys plans to achieve rough justice in the
great movie mess. As soon as the Appeal
Court rules on the judgment of the Transvaal
Income Tax Special Court, the Commission-
er for Inland Revenue will put forward a
formal offer of settlement to taxpayers who
relied on movie schemes as a tax shelter.

Claims for deductions based on conces-
sions to movie makers have given rise to
numerous, often serious disputes. Some as-
sessments have been delayed for years, giv-
ing rise to possible large claims for interest.
It is believed the potential loss to Revenue,
had all deductions been allowed, could have
reached R2bn, plus a further cash-flow defi-
cit caused by low provisional payments.

Underpayments of provisional tax have
arisen because taxpayers based provisional
payments on the assumption that they would
be allowed deductions on a multiple basis,
through the special incentives.

KPMG Aiken & Peat tax partner Patrick

McGurk says it is widely expected the offer

REVENUE COMPARISONS
199293 1992-93  1993.94
Budgeted Revised Budgeted
Rm  estimute  aof exist-
Rm ing rates
Rm Rfm vevised
Inland Revenue
Income tax on:
Individuals 35611 32572 37 680 37627 16,6
Non-mining companies 13 366 10796 11101 11101 2,8
Gold mines 472 482 BON ROD a7

e —————
SPENDING RISE
{Rbn)

Fiscal Budgeted Actual  1Percent
year spending  spending  incrense
93-94 114,156 - 8.8
92-93 100,68 104,88 214
91-92 84,98 86,39 15,6
80-91 72,93 74.73 14,7
89-920 66,02 65,18 16.5
88-89 63,87 55,93 17.9
87-88 46,87 47,45 17,9
86-87 37,57 40,25 22,3
85-86 31,29 32,91 213
84-85 24,95 27,13 21,6
83-84 21,18 22,32 16,4
82-83 18,24 19,13 16,7
81-82 16,87 16,43 20,8
80-81 13,08 13.60 18,9
1 Percent increass in actual spending from pre-
vious year's actual spending

FMI912192 (320 ) aueg
will allo\i a deducgﬁ_ﬁﬁw

basis — one rand for each rand invested. It
seems it will include a waiver of interest on
underpayment of provisional tax.

McGurk says taxpayers who believe they
have a good case will retain the right to reject
the offer and go to court. But if — eventually
— they lose, they could face a large interest
bill, which almost certainly won’t be waived.

Deloitte & Touche tax manager Greg
Boyd asks why action on movie-related as-
sessments must wait for the judgment on
Jake Speed, as this will be decided on its own
facts. He points out that tens of thousands of
movie-related assessments are outstanding.
If only 10% reject a settlement and fight
through the courts, the system will be
clogged up for years. This points to the logic
of settling everything through legislation.

The whole mess confirms the folly of intro-
ducing special incentives into a tax system
for no objective economic advantage. W




By REG RUMNEY

FINANCE MINISTER DEREK KEYS
dispelled a lot of criticism by leaking a fair
amount of the Budget’s bad news before
actual Budget day. For instance, most
commentators expected Value-Added Tax
to rise, though not by as much as four per-
centage points.

Keys attracted praise for an imaginative
approach to company tax and for address-
ing the Budget deficit, though there is
some feeling he did not cut government
spending enough.

But what did Keys leave out? Here are
some omissions:

@®The most outstanding omission was
any alleviation of fiscal drag, a “secret” tax
which the Normative Economic Model
released last week thoroughly condemned.

@Capital and current expenditure on
road infrastructure declines for another fis-
cal year, at R2,430-billion, or 32 percent of

W3-
what the fuel levy bringsin, -

Calls for the redirection-of the fuel levy
toadedicated national road fund have been
ignored.

The Budget review says a high priority
is given to capital spending on existing
Toads, as against new roads. This implies a
continuing reliance on toll roads for new
road building.

@Privatisation is not mentioned as a
source of income in the Budget speech, for
obvious political reasons. This is despite
the pending privatisation and listing of
State abattoir utility Abakor, and a vow by
the government that privatisation is going
ahead.

@t is not, as has been pointed out by the
Democratic Party, desirable that a much
larger proportion of the Budget be spenton
education than in the previous fiscal year.
Value for money is as important as abso-
lute sums.

hat Keys should Jave done .

..
@ Gw)
@Unemployment € big issue that

deserved some creative thinking but was
not imaginatively addressed. Special job-
creation programmes which might play a
role in kick-starting the economy were not
considered.

Though an extra R60-million was voted
in the Budget for job creation, it is not clear
whether this and other money will be inte-
grated in the provision of essentialcapital
works. e

@A state lottery, which the DP suggest-
ed could have raised around R800-million
this fiscal year, was once again passed
over. gt

ORetired people have received no fiir-
ther exemption on interest income.

®Medicine is still subject to VAT.

@A capital gains tax was not imple-
mented, but this tax or something similar
probably waits in the wings.
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o BY MAGGIE ROWLEY
Qeputy Business Editor
- HUNDREDS of unlisted com-
panies could find themselves
paying an effective tax rate
well in exeess of 48% for the
year ending March 31.
The ‘affected companies are
those whose year end is on or
before Mareh 31 and who have
declared & dividend but have not
yel paid if.
c:Finance Minister Derek Keys
announcedlast week that the pre-
sefit tax rate of 48% for com-
panies would ‘be reduced to 40%
foryears of assessment ending on
or after April | this year .
At the same time he announced
* the introduction of a new 15% tax
op. companies for income distrib-
uted in the form.of dividends
which ‘came ‘into effect from
Mareh 17~

Kevin MeManus, a tax consul-
tant with” Price Waterhouge
Meyerniel ‘said problems would
arise -when private companies
whoséiyear ends were before or
on:Marc¢h:31 and had been taxed
a4t the 48% ¢orporate rate and had
declared a dividend but had not

'

oo s

yet paid it. .
“I have at least four major cor-
porate clients who will be affect-

ed.

“Many of the companies affect-
ed have foreign shareholders and
have not paid the dividend al-
though it has been declared be-
cause they are awaiting elear
an? from the Reserve Bank,” he
sajd.

Effective tax rate

He said the maximum effective
tax rate companies under these
cireumstances conld face would
be 55.8%. ’

“However that would only be if
they paid a 100% dividend.”

“A dividend based on a 3:1 ratio
conld see an effective tax rate for
these companies of about §52%,”
he said.

VAT architect Trevor van Heer-
den confirmed that hundreds of
companies could be affected,

“But let one of them show me
that they have been paying 48% of
their accounted profits. I don't
believe there is one company in
South Africa doing that.”

He said the Department of In-

G0 cx2ofphn L
companies

land Revenue had b
ed ‘with reqnests” from “pr
companies wishing to back date
their dividends.

“They claim because it is cred-
ited to their loan account it has in
fact been paid, .

“But the Minister was very
clear on the matter. And we had
to-have a cui-off date, While they
may be affected this year, they
stand to receive the: benefits
down the line,” he said.

Van Heerden said the Depart-
ment had managed to keep the
initroduction of the dual tax sys-
tem very quiet.
~ “1t did take people by surprise.
We also wanted to avoid what
happened last year when a num-
ber of unlisted companies de-
clared.-dividends ahead -of the
Budget and then filed them away
in 3 drawer. When a tax on divi-
dends was not forthcoming last
year, they did not pay the; divi-
dend. o

“This was one yeasonsthat list-
ed companies, who did not -have
this option available to them, will
not have to pay the 15% tax on
dividends declared but not dis-
tributed.”




WHEN your government an-
nounces that it plans to spend
some R114 billion this year —
R32billion less than it expects
to earn through crippling new
taxes — you can be forgiven for
throwing up your hands and
saying: “Spare me the details.”

But if you had the time and the
patience to pore over the Esti-
mates of Expenditure, a document
as thick as a telephone book, you
would certainly find plenty to
make your eyes roll and blood boil.
For a start, corruption uncovered
last year doesn’t seem to have af-
fected the money-flow at all.

In November, the De Meyer Com-

jx;%;mﬂ{idns. This year, with no assur-
»5r5es that the;ditubtion has been recti-
ti,.4f, Lebowa hu$ been given a total, of
B.q34 illion to spend, which-is an in-
crease/of R501 miilligrn,’ . T
‘Liast month, the tny -{i
Auditor-General, Peter -
Wronsley, told Parlia-
ment that the “indepen-
dent” homelands were in
debt to the South African
taxpayer by more than
R3 billion. He criticised -
the South African Gov-..
ernment for failing to.
arrest this headlong
slide'into debt. This
year’s allocation fo these
homelands — still part
of the foreign affairs
vote — is R6,2 billion, up
R1,1billion from last

Revenue ea
A 200
for same ol

* tees” which will do “liaison between

mission issued‘a 750-page indictment'of ~ and production promotion”. *-= -

the Lebowa government for squander- -

keting Cov’” I for “reporting and mak-- |"
,'ing recommendations’ in respect of"

JOHN PERLMAN
Chief Reporter

———————

Most curiously, the Department of
Manpower budgets a total of R8,2 mil-
lion for various boards to deal with the
ins and outs of conscientious objection
to military service, an issue receding
in both importance and complexity
with every call-up.

In some departments, allocations
seem to.fly directly in the face of poli-
cy considerations. The Kassier report
into agricultural control boards found
them to be inefficient and wasteful.
The agriculture vote allocates R405 000
for “boards, commissions and commit-

the"different agricultural indiistries

The department has also' budgeted
R4,6 million to “regulate the marketing
of; agricultural- produets”; Of this,
R2,5 milliog.is forl.the National Mar-

controlled marketing to
the Minister of Agricul-
ture” — which is what
many thought the Kas--
sier report had, done,
More than R4 million of
all this spending is for
salaries.

Finance Minister
Derek Keys opened his
Budget speech by saying
this was probably “the
last Budget that will be
entirely the product of
the present Govern-
ment”. But the Budget
still bore the marks of

year.

The homelands will
~have R16,9 billion to
spend this year, more
than 20 percent up from
last-year, plus allow-
ances made by other de-
partments for “manpow-
er assistance” to “neigh-
bouring territories”.

Wronsley also told
Parliament that he was
unable to audit the books
of the Human Sciences
Research Council. This
year, the HSRC will
have nearly R75 million
from the Department of
National Education to
spend — a nice increase
of R7 million, -

So too with the ongo-
ing controversy sur-
rounding the misuse of

DEREK KEYS: He might

be smiling now that

Budget day is over,
but are we?

5 %
PETER WRONSLEY: He
exposed corruption,
but homelands are to

get more money.

some of the stranger bits
of National Party policy.

The Department of
Defence will still. spend
R3,3 million subsidising
school cadet program-
mes. Some R2,8 million
will still be spent on
publication control,
down from last. year,
partly due to a cut in the
Appeal Board’s budget.
And the Department of
Local Government and
National Housing will
still spend part of its
community development
budget on “ethnological
services”.

Not everything has
gone up. The State’s con-
tribution to the Unem-
ployment Insurance
Fund has stayed at

the subsidy system in

the film industry. More than R24 mil-
lion of Department of Home Affairs
money will again be spent on “finan-
cial assistance for the promotion of
a viable local film industry”, just like
last year.

Wronsley and others have also ex-
pressed concern that secret projects
and funds: create openings for finan-
cial abuse. This year’s Budget provides
for R434 million, under the Department
of State Expenditure, “to finance se-
cret services undertaken by State de-
partments”. This amount has been in-
creased by R32 million from last year’s
allocation. .

More than a third of the R9,3 billion
allocated to defence —-a total of

" R3,7 billion — has been budgeted for a
“special defence account” for the fin-
ancing of “special defence activities
and purchases”. A number of secret de
fence projects have been exposed in re-
cent months, including the Directorate
of Covert Collection and an operation
aimed at discrediting the African Na
tional Congress by linking it to the
Irish Republican Army.

There is other defence spending
buried elsewhere in the Budget. The
Department of Public Works will be
acquiring land for defence at a cost of
R83000, and providing buildings at a
cost of R12Lmillion — rather more
than the amount of R62 million budget-
ed for “hospitals and clinics”.

R7million. The Depart-
ment of National Health’s budget for
research into air pollution control has
also been pegged, and the allocation
for water and waste control research is
actually down.

It is not clear what one should make
of the Department of Correctionat Ser-
vices’ decision to cut its budget for “es-
capes” — from R37 000 to R28 000. Per-
haps they have released the most dan-
gerous prisoners anyway.

Salaries for the Cabinet are up. Pre-
sident de Klerk takes a rise from
R218 000 a year to R254 000, while Min-
isters must make do with R219000 a
year, an increase of R20 000. All in all,
this Government is costing us quite a
bit more. The “salaries, allowances and
other benefits of office-bearers and
other members of Parliament” will
cost R78,5 million. this year, and the
President’s Council — which apparent-
ly still provides “advice to the State
President” — will cost another
R10,7 million.

And finally, there is the “prestige ac-

. commodation and furniture” payout.

This is described as “compensation to
political incumbents for prestige ac-
commodation, the provision and main-
tenance of prestige furniture, other
furniture, works of art and equipment
to certain Government departments
and administrations for own affairs”. '
With just R8 million available for'this,
times are clearly tight.




A-NEW ‘tax on dividénds~could lower. the
share prices of some companies on the Johan-
nesburg Stock Exchange. oo
> But othefs will benefit from a:drop-in the tax
rate if they-can take the bait o»mm—.mav by Finance
Minister Mr Derek Keys, hold on fo,profits and go
for increased investment and job-creation. -
Reaction by the share market to the Budget has
béen positive, with the overall index gaining 53
points on the week and the industrial index rising
35, e
+'Thé proposal to introduce legislation to support
ithe unbundling process of the «country’s large cor-
‘porations had also been welcomed, said dealers.
A 15 percent tax on dividends or_distributed in-
come — to be known as the secondaty
panies (STC) — will start in July.

(] ,n.",o_.:umamm.izos _‘mﬂm_:.u_..oz,a. will®
- benefit under. the_new dividends tax.

TOM HOOD - -,
Business Editor

“The minister has, reintroduced-a tax on’ divi-

" dends which. will berefit a’company retaining its -
profits and help to stimulate economic growth,”
said Mr Martin Walbéck, tax manager at Ernst

and Young, Cape.Town. .
“The smaller company or -entrepreneur ‘could
make.a considerable saving .of eight percent in tax
and pay only 40 percent.” ~ - -
A company which distributes a“third of its earn-
ings would pay a corporate tax rate of 43 percent.
Where-no dividends ‘were paid the effective tax
rate would fall to 40 percent. -

ided to pay out all its income
uld be 47,8 percent.
Company taxes are ex]

Ifa company dec

pected to raise R11,1 bil-
2,8 percent on the past year’s R10,3-

financial years end in
g the Budget proposals with
JGH HASSALL from Johannes-

M Companies whose
March are viewin,

. In-addition to losin,
they will also bea
their declared dividends.

The Budget proposals

g out on the lower tax rate
r the extra 15 percent fax on

allow the :msﬂ,nomvoamﬂm.

applied to financial years of assessment ending
April 1 1993 or there:

Companies with year-ends before this date will _
> =

viously 48 ercent) to be

no.w, %mnmmm yet from the reduction in rate.

e Budget’s proposed Secondary tax on divi-
dends (STC} adds insult to inju % ch ‘ant
ﬁo%ﬂ:mnﬁ year-end aoﬁvmimmg Q or March ad

eir dividends, which are declared ate
year-end, will bear the 15 percent tax’on .M%m%m“wm
without the relief afforded by the lower tax rate.

The tax rate for some affected companies could
MM %ﬂmrmn mmm Enwcmw mw%mnnmi noB%mnmm to the
ange from 0 47,8 percent” i
the extent of dividends nmn_%wmn. erefding on

Contrarily, companies with an April “year-end

will receive a windfall in that the lower corporate

March is a common year-end for compa;
the list includes SAB and Anglo vEmanu.

1
——————




The 1993 Budget at a glance ...
cents per kilogram %B)

@ Cold drinks and“mifieral

Value-Added Tax (VAT) to  water: 2 cents per litre

increase from 10 to 14 percent™ Unfortified wine, fortified

on April 7, wine and sparkling wine: 6
(Zero ratings apply to mealie Ncents per litre

meal, brown bread, mealie rice N Other fermented drink: 10

for human consumption, dried\cents per litre

beans and lentils, tinned sar- Sorghum beer: 1 cent per

dines, milk powder, rice, veg-! litre

etables, fruit, vegetable oil; Sorghum beer powder: 5

milk, cultured milk, brownN cents per kilogram

wheat, flour, eggs, edible = No changes in personal

legumes and legume seeds). R tax.

Customs and Excise dutyE Company tax reduced

increases from April 7: from 48 to 40 percent to
Beer: 4,8 cents per liwe encourage investment.
Spirits: 37,7 cents per 350ml Petrol price to increase by
Cigarettes: 2,45 cents per 10 15-16 cents a litre from April

| Cigarette tobacco: 5 cents 2. w

per 50g Transfer duty adjustments
Pipe tobacco and cigarsg 5 inline with VAT increase.

By Lynda Loxton
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THE government and
consumer bodies have ad-
mittéd they are power-
less-to ensure that the re-
cent. zero-rating of
sever;al basic foodstuffs
from-value added tax
will be passed on to hard-
pressed consumers.

In fact, it is quite possible
the price on zero-rated food-
stuffs will rise as a result of
the 15-cents-a-litre petrol price
increase from April 2.

This could be used as an ex-
cuse to push up prices across
the board — including zero-rat-
ed foods.

Although there is no legal re-
course against retailers who
raise prices on zero-rated
goods, the Consumer Council of
South Africa is to announce a
massive monitoring operation
in conjunction with a host of
other consumer hodies on Mon-
day in an effort to ensure that
the benefit of zero-rated food is
passed on.

The best way to ensure you
are not ripped off by unscrupu-
lous retailers, say consumer
advice experts is to compare
prices, shop carefully, and vote
with: your feet.

The Consumer Council, w1th‘
the Consumer Union, the Na-
tional ‘Black Consumer Union,
the Housewives’ League, the
Black Housewives' League, the
Cojigregs”of South African
T Uniosis, the National
Couéil of Trade Unions, the
Vroue Federasie and several
women’s_agricultural unions,
will monitor closely the prices
of food to be zero-rated from
April 7, -

Consumer Council spokes-
man Mr Paul Roos said prices
on these foods would be
checked before and after April

odstu? _' S

zero-rat d

f

B Hard pressed consumers wil have to use
consumer-clout to ensure that the benefit of
zero-rated foodstuffs will in fact be passed on to
them after April 7 when a number of new items

are exempted from VAT.

WILLEM STEENKAMP, Weekend Argus Reporter

7 and if increases were found,
retailers’ names would be pub-
lished.

“We call on consumers who
find that prices on zero-rated
foods have increased to contact
any of our branches with this
information.

“But apart from this action
there is basically nothing else
we can do.

“If one shopkeeper wants to
charge R1000 for a loaf of
brown bread and people are
prepared to pay that price,
there is nothing we can do. It is
after all a free market sys-
tem,” said Mr Roos.

Earlier, Finance Minister Mr
Derek Keys said the Food Lo-

gistics Forum (FLF), which

was appointed in August last
year to investigate unbridled
rises in food prices, had played
a valuable role in bringing
prices under control.

He called on the FLF to play
an equally important role en-
suring that the prices of zero-
rated food would reflect their
ghanged VAT status from April

But FLF convenor Mr Nor-
man Fowler said his organisa-
tion was powerless to ensure
this.

“This is a free market sys-
tem and it is up to the consum-
er not to buy at places that
push up their prices or fail to
heed the zero-rating — it is as
simple as that.

“Also, competition between
retailers should ensure that

Frlces on these foods are kept
ow to reflect the zero-rating.”

Mr Keys, however, did warn
of further action if the required
response was not forthcom-
ming on zero-rated foods.

A spokesman for the Minis-
try of Finance, Ms Lesley
Lambert, admitted that there
was not much that could be
done.

She could not explain what
“further action” meant.

“South African consumers
should become less compla-
cent, vote with their feet and
simply not buy at places where
prices are too high,” she said.

Mrs Sheila Baillie, vice-
chairman of the Housewives’
League, said it would be diffi-
cult to ensure that food to be
zero-rated was sold at the new
lower price.

“Consumers should now go
around and write down the
prices of zero-rated foods and
compare them after April 7 to
ensure they are not ripped off.

“It is also of great concern to
us that the pending rise in the
fuel price may in some in-
stances be used to justify a rise
in the price of zero-rated-foods.

“But the consumer should ap-
ply pressure on retailers and
ensure also that they (the con-
sumers) know exactly which
foods are exluded from VAT.

“If they find the prices of the
zero-rated foods are put up be-
fore April 7, they should com-
plain fo the manager of each
and every store where this hap-
pens.”
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THE ‘cut in corporate tax rate from 48%
40% and the introduction of 2 15%
tax on dividends might prompt companies to
follow the method of shareholder-reward
adopted by Sondor, the Cape-based manufac-
tarer of and vinyl acetates and

Rewarding sharehold

(2207 By JULIE WALKE

tures in half-yearly instalments equal to 25%
of its pre-tax profits. It will not declare

rubber and plastic converter.

On Wednesday, Sondor proceeded to issue
24-million unsecured, indivisibly linked non-
interest-bearing redeemable subordinated
bonus debentures of 15¢ (the bonus deben-
tures) one per ordinary share held. :

No separate honus debenture certificate is
isswed and shareholders’ rights will be
recorded by endorsing existing share certifi--
cates or new ones issued after March 29.

Sondor intends to repay the bonus deben-

ds until the bonus debentures are re-
paid in full. Sondor has adopted this proce-
dure hefore, and R8,22-million is still out-
standing on the first issue; it will be repaid
before the second framche of repayments
begins. Sondor believes that the bonus deben-
tl:re will save the company an effective 15%

Private companies ;widely use the bonus
debenture method every .year and public
companies can be expected to follow, tax-
rulings permitting.
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:| ‘¢hanges take place.
. She'would rather go to jail, shé said, than contnbnte to the
coffers of :a; corrupt government

“Last month, Mrs Cairier, of Algernon Road i m Norwood,
oritied ‘the Receiver of Revenue and
Finance Minister Derek Keys of her decision.. :
- She has two reasons —- government corruption and lack

Johannesburg

of -accountability, and ller
message to' M Keys was:
take my money by force
because you will not get it
with my consent.

Mrs Cainer told Mr Keys
d the Receiver she con-
sidered it morally reprehen-
sible. that theé government
could demand her to pay tax

! ‘whenit did:not take respon-

+| sibility for how the money

- | was spent:

}
i
i
3
i
by
i
¢

: to the lack.of action takel

She also objected strongly

As the former owner of a
factory manufacturing
fcomputer dust covers, she
felt the return: on\her taxes

‘tions are:
" @ SA’ faces 2 ’collapsing‘
health service; -

@ Costs, are ' fising and

*| standards; are declming in

education;
@ She has no freedom to
trade, facing endless red
tape; A
@ There 'is . no monetary
stability. She blames the
government for the infla-
tion rate. 5

' Pérsuade

Désplte llavmg honoured
her tax commitments for
years, she has no peace of
mind -that her; money is
feeding the needy.

The government’s re-
sponse to her stance was
swift. Within a week, she
received a letter, from Mr
Keys's office saying a reply
to her .correspondence
would be forthcoming.
Then a_representative
from the Heceiver’s office
.paid her a visit.

+ Assistant: receiver. Sid
Pope and a colleagye spent
two-and hour's at Mrs

taxes because_

S‘ Wit 2’”3 qg

f corruption

i MAXINE CAINER b ,had enough. She is refusing to pay
and in the future — unless major

refuses

BUDGET BLUES

does not pay her a salary as
she refuses to contribute
PAYE from her earnings.

Mrs Cainer is taxed on
the income shé receives
from pruperty aml invest-
ments,

Mr Pope said he was pre-
cluded by proviSions of sec-
tion four of the Income Tax
Act from divalging™ any

nformation :about Mrs
ainer, "’/
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THE new system’of corporate
tax was intended to help com-
panies rather than penalise them,
Finance Department director-
general Gerhard Croeser said on
Friday.

He was reacting to crmclsm ata
Sacob meeting on the Budget that
some firms could be disadvantaged
by the new ruling because they had
done their dividend planning under -
the old system. ... .

Finance Minister Derek

would be a new 15% tax on distribut-
able income while the nominal com-
pany tax rate would be decreased
from 48% to 40%.

Croeser also called on the private
sector to indicate to government
which of its services should be cut
back. He believed government should
. aim at relinquishing services that
could be run better by the prlvate
sector. .
| rReferring to the Budget, he sald

the Finance Department had little
room to manoeuvre when drawing it

was a need to cut the deficit, SA was

s MUSSRGA Ao R o

eys .
nounced on Wednesday that there °

up. It had to accept that while there -

B ORGP W T

PAILINS

TIM MARSLAND

e

in recession, so it had settled on a |

deficit of just below 7% of GDP. *
Croeser said the additions to the
zero-rated list would lead to “addi-
tional leakage” in terms of VAT col-
lection. However, SA was among the
top five countries in the world in
terms of its success at collecting
VAT. A recent study by the IMF indi-
“cated SA collected’ abgut 86% of f pos-
sible collection, ™ -~
:He cautioned against businesses
“8ecking loopholes in VAT collection
“as the depariment was employing
-more staff to police VAT collection.

“This is one area of government we
don’t mind expanding,” he said. -

- Croeser said the VAT rate would
have been 13,25% jf it were not for
the additional zero-rated items. - -
.: He blamed the sharp increase in
the VAT rate on the tax having been
implemented at too low a rate. ;.
. Political considerations had been
an important factor behind the im-
plementatwn of the VAT rate at 10%,
which had glven SAa “tax hollday for

18 months”, he said.

W tax system

%2
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By CLAIRE BISSEKER
CONSUMER relief will
amount to about one percent
on a basket of basic foodstuffs
once new VAT zero-rating is
in place. But this gain will be
eliminated with the hike in
VAT to 14%.

A Cape Times survey yesterday
found a basic monthly shopping
basket, which now costs R222,38,
will increase by R6,13 (2,76%)
with the implementation of 14%
VAT on April 7.

. The full four percent increase
is softened by a R2,77 saving
(1,24%) on the new zero-rated
foodstuffs announced last week
}){y Finance Minister Mr Derek
eys.

/AT gobbles&
small relief

Rice, fresh fruit and vegeta-
bles, vegetable cooking oil, fresh
milk and eggs are items that will
no longer be subject to VAT.

At present only brown bread,
mealie meal, mealie rice, samp,
dried mealies, dried beans, len-
tils, canned pilchards, milk pow-
der and dairy powder blends are
zero-rated.

The red meat industry has ex-
pressed grave dissatisfaction
with the absence of zero-rating on
meat and has requested a meet-
ing with Mr Keys to discuss the
depressed sate of the industry.

Red Meat Producers’ organisa-
tion manager Mr Gerhard Skitter
said consumers would save

R725mannually if red meat was
zero-rated.

Blue Ribbon Meat Corporation
chief executive officer Mr Gareth
Ackerman said: “We have strong-
1y objected to meat remaining
subject to VAT at all, since there
is no question it is a basic food-
stuff, And we are naturally even
more alarmed at the-14% increase
in VAT which can only further |
exacerbate the 16,4%.decrease in
meat retail sales:’

Housewives’ League national
vice-president Mrs SHeila Baillie
said that meat, fish and cheese
should have also been zero-rated
pecause VAT placed an unbear-
able burden on the poor.




Tax-free paygpents
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VIPs' insurance policies

CAPETOWN — Inland Revenue had suggested
that company payments to insure key execu-
tives be made tax-free in the event of death or
-disability, the annual congress of the Institute
'of Life and Pension Advisors (ILPA) heard
yesterday.
0ld Mutual legal services manager and Life
Office’s™ Association policyholders’ taxation
committee convenor Abri Meiring said the
change would affect key man insurance poli-
cies. Key man insurance is taken out for'execu-
tives who are considered vital to the company.
Meiring said if implemented this concession
could lead to the life industry focusing on true
key man insurance. He welcomed the sugges-
tion and said it would probably be incorporated
i is year's Income Tax Bill.
‘present premiums are deductible and fi-
yments are taxed. '
eiritig argued against the removal of Sec-
tion 11(iv)'of the Income Tax Act which places
tod

?

LINDA ENSOR

spect of 10% of the renumeration and there had
to be a limited amount of life cover.

1f Section 11(w) was aholished, taxpayers
would attempt to claim deductions on premi-
ums in terms of Section 11(a), making control
by the Receiver extremely difficult,

Meiring said the Tax Advisory Committee
had recommended estate duty and donations
tax be replaced with a capital transfer tax.

The contribution of estate duty to the fiscus
had dwindled after the introduction of the Rlm
threshold in 1986 from R186m to R60m in 1991,

Meiring said that without the Rim exemp-
tions estate duty could be generating about
R600m for the fiscus by now. SA did not com-
pare at all well with other countries in terms of
the taxation of capital transfers and there was,
huge scope for more taxes from this source.
They were relatively easy to colleet.

limits on the premiums which can be ded
on policies on employees or directors. ‘

He said it should be left as it was because it
had built-in safeguards against abuse. For in-

He tuded by saying that wealth taxes
would have to be addressed and this would have
enormous implications for products of the life
assurance industry.
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stance, deductions could be made only 'in re-
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arch companies
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to 195¢ o&?on lower taxXrate

CAPE TOWN — The host of companies whose
financial years finish at the end of March would
be hit by the new 15% secondary tax on com-
panies (STC) but would not benefit from the
lower 40% company tax rate, Commissioner
for Inland Revenue Hannes Hattingh con-
firmed yesterday.

The anomaly arises from the fact that STC
comes into effect for many companies on
March 17 — the date the dual system was
announced — while the lower company tax
rate kicks in only on April 1.

Hattingh confirmed that “numerous” com-
panies whose financial year ended at the end of

March had already lobbied his office, request-

ing a special relief because they believed they
were prejudiced by this “anomaly”. .

Hattingh said this, and the possibility that so-
called “March” companies could shift their
year of assessment one montk forward to by-
pass the situation, was being considered by his
office.

“March” companies are the second largest
group and they could end up paying 8% more
tax each year.

- TIM COHEN ]

The group embraces many large companies,
including SAB and its associates,

According to the supplementary notes issued
by the commissioner on the dual tax system,
the rate of normal tax imposed on companies
whose year of assessment ends during the 12
months ending March 31 next year would be |
reduced from 48% to 40%.

This formulation implies that companies
whose year of assessment ends before March 31
this year will have to pay the 48% rate.

The notes also say the tax liability for STC
will apply to any dividend declared on or after
March 17 this year, or which was declared
before that date and paid after it.

Dividends declared by listed companies be-
fore March 17 and which are payable after that
date will not be subject to STC if the dividend
declaration was made known publicly before
March 17, the notes say.

DP MP Geoff Engel said the situation was
“patently unfair”, especially as Finance Minis-

. ter Derek Keys had said he wanted to decrease

the rate of companies’ tax.




Tax cred

Own Correspondent
JOHANNESBURG, — Reduction in
company tax will knock hundreds of
‘millions of rands off tax credits avail-
able to backers of the multibillion
rand Alusaf, Columbus and Namawka
Sands Projects.

Lowering the company tax rate from
48% to 40% has complicated intricate
project finance arrangements for the
ventures, which have a combined cap-
ital cost of more than Ri1bn.

The effect will-be the projects’ fi-
nancing ‘ne ising ‘more than
.d§25Qm. - . -

Alusaf's R7,2bn "smelter expansion
project, the R3,5bn Columbus stain-
less steel expansion project and the
R1,1bn Nawakwa mineral sands ven-
ture in the Western Cape have quali-
fied for concessions in terms of Sec-
tion 37E of the Income Tax Act.

They allow for accelerated write-off’

. of capital spending during construe-

its slashed
for key necﬁf“’ 9%

jects

tion rather than after the projects are
commissioned.

Section 37E tax concessions, appli-
cable to projects adding value to base
minerals, were not altered in the Bud.
get. But the tax base of groups finane-
ing the projeets, against which credits
would be set, has been reduced sig-
nificantly.

The reduced tax credits will add to
the peak funding requirements of all
three projects. .

But they
their plfogr

One analyst said yesterday;. “Rands
today are worth more than rands to- °

morrow, so the net result of the lower
available credits is on the negative
side, although the higher  start-up

‘eosts will be considerably offset in the

4

longer run by improved»proﬁtability.”
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THE secondary tax on companies hd A “In the final analysis, the positive
(STC) — announced by Finance Min- effects of the mﬁo far outweigh its
ister Derek Keys last éwn-..mﬂw% — . =om~mm—<m mmmm...mwm Merwe & .
e mwoﬁamu:m::m_. ﬂw—”ﬁvﬂ:w Mw.n AT ' ner mewﬁmuiﬂwmw cmmwm.mcmw ﬂw%‘.mw_.
mm.MhM 5MMM«?Mww_.mmmm.:_mm_mwgwowww. /0 3 \F\fv /..v/ﬁ\ﬁdv > - . though the overall lowering of the
it is the antithesis of 2 market where Q1% mniw mgncrﬂ anm mﬂ».ﬂ:m:om%m Mﬂwacﬁm&n oww—w/m%ou.m ar| ﬂm%.MMm tax rate may serve as an incentive
individuals freely choose how they w%% m.w MM o_w—nwmn o %_M: =ﬂw :mw .m_mw a:mm. JOHN DLUDLU e adds n«_o g hat it is omE v o ok for economic growth, the imposition
organise their companies. - M?.M w=<mmn=.m=n rather than wﬁo the dide of the pon o of STC will certainly create a ten-

This is the Vet of Wits University  qnproductive’ hands of owners » < . . N Van Blerck said these negative ef~ dency I, companies to reduce divl-
business economics lecturer Sinclair prod - new, potentially innovative, firms.  jects would apply stron Ty ouly if the dends, .ém—_.mmnwcrmrmn companies
Davidson on Keys’s dual tax propos- Davidson argues that the use of The foregone shareholders’ returns, ppLy gly onty are unlikely to ~venture into new

als. The STC — which comes into retained earnings 1§ ot free, He which would be greater than those STC encouraged the retention of  fields incompatible with their exist-
ffect on April 1 — is a 15% tax rate points out that this system may er- offered by the existing firm, are a w::.ﬂ.m by ncE%wEmw ﬁwm.ww—n Mo Pro-  jng business operations. History
on distributed income and is accom- courage the entrenchment of exist-  further cost of retained earnings. =mn mMm:__»mmwm M.Mwimo o e SUr-  ¢pows that new ventures are conduc-
panied by a reduction in the com- ing managements which may wellbe  Hesays Keys,asacorporate insid- P ik - - led in separate entities due to the
pany tax rate from 48% io 40%. - inefficient. It does this by reducing  er, cannot appreciate that investors The positive aspect of the STC, he  risks involved.”

The STC, Davidson says, will re- the need for incumbent manage- —may Wwish to use their money in other points out, is that companies with He believes the imposition of the
sult in a decrease in dividends and so Ihents to compete for outside funds,  ventures apart from reinvestment. possible investment opportunities  STC will res!

1 5 2 1 qlt in firms overcapita-
increase retained earnings. which they %ﬂ:wﬁw do on the basis Companies that have fewer or no are .muno,._nmmma to invest retained  ljsing on existing business structures
“This constitutes a source of cheap of their firm’s efficiency. new investment opportunities are earnings 1n such projects. _ or reverting to capital intensive pro-
finance for the firm, but is expensive Automatic reinvestment also in- penalised by the STC for paying out Ultimately the shareholders will  jects as opposed to labour-intensive
for shareholders and ultimately — creases the costs of capital to new  excess cash as dividends. benefit handsomely if these invest- projects — a tendency that is in di-
society.” firms by denying shareholders the “Also penalised are those individ- Bm=m decisions are ncnnmmr . rect conflict with Keys's objectives.

And it would remain relatively  opportunity to invest those foregone uals who chose to buy traditionally With the improvement in the poli- Brincker further argues that, de-

cheap only in the short term, he said.  portions of their dividends in new high dividend shares in order to earn tical climate and with many parties  pending on the dividend cover, a ten-
“Keys seems to think that invest- ~ firms. Those dividends, Davidson ar-  income. Now those individuals bear committing themselves to growth  dency may develop to declare only a
ment from retained earnings is free. " gues, are rather invested on their the cost of the growth that this mea- and productivity, he feels that the certain percentage of profits to
This is the only explanation for the behalf in existing firms. This can be  sure will bring forth.” STC will give further impetus to po- shareholders and then channel funds
STC that is consistent with the view construed as a barrier to entry for Anglo American group tax consul- tential investment opportunities. to shareholders by other means.
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Lower tax hits

bic

project

REDUCTION in company tax
will knock hundreds of millions of
rands off tax credits available to
backers of the multibillion-rand
Alusaf, Columbus and Namawka
Sands projects. P

Lowering the company tax rate
from 48% to 40% has complicated
intricate project finance arrange-
ments for the ventures, which have a
combined capital cost of more than
Rilbn. : .

The effect will be the projects’ fi-
nancing needs rising more than
R250m, C

Alusaf’s R7,2bn smelter expansion
project, the R3,5bn Columbus stain-
less steel expansion project and the
R1,1bn Nawakwa mineral sands ven-
ture in the Western Cape have quali-
fied for concessions in terms of Sec-
tion 37E of the Income Tax Act.

They allow for accelerated write-
off of capital spending during con-
struction rather than
jects are commissioned. .

Section 37E tax concessions, appli-
cable to projects adding value to base
minerals, were not altered in the
Budget. But the tax base of groups
financing the projects, againist which
credits would be set, has been re-
duced significantly.

.The reduced tax credits will add to'

the peak funding requirements of all
three projects. - S .
But they will not materially affect

their progress in the long term be-

after the pro- )

ers
E}L&J\ l;z;‘ﬂrﬁ}s\;.v\%u;ﬂw ﬁ[

cause "the lov}ex; company tax rate

will improve the projects’ cashflow |

and profitability._

One analyst said yestefday:‘

“Rands today are worth more than
rands tomorrow, so the net result of
the lower available credits is on the
negative side, although the higher
start-up costs will be considerably
offset in the longer run by improved
profitability.” ;...

Alusaf smelter expansion project
finance directer Paul Snyman said
lower tax rates woild result in pre-
commissioning Section 37E; credits to
Alusaf's R7,2bn project ‘being re-
duced by ahout R120m. '

The funding package in place at
Alusaf — made up of debt and equity
raised by Gencor, Eskom and the IDC

—was flexible enough to compensate

for the increase, he said.

Columbus CE Fred Boshoff said
"the Samancor/Highveld Steel and
Vanadium/IDC joint venture’s peak
funding requirement would rise in
the order of R120m, but Columbus
would benefit frofn the lower tax rate
in the future,

He said any decision to increase
the company tax rate after the Sec-

tion 37E credits had run their course [

would severely prejudice the pro-

- Ject’s prospects. +

Spokesmen for Namakwa Sands

were unavailable for comment.

=




Interest on late VAT
payments decre;.se>

d
Goed ‘1; TIM COHEN Q'LO
CAPE TOWN — Legislation was In toduced in

Parliament yesterday that decreases the rate
of interest payable on late VAT payments by
vendors from 1,5% a month to 1,2%.

The amount payable according to the Value-
Added Tax Amendment Bill by Inland Revenue
to vendors when refunds are due is to be 16%
per annum, a reduction of 4%.

The legislation also empowers the Finance
Minister to change the rates of interest from
time to time, which may become necessary
when prevailing interest rates in the financial
sector increase or drop.

The laws comes into effect as from the begin-
ning of the calendar month following the month
during which the ding Act is promulgated

The legislation also clarifies what VAT rate
is applicable when the rate is changed, stating
that according to the principle Act, liability
arises on the date on which a supply of goods or
services is made.




TAX DEDUCTIONS EL"QB‘CB
Double take 220

Expenditure deductions for tax purposes will
be more closely controlied in future. The
effects will be felt in particular by taxpayers
who have not yet been assessed for tax years
before 1992.

In the past it was possible to deduct the
same expense twice:

O3 Under the general deduction formula in
section 11(a); and

O3 In terms of the many specific deductions
provided in the Act. N

This followed an unreported judgment in
the Cape Special Income Tax Court, in
1987, which held that double deductions
were permissible under the Act (except
where the wording of the Act specifically
prohibited them).

In 1991 the Income Tax Act was amended
(section 23B) to end double deductions, but
the new requirement applied only from the
tax year ending February 1992. It did not

Fm

Llas  (@30)
AN N

take account of taxpayers who might present
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claims for double deductions for previous tax
years and overlooked the possibility that,
subject to certain technical criteria, taxpay-’
ers could apply for the reopening of an as-
sessment — provided they acted within three
years of the assessment.

Coopers ‘Theron tax partner Koos van
Wyk says, in principle, taxing retroactively
is .the worst type of tax policy as it under-
mines business confidence in the' conse-
quences of a transaction, He adds that, with
double deductions Revenue could 01’1 bal-
ance, have a reasonable case. '

Kessel Feinstein tax partner Ernest Ma-
zansky argues that if the change had been
made after the 1987 judgment of the Special
Court, retroactive legislation would not have
been needed. The case related to R&D ex-

38 « FINANCIAL MAIL » MARCH » 26 1993

penditure. The relevant subsection (Section
11(p)) was amended in 1988 to bar a double
deduction for R&D. Section 23B could have
been introduced then, barring double deduc-
tions totally.

The real concern, says- Mazansky, is not
the closing of the loophole, which is justified,
but that Revenue is allowed to rectify a
sloppy approach by retroactive legislation,
instead of living with the consequences of not
getting it right the first time.

Another issue raised by the practice of
deducting twice for the same expense is that
some consultants have taken their reward in
the form of a percentage (20%-50%) of the
tax saved. Chartered accountants who take
remuneration this way probably breach pro-
fessional ethics, even though contingency

fees are treated more leniently now. ||

s




O lAdAX DULUELL IS d Ul
Wweeldd 6\~ wlqz .

Taxpayers should be more vocal in
their discontent about automatic
increases in income tax courtesy of
inflation, argues REG RUMNEY

NE of the questions that lingers after the
Budget Day fever has dissipated is: why
did Finance Minister Derek Keys leave
the tax tables unadjusted for inflation?

And why wasn’t more fuss made of the con-
tinuance of the secret tax which is “bracket
creep” or “fiscal drag™? Both terms refer to the
way cost-of-living salary adjustments simply lift
taxpayers into a higher tax bracket.

The Normative Economic Model states quite
clearly: “Inflation must not be used as an unex-
plained source of government revenue, which
means that the result of inflation.on personal
income tax (so-called fiscal drag) be removed as
an annual routine.”

Finance Department director general Gerhard
Croeser was asked by The Weekly Mail at the
Old Mutual Budget Forum the day after the Bud-
get had been presented why the tax tables had
not been adjusted this year. He suggested disin-
genously: “We simply could not afford to give
away R3-billion by cutting fiscal drag.” Cutting
fiscal drag this year would have meant another
two percentage points increase in the Value
Added Tax rate.

He then admitted that the government could
not continue relying on fiscal drag. “We would
soon be the only country in the world with a sin-
gle tax rate.”

Croeser also said spending cuts had gone as
far as they could, and suggested that further cuts
would mean cutting back on services provided

INDIVIDUAL TAX RATES
COMPARISON OF 1992/3 MAXIMUM AND AVERAGE RATES

COUNTRY MAXIMUM | INCOME RATES ON R150 000

MARGINAL ' | LEVEL TAXABLE INCOME

RATE RAND

MARGINAL AVERAGE
South Africa 43 80 000 43 35
USA 33 240 000 28 20
Germany 53 480 000 26 21
Netherlands 60 146 000 50 31
UK 40 116 000 40 28
Japan 50 470 000 30 19
Australia 47 100 000 47 36
(IMF Government Finance Statistics)
by government departments. lower brackets hardest. For example someone

At the same forum University of Cape Town
economist Brian Kantor got to the nub of the
matter, pointing out that it is all too easy for a
government to raise taxes and rather harder for it
to cut spending. Kantor suggested that what
South Africa needed was a “taxpayers’ move-
ment”. -

Spending this year, noted Kantor, may have
been up only 8,8 percent but it comes after last
year’s increase of 22 percent, and so is off a high
base.

“The major problem is what we’re getting for
spending is not very good. It’s not something
Keys can do much about.”

Emst & Young tax expert lan Henstock notes
that fiscal drag will hit those taxpayers in the

eaming R200 000 a year and who gets a 10 per-
cent pay increase to R220 000 a year will only
pay 1,9 percent more in tax. .

However, a taxpayer earning R50 000 who
gets a 10 percent increase will pay 9,9 percent
more in tax, says Henstock.

The burden on the middle class has been
growing because certain items such as educa-
tion, health and roads are no longer subsidised as
heavily.

Reaction to the Budget’s heavy burden on tax-
payers may not have been vocal, reckons Hen-
stock, but there is a lot of unhappiness among
ordinary people about tax and the lack of per-
ceived benefit.

That perception cannot have been helped by

A model export pl

ocfc(/nfh l \ .
By REG RUMNEY V\€\w I _.ln_
PROPOSALS in the government’s Normative
Economic Model to boost exports strongly
resemble those in a recently released draft docu-
ment emanating from the southern Africa depart-
ment of the World Bank.

‘The document on South African trade, drafted

e Wneld Danl acsnnmaiote Dades T30 a2 L. 1
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ing sector is a close-knit microcosm of big com-
panies and exporters mostly do not pay domestic
prices for their inputs, but buy them at producers
export prices.

This does notapply to smaller companies, who
cannot bargain down the domestic price of

g uscdL arag

Keys v_mv._ﬂ:mfdma_a issue of corruption. The

parliamentary opposition will no doubt concen-
trate its attacks on the R18-billion that goes to the
independent and non-independent homelands.
‘That still means Keys effectively cannot control
around 16 percent of the budgeted spending this
year.

On the other hand, business reaction to the
Budget has generally been favourable because of
the new dual tax rate, which appears to favour the
corporate sector by cutting the nominal tax rate
to40 percent and taxing dividends by 15 percent.

The idea is that the new system will encourage
investment by locking in growth for bricks-and-
mortar investment that otherwise gets recycled
into higher share prices or goes into consump-
tion.

Henstock believes there has to be a trade-off in
the state’s dual tax system. “Individuals can live
with being taxed more heavily. But companied
must start employing more people.”

_ Not only the broad band of the middle class
will be hit. Aiken & Peat tax partner Pat McGurk
notes that individuals will be hit by the increase
in the VAT rate, no reduction in the marginal rate
as well as the income tax tables, and that the new
15 percent Standard Tax on Companies will
reduce the dividends companies pay.

Not only wealthier individuals receive income
in dividend form, however. Moreover, individu-
als reach the top marginal rate of tax in South
Africa at a much lower level than in any other
countries, as shown in the Platform for Invest-
ment scenario exercise. :

In the previous fiscal year South Africans
reached the top marginal rate of 43 percent at
R80 000 a year income, for instance, compared
with 33 percent in the US at R240 000 or 47 per-
centat R100 000 in Australia.

The scenario quotes International Monetary
Fund calculations for the net tax burden in South
Africa, that is total tax revenue minus govern-
ment spending on social welfare, health, educa-
tion and housing. On this basis South Africa’s tax
burden as a percentage of gross domestic prod-
uct is 10,64 percent, on a level with the industri-
alised world average but higher than, say,
Argentina’s 6,23 percent, Singapore’s 3,44 per-
centor even France’s 7,76 percent.

inputs and have to pay the full domestic I
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INANCIAL institutions

could experience a lift

over the next two weeks

as buyers of residential
property from registered ven-
dors (mainly developers and
builders of new units) rush to
b&4t the 14 percent VAT dead-
line on April 7.

According to Peter Maxwell, a
tax specialist with Deloitte and Tou-
che, transitional rules published by
Inland Revenue regarding the VAT
change to 14 percent have a number
of implications for business and
consumers.

Condemned

Consumers need to be aware of
these rules to avoid any risk of being
ripped off, while business people must
take care they implement the relevant
regulations properly.

The rules allow “concessions” to
residential property not accorded to
non-residential property:

Registered sellers of resid tial
property (which includes residential
land"and’ contracts for the construc-
tion of dwellings) need account for
VAT at only 10 percent if the sale is
concluded on a date prior to April 7.

However, sellers of non-residential
property need to pay VAT as at the
date of registration of transfer of the
property.

In effect, this condemns any of the
deals now being concluded to a 14 per-
cent tax rate.

Maxwell feels many people “on the
edge” of making deals for residen-
tial property will be pushed into mak-
ing up their minds before April 7 —
thus “saving” 4 percent and creating
more business than ususal for the fi
nancial institutions.

The changes with regard to short-
term insurance are confusing in some
respects, and consumers are advised
to read the policy wording very care-
fully.

For example, an annual short-term
insurance contract falling due for re
newal before April 7 incurs VAT at

DAVID CANNING reports
on the ways in which the
higher VAT rate will be
- applied and impact on

everything from property

transactions and insurance
to hotel bookings.

Housing
likely to
lead way

only 10 percent, even though it may be
paid in equal monthly instalments
through to March 1994,

However, a policy based on the no-
-tion of delivery of the service over 12

- only from April 7, particularly where

months would be levied differently.
The portion of service levied to April
7 1993 would be levied at 10 percent
and the portion delivered thereafter at
14 percent.

Meanwhile, prior bookings of hotel
and other accommodation could also
cause confusion. *

Mazxwell says the rules are clear —
there are no VAT advantages to be
obtained by early payments, or from

prior payments of deposits.

The relevant date for VAT purposes
— and this is a thread that runs gen-
erally through the transitional rules —
is that VAT is applied “when the
goods are delivered or services pro-
vided”.

In other words, a holidaymaker
may now pay a deposit on a hotel
booking for July. In July the hote-
lier will add 14 percent to the bill,
and take off deposit already payed.

Turning to shopping, he says con-
sumers may find it difficult to check
whether shops are “playing the game”
by charging the 14 percent VAT rate

increase

prices are “inclusive”,

In theory shopkeepers should keep
to changeover schedule, marking up
only on April 7. In practice, for practi-
cal reasons some shops may include
two price tags, one with VAT at
10 percent and the other at 14:percentsy, |

When in doubt, shoppers should,=
query the way prices are made up. =

Invoice changes
—_— T BYe
Maxwell says the VAT changes will
have far-reaching effects on vendors,
particularly those who supply non-

vendors.

“Besides resulting in price in-
creases, it will mean system adjust-
ments, changes to documentation,
cash flow implications and planning.
opportunities. In general, invoices
have to be amended to reflect the in-;
creased rate of VAT. s

“Inland Revenue will no:doubt~
allow vendors simply {o use rubber
stamps, stickers or similar measure;
to alter the old VAT rate on existing:
stocks of invoices.”

.Z!L’h




«240,the Commissioner for Inland Rey-
awenue regarding the VAT rate which
dpplied to transactions entered into

.~ between Budget day and April 6, but’

sz, Which were delivered after the new
VAT rate came into effect, an OK
" "spokesman said on Friday.

sy, Under the interim VAT rules intro-
: "duced in Parliament this week, the

", liew VAT rate would also apply to

tfansactions entered into between
*0*March 17 (Budget day) and April 6 i¢
;:” fie goods were delivered or the ser-
“ vides performed on or after April'7.
4937 The interim rules covered hire pur-
_ Chase agreements but did not apply
to the supply of residential property.
Sellers would be liable to pay the

K

i (FHE-OK had made a representation

“Sitra 4% for transactions that fell

KELVIN BROWN

under these interim VAT rules, a
spokesman for the department of In-
land Revenue said.

However, under section 67 of the
VAT Act vendors could-ask custom-
ers to pay the extra amount if they
had been charged the old rate.

The OK had:been charging custom-
ers the old VAT rate on purchases
made before 7 April that were only
going to be delivered after the new
VAT rate came into effect, the OK
spokesman said.

“It would not befair to go back to. -
these-customers and ask them to pay
an extra 4% VAT,” he said.

Suppliers to the OK were charging +
them the old VAT rate on purchases

i o T

%Mg{l[‘ rate confusion

. o L
that would only be, elme:%' d -after
520 :

ilar at Dions,.

April T:

The situation was
MD Jannie Els said.

However, Pick 'n Pay’s suppliers

were charging them the new VAT |

rate if the items were only going to be!
delivered after April 7. i

Pick 'n Pay were also charging: |

eustomers 10% on purchases.that fell:

within the interim VAT rules, finan- f

cial director Chris Hurst said.
Government inspectors would be

out in full force from April 7, and'they: §
would-want to see the date on; the |

-delivety: notes. V1L

Even if-gdods were purchased for
ash:but:delivered:on or after-April 7,
‘sellers would be liablé thspay 14%

VAT to governmerit.




BARRY ‘STREEK

_ ' “Political Staff
MARRIED women must pay 117%
more in tax than their husbands,
Democratic Party finance spokes-
man Mr Geoff Engel said during
the Budget debate yesterday.

“'He charged that the government's
failure to address gender-based tax
discrimination demonstrated the
shallowness of its commitment to its
own draft bill on the Abolition of Dis-
crimination against Women.

Mr Engel said the draft bill ex-
u ific steps to end tax dis-
crimination against married women.

“A married man earning R20 000
taxable income will pay R1 450 in tax.

“Unmarried persons will pay R2 100

" and a married woman will pay R3 150,

a whopping 117% more than her male
counterpart,” Mr Engel said.

He said this discrepancy made a
mockery of the government’s pledge to
abolish discrimination against wom-
en, which he called “a cheap vote-
catehing ploy produced at taxpayers’
expense”.

He asked when the Minister of
Finance would address the issue.

“Until one single tax table is pro-
duced, the National Party’s commit-
ment to the abolition of discrimina-
tion against womqg,is,nothing more
than lip sérvice,.. -

“Or perhaps the minister would like
to justify to this chamber why married
women must pay him more than their
male counterparts?” Mr Engels asked.




Tax dodge f

Lbar 2(lalas

or rich

investor; appears

to have turned sour

By Derek Tommey

A great many of Johannes-
burg’s tycoons must have
been in a sombre mood last
night,

The cause was a report that a
film finance scheme, which was
expected to save them tens of
millions in taxes, had been de-
clared illegal by the Income Tax
Appeal Court.

The judgment has not been
confirmed because rulings by this
particular court are normally se-
cret, dealing as they do with pri-
vate and confidential matters.

Only if one of the parties de-
cides to go public, do the court’s
judgments become common
knowledge.

But there is too much riding
on this judgment for normai pro-
ceedings to be followed.

It is eéstimated that tens of
thousands of tax assessments in-
volving the payment of possibly
R2billion are waiting on the rul-

ing,
Minister of Finance Derek

that once the court had issued a
ruling, the Commissioner of In-
land Revenue would propose a
formal offer of settlement with
those who had invested money
in the film financing schemes,

For all these reasons there has
been {remendous interest in the
case.

The appeal of the schemes to
the rich was that they purport-
ed to save them in income tax
several times the amount they
invested,

In one instance, the promised
savings were reputed to be equal
to seven times the investment,

And the rich, advised by some
leading accountants that the
schemes were legal, ‘Plunged
heavily into them.

Keys, himself an accountant,
gaid in his Budget speech:_ “1
should be failing in my duty if T
did not express an adverse view
of the role played by certain pro-

fessional advisers in- preparing

and marketing a number of du-
blous tax schemes.”

A tax expert said yesterday
that the scheme which the Ap-
peal Court is believed to have

ruled illegal was one of the more
legitimate ones. .

There s a view that the Re-
celver of Revenue should first
have taken to court one of the
schemes with less pretension. to
being legal. .

“However, if the Appeal Caiirt
has definitely found illegal the
scheme it was asked to rule oh,
then the others have no chance at
all of being found legal,” he sai L

Because of the schemes, the
investors have been paying far
less in tax than they should have
done. Now they will have to make
good the difference, C

However, the Receiver of Rev-
enue is not expected to be:too:
hard on them. L

Market talk is that he Will
allow them to claim a deduction
of R1 from their income tax for
every Rl invested in a film
scheme. Accrued interest will
also be waived, )

S0, ovérall, they will not be
out of pocket, But if they have
already spent the money they
should have paid in tax, they will
still have a problem,

Keys said in his Budget. speech

JR—
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‘Thaba’Nchu Manpower (2) Yes. @ mw
centre ....... e 48494 (a) On the’advice of the tment of
interveld: Schools . .. 9091 Finance.
R 6487623 (b) From 1 December 1992 the full
D> Technical and other assistance** noaunumwwoa P wwmc_wmn or n.—n main-
Manpower provision... R 11751000 is taxable, which was not the case
Technical assistance ... 1052 676 prior to that date.
Salariesof Judges ..... 199 600
E Recycling of plastic/paper
GrandTotal ........... R2308595792 | *20. Mr R F HASWELL asked thg Minister of
Environment Affairs:

** No financial transfers in respect of]
item D were directly made to Bophutha-|
tswana.

1 note that the hon member’s question
only deals with Bophuthatswana, but I
would nevertheless like to add that simi-
lar assistance, as listed below, was also
rendered to Transkei, Venda and Ciskei:

Transkei . .... R2231365023
Venda....... R 665562235
Ciskei ..... vovive... R 914122978
All figures are unaudited.

/ Ministers: tax deducted from home allowances

*19. Mr P G SOAL asked t inister of Pub-
lic Works: W

(1) Whether, with rel 1o the reply to
O:nm:on No33on$5 HmcEmQ 1993, tax
is ded d from the allo payable
.o Ministers occupying their own homes
instead of accommodation provided by
the State; if not, why not; if so, (a) by

whom is this tax deducted and (b) how is
it calculated;

(2) whether the maniier in which this tax is
deducted and calculated has been

changed in any way since 1 January
1990; if so, (a) why and (b) what are the

other relevant details? B580E
The MINISTER OF PUBLIC WORKS:
(1) Yes.
(a) By the Department of Public

‘Works.

(b) It is calculated at the maximum rate
on two-thirds of the total compensa-
tion.

HOUSE OF ASSEMBLY

(1) Whether he intends Infroducing legis-
lation and incentives to promote the re-
cycling of paper, plastic and other prod-
ucts; if not, why not; if so, (a) when and
(b) what is envisaged in this regard;

(2) whether his Department is committed to
the concept of recycling; if not, why not;
if so, to what extent;

(3) whether he will make a statement on the
matter? BS82E

The MINISTER OF ENVIRONMENT AF-
FAIRS:

(1) No. Specialised national and internat-
ional advice obtained, as well as national
and international experience, suggest
that legislation is not effective in this re-
gard. Recycling should be regulated by
market forces and direct incentives by
the Government would not only mean
interference with the free enterprise sys-
tem, but cannot be considered in the
present economic situation. South Afri-
ca, however, is making good progress
with regard to recycling and re-use. The
percentage tonnage recycled to total ton-
nage produced for the various categories
is as follows: Paper and board 33%,
plastic 13%, tin-plate 16%, aluminium
84% and glass 70%. This represents an
increase of about 73% in the recycling
effort over the past five years.

(2) Yes. In the 1993 ¢<_u=n wmvnn on z_n

pollution control in which the elements
of responsibility, accountability, pre-
vention, treatment and re-use must
enjoy priority. Disposal in the atmos-
phere, land and water environments
should be considered as a last option
only. Protection against toxic waste,
the contro! of environmentally detri-
mental agricultural and industrial
practices, as well as the combating of
littering and the promotion of recy-
cling will be included in the strategy.
Industry-based programmes to achieve
the above-mentioned objectives will
have to be introduced.

(3) No.

(1) Whether the South African Airways
have entered into any lease agreements
to use (a) aircraft belonging to foreign
countries and (b) pilots who are foreign
nationals in the course of its business; if
so, (i) what are the details of these
agreements and (ii) on what basis were
the licences of such foreign pilots ac-
credited;

(2) whether any practical difficulties or safe-
ty problems have arisen as a result of
these agreements; if so, what are the
relevant details? B585E

The MINISTER FOR PUBLIC ENTER-
PRISES:

SAA: Civil Aviation examinations for pilots

*21. Mr W U NEL asked the Minister of Traj
port:

Qv Whether any (a) pilots and/or (b) fo:
pilots of the South African Air Force
holding civilian, commercial, senior
commercial or airline transport pilots’ li-
cences were not required to write and
pass the applicable examinations set by
the Directorate for Civil Aviation; if so,
(i) how many and (ii) why were such k-
cences issued to these pilots;

2
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whether he will make a statement on the

matter? BS84E

The MINISTER OF TRANSPORT:

(1) (a)and (b) Yes.

(i) During the period April 1989 to
November 1990 civilian pilot’s Ii-
cences were issued to 54 pilots who
were at that stage in the service of

the South African Air Force, by the
Chief Directorate: Civil Aviation.

The M: ing Director of Transnet Limited
has furnished the following reply to the hon
member’s question:

1) (a) Yes.
(b) Yes.

(i) The South African Airways
leases aircraft and operates
them in SAA’s fleet which are
piloted by SAA pilots. SAA
operates a freight service with
an Ukranian company using
Ukranian aircraft, pilots and
technical assistance.

(ii) The foreign pilots are properly
accredited in terms of the stan-
dards applied by the Depart-

(ii) All applicants met with the requi

ments for the civilian li
after the successful completion of an
additional A

course
which is related to civil aviation.

2) Zo. The matter _m sub judice at present

Policy on a D Envirc
Management System for South Africa
the following goal is set:

Deploy a national strategy for waste
management and develop integrated

ofap g appeal case.

SAA: foreign pilots/aircraft
*22. Mr W U NEL asked the Minister for Pub-

{ lic Enterprises:

ment of Civil Aviation.
() No.
INTERPELLATION
The sign * En_.:m:om a translation. The sign t,
< used subseqs ly in the same interpellation,
issued  jindi the original I
work  Own Affairs:

Filling of vacant places at schools
1. Mr R M BURROWS asked the Minister of

Education and Cultuses
(1) Whether he intel takl eps to

ensure that, as far as possible, ajl
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